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Introduction:
Features and More Features...

Welcome to Sage Fixed Assets - Depreciation Fundamentals! As you are about to see,
this guide is the most thorough, practical, and easy to use depreciation reference and
training resource ever developed. To assist you in obtaining the maximum benefit from
its use you need to be aware of its many features:

“How To’s”—In this guide, we will discuss theory so you can understand why
something needs to be done, but most important we will tell you how to do it! Look
for How To’s throughout the entire guide (they are listed in our Index under “How
To” for easy reference).

Tips—Watch for these and benefit from our experience. We can help save you tax
dollars, save you valuable time, and help you make good decisions.

Notes—Our Notes will:

e Give you additional clarification of the text.
*  Give you additional information and a more in-depth explanation if you want it.

*  Ensure that you will have all the answers. For example, if we tell you something
cannot be done, we will also tell you what can be done.

Timeline—We have created a concise history of depreciation in an easy-to-read
timeline. See “A History of Depreciation,” page ix.

IRS Code Cites—Whenever we are discussing a complicated issue we realize you
may want to refer to the IRS Code section itself. Also, if something is beyond the
scope of this guide (such as “tunnel bores”), we will give you the code cite so you
can obtain the information you need.

“Depreciation Questions”—This is an invaluable checklist to ensure that nothing
is forgotten or overlooked when depreciating an asset. You'll find it on page V-5.

“Quick Reference”—This is a useful listing of the IRS Code sections and regula-
tions that relate to depreciation. The list is presented two ways: numerically and
alphabetically. It starts on page VII-1.

Alphabetical Listing of Commonly Used Assets—We have alphabetized the most
commonly used assets: by property type, by manufacturing type, and by business
type. This will enable you to quickly determine the depreciable life of any property
and save you time, while avoiding all of the mistakes caused by the misclassifica-
tion of assets. See page VI-4.

IRS Tables and How To Use Them—All of the necessary tables are included in
the back of this guide. In addition, we have given you simplified directions on locat-
ing the appropriate table quickly and easily:

*  How To Use the MACRS Percentage Tables—See page VI-14.
*  How To Use the ACRS Percentage Tables—See page VI-41.

Sage Fixed Assets - Depreciation Fundamentals
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*  How To Use the Tables for Listed Property—See page VI-48.
* IRS ADR Class Life Table—See page VI-4.
*  Glossary—All of the key depreciation terms are found in our Glossary.

* Index—Our very detailed Index will assist you in locating all pertinent information
about any topic within seconds.

We know you will find this guide to be an invaluable part of your library, both as a ref-
erence book and as a useful training manual for your staff.

Sage Fixed Assets - Depreciation Fundamentals



Preface:
Historical Overview

The rules governing depreciation over the years have continuously evolved and
become more complex. Most of the complexity is the result of legislation passed by
Congress and official guidance issued from the Office of Chief Counsel at the Internal
Revenue Service (IRS).

Prior to the enactment of the 1954 Internal Revenue Code, the straight-line method of
depreciation was required to be used for tax purposes. However, much was changed in
1954 when accelerated methods of depreciation were finally sanctioned by the IRS. This
also marked the beginning of the keeping of two sets of records for numerous businesses
as they began to calculate depreciation by two different methods for the same fixed asset
and, of course, needed to keep track of this. Many wished to continue the straight-line
depreciation method for financial statement purposes, with the intent of fairly and realis-
tically reflecting the continual deterioration of its fixed assets. At the same time they
wanted to take advantage of the larger and quicker deductions for tax purposes by using
the accelerated methods of depreciation.

In 1971, another major development occurred when the Class Life Asset Depreciation
Range System (ADR) was created. Under this system, which lasted until 1981, property
acquired in a given year was grouped by the primary activity for which it was used and
assigned to a vintage account. A separate vintage account is established for each class of
property, with a defined depreciation period. The asset classifications of ADR came to
the forefront once again with property acquired after 1986.

The Economic Recovery Tax Act of 1981 revolutionized depreciation with the creation
of the Accelerated Cost Recovery System (ACRS). This new system greatly simplified
the depreciation rules with the goal of encouraging capital investment. A new phrase
was coined with assets being referred to as “recovery property.” The concept of useful
lives was replaced with the newly created “recovery periods,” and depreciation was
now referred to as “cost recovery.”

This was followed by the Tax Reform Act of 1986, which introduced a Modified Accel-
erated Cost Recovery System (MACRS). MACRS, along with an Alternate MACRS
Method (ADS), has incorporated the ADR asset classifications. The recovery periods
under both MACRS and ADS are based on the asset’s midpoint life under ADR. The
provisions of MACRS are not as generous as ACRS. MACRS attempted to more closely
match class lives with assets' useful lives, as well as slowing the rate of their cost recov-

ery.

Although there have not been any major changes affecting depreciation since the Tax
Reform Act of 1986, there have been numerous tax acts passed by Congress that include
depreciation-related provisions:

1. The “Job Creation and Worker Assistance Act of 2002” (JCWAA)

Sage Fixed Assets - Depreciation Fundamentals i



Preface: Historical Overview

The JCWAA introduced a 30% first year depreciation deduction and special relief
provisions for property in the lower Manhattan area impacted by the terrorist attacks
of 9/11/2001.

The “Jobs and Growth Tax Relief Reconciliation Act of 2003” (JGTRRA)

The JGTRRA increased the first year depreciation deduction from 30% to 50% and
also included a provision to increase the Section 179 annual limit from $25,000 to
$100,000, and to increase the Section 179 phase-out threshold from $200,000 to
$400,000.

The “Working Families Tax Relief Act of 2004”

The Working Families Tax Relief Act eliminated the phaseout limitations for quali-
fied electric vehicles placed in service in 2004 and 2005, allowing taxpayers to
claim 100% of the allowable credit, and also eliminated the phaseout for the deduc-
tion of qualified clean-fuel vehicle property placed in service in 2004 and 2005,
allowing taxpayers to claim 100% of the allowable deduction.

In addition, the expiration date of the accelerated recovery periods for MACRS
Indian Reservation Property was extended through December 31, 2005, and the des-
ignation of the DC Enterprise Zone was also extended through December 31, 2005.

The “American Jobs Creation Act of 2004”

The American Jobs Creation Act of 2004 extended the increased Section 179 annual
limit, indexed for inflation, for an additional two years along with other expensing
enhancements but did limit the amount of Section 179 to $25,000 for a Sport Utility
Vehicle placed in service after the enactment date.

The “Energy Tax Incentives Act of 2005”

The Energy Tax Incentives Act of 2005 extended and created tax credits for the fol-
lowing energy saving property: Solar Energy, Clean Coal Production, Fuel Cell and
Microturbine Plants, and Other Energy Property.

The 2005 Energy Bill also created new Section 179 deductions such as 179C for
Qualified Refineries and 179D for Energy Efficient Commercial Buildings. The
2005 Energy bill sunsets Section 179A deductions for clean-fuel vehicles and
clean-fuel vehicle refueling property placed in service after 12/31/ 2005, rather than
12/31/ 2006. For vehicles placed in service in 2005, the 2005 Energy Bill introduced
new tax credits for the purchase of hybrid, fuel cell, advanced lean burn diesel and
other alternative power vehicles.

The “Gulf Opportunity Zone Act of 2005”

The Gulf Opportunity Zone Act of 2005 created special economic zones, the
Katrina Gulf Opportunity (GO) Zone as well as Rita and Wilma GO Zones in
response to widespread devastation due to Hurricanes Katrina, Rita and Wilma. The
bill enacted many provisions related to hurricane relief including the following
depreciation related legislation: bonus depreciation enacted for rebuilding in the GO
Zone, increased Section 179 limits for GO Zone assets and increased Rehabilitation
Credits for qualified GO Zone buildings.

The “Tax Increase Prevention and Reconciliation Act of 2005”
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The Tax Increase Prevention and Reconciliation Act of 2005 extended the increased
Section 179 expense deduction and phase-out threshold through 2009. Previously,
the increased Section 179 expense deduction and phase-out threshold had been
scheduled to decrease in tax years beginning in 2008. The bill also enacted a provi-
sion to allow taxpayers to elect to treat the sale or exchange of self-created musical
compositions or copyrights as the sale or exchange of a capital asset. This bill also
allows for expenses paid or incurred in creating or acquiring a musical composition
or copyright to musical composition to now be amortized over five years. These
provisions apply to property placed in service in tax years beginning after
December 31, 2005 and before January 1, 2011. This bill also extended the amorti-
zation period of geological and geophysical expenditures to five years for major
integrated oil companies. Although, the bill was passed in 2006, it carries a 2005
designation because it was a carryover from last year’s budget.

8. The “Tax Relief and Health Care Act of 2006”

The Tax Relief and Health Care Act of 2006 extended the expiration date of the
accelerated recovery periods for MACRS Indian Reservation Property. Previously,
the accelerated recovery periods for Indian Reservation property had expired on
December 31, 2005 but now it has been extended for property placed in service
through December 31, 2007. The fifteen year recovery period for Leasehold
Improvement and Restaurant Property also was extended to include property placed
in service through December 31, 2007. As a result of this bill, certain property
placed in service before January 1, 2011 in the GO Zone is now eligible for bonus
depreciation. The Section 179D deduction has also been extended for one year for
qualifying property placed in service through December 31, 2008. Section 179D
property represents property purchased or costs incurred in making commercial
building property more energy efficient. This bill also introduces deductions for two
specialized types of property. A 50% bonus depreciation deduction for “Cellulosic
Biomass Ethanol Plant Property” can be taken for property placed in service before
January 1, 2013. And finally a new Section 179E 50% deduction can now be taken
for Advanced Mine Safety Equipment placed in service after December 20, 2006
and through December 31, 2008.

9. The “Economic Stimulus Act of 2008”

The Economic Stimuls Act of 2008 nearly doubled the Section 179 expense for tax
years beginning in 2008 from $128,000 to $250,000 and reinstituted the 50% bonus
depreciation for all areas of this country for qualified property placed in service in
2008 and certain types of property placed in service in 2009.

10. The “Housing Assistance Act of 2008”

Under the Housing Assistance Act of 2008, businesses can elect, for the first tax
year ending after March 31, 2008, to treat certain unused research and AMT credits
as allowable and refundable in lieu of claiming bonus and accelerated depreciation
for eligible qualified property.

11. The “Heartland, Habitat, Harvest, and Horticulture Act of 2008 - Title XV of
the Food, Conservation, and Energy Act of 2008”

The Heartland, Habitat, Harvest, and Horticulture Act of 2008 - Title XV of the
Food, Conservation, and Energy Act of 2008 (The 2008 Farm Act) classified all
racehorses as three-year property for depreciation purposes regardless of their age,
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12.

13.

if placed in service after 2008 and before 2014. The 2008 Farm Act also provided
50% depreciation allowance for qualified Recovery Assistance property located in
the Kansas disaster area, and increased the Section 179 expense and investment cost
limits by $100,000 and $600,000 respectively for qualified Recovery Assistance

property.
The “Emergency Economic Stabilization Act of 2008”

The Emergency Economic Stabilization Act of 2008 (EESA) provided a compila-
tion of tax incentives targeted to businesses, several of which revised as well as
extended tax benefits. The EESA extended through 2016 the energy tax credit for
solar energy, fuel cell, and microturbine property. New energy tax credits of 10%
were added through 2016 for combined heat and power system property and geo-
thermal heat pump systems; and 30% or up to $4,000 through 2016 for small wind
energy property. The aggregate credits for qualifying advanced coal projects were
expanded to $2,550,000,000, and up to 30% of the qualified investment is allowed
for credits. Up to 30% of the qualified investment is also allowed for qualifying gas-
ification project credits.

The EESA extended through 2013 the taxpayer election to expense costs of certain
refinery property and the tax credit for energy efficient commercial buildings;
through 2009 tax incentives for advanced mine safety equipment.

The EESA included cellulosic biofuel within the definition of biomass ethanol plant
property for purposes of the 50% depreciation allowance. It also allowed a 50%
depreciation allowance for reuse and recycling property used to collect, distribute,
or recycle certain materials, including scrap, fibers, and metals.

The EESA allowed an accelerated 10-year recovery period for the depreciation of
qualified smart electric meters and smart electric grid systems. It allowed acceler-
ated depreciation (i.e., five-year recovery period) for certain farming business
machinery or equipment placed in service before January 1, 2010. It extended
through 2009 accelerated depreciation for qualified leasehold and restaurant
improvements and for certain improvements to retail space; accelerated depreciation
of business property on Indian reservations and of motorsports racing track facili-
ties; the increased rehabilitation tax credit for property in the Gulf Opportunity (GO)
Zone. Rehabilitation credit is allowed through 2011 for qualified property located in
the Midwestern Disaster Area.

The EESA allowed 50% depreciation allowance and increased the Section 179
expensing allowance for qualified disaster assistance property. It defined “qualified
disaster assistance property” to include nonresidential real or residential rental prop-
erty in a federally declared disaster area. It also increased Section 179 expense and
investment cost limits by $100,000 and $600,000 respectively for qualified disaster
assistance property.

The “American Recovery and Reinvestment Act of 2009”

The tax provisions under the American Recovery and Reinvestment Act of 2009
include extended bonus depreciation and increased expensing for 2009, an increase
in first-year depreciation for passenger cars in the amount of $8,000 through
12/31/2009, expansion of ITC to include a new advanced energy project credit of
30%, elimination of the $4,000 annual limitation on business energy tax credit for
qualified small wind energy after 12/31/2008, and an option to either claim an
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energy tax credit or apply for a grant for specified energy property.
14. The “Small Business Jobs Act of 2010”

The Small Business Jobs Act of 2010 increased Section 179 expensing limit from
$250,000 to $500,000, and investment limit from $800,000 to $2 million for 2010
and 2011 tax years. Up to $250,000 of Section 179 expense can be taken for quali-
fied real property for 2010 and 2011 tax years. The new law continued to treat
off-the-shelf computer software as qualified Section 179 property that is subject to
full Section 179 expensing thru 2011 tax years. The new law extended 50%
first-year bonus depreciation through December 31, 2010 for qualified property
(December 31, 2011 for certain aircraft and property with longer production peri-
ods). The limitation under Code Section 280F on the amount of depreciation deduc-
tions allowed was increased in the first year by $8,000 for qualified automobiles
placed in service in 2010. The new law removed cell phones and similar personal
communication devices as listed property. The new law also raised the start-up
expense deduction to $10,000 and increased the phaseout threshold to $60,000 for
2010.

15. The “Tax Relief, Unemployment Insurance Reauthorization, and Job Creation
Act 0f 2010”

The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 (The Act) extends the bonus depreciation provision under Code Section 168(k)
and temporarily increases the rate for qualified property acquired and placed in ser-
vice as follows (note that the definition of qualified property remains the same):

* 1/1/2010 through 9/8/2010: 50%

* 9/9/2010 through 12/31/2010: 100%
e 1/1/2011 through 12/31/2011: 100%
* 1/1/2012 through 12/31/2012: 50%

*  For long-production-period property and certain aircraft, the placed-in-service
dates are extended one year.

The Act increases Section 179 expensing limit to $139,000, and investment limit to
$560,000 for tax years beginning 1/1/2012 through 12/31/2012. Treatment for
off-the-shelf computer software as qualified Section 179 property that is subject to
full Section 179 expensing is extended through 2012 tax years.

15-year cost recovery period for qualified leasehold improvements, restaurant build-
ing and im-provements, and retail improvements is extended through 12/31/2011.
Accelerated depreciation for business property on an Indian reservation is extended
through 12/31/2011. Seven-year cost recovery period for motorsports entertainment
complexes is extended through 12/31/2011.

Advanced mine safety equipment expensing is extended through 12/31/2011. Tax
incentives for empowerment zones and investment in the District of Columbia are
extended through 12/31/2011.The Act increases rehabilitation credit for historic
structures in the Gulf Opportunity Zone (GO Zone) through 12/31/2011.

16. The “American Taxpayer Relief Act of 2012”

The American Taxpayer Relief Act of 2012 extends a number of provisions sched-
uled to expire after 2011:
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17.

15-year cost recovery period for qualified leasehold improvements, restaurant build-
ing and improvements, and retail improvements is extended through 12/31/2013.

7-year cost recovery period for motorsports entertainment complexes is extended
through 12/31/2013.

Accelerated depreciation for business property on an Indian reservation is extended
through 12/31/2013.

Section 179 property expensing deduction of $500,000 is extended through
12/31/2013.

Section 179 investment threshold of $2,000,000 is extended through 12/31/2013.

Treatment for off-the-shelf computer software as qualified Section 179 property that
is subject to full Section 179 expensing is extended through 12/31/2013.

Section 179 expensing deduction of $250,000 allowed for qualified real property is
extended through 12/31/2013.

Section 179 increased expensing deduction of $35,000 for empowerment zones is
extended through 12/31/2013.

Advanced mine safety equipment expensing is extended through 12/31/2013.

50% Bonus for qualified property is extended through 12/31/2013 (or 12/31/2014
for certain property with longer production periods).

50% Bonus for second generation biofuel, which includes cellulosic biofuel plant
property is extended through 12/31/2013 (previously 12/31/2012).

The "Tax Increase Prevention Act of 2014"

The Tax Increase Prevention Act of 2014 passed by Congress and signed into law in
December 2014 retroactively extends a number of provisions that had expired on
12/31/2013:

15-year cost recovery period for qualified leasehold improvements, restaurant build-
ing and improvements, and retail improvements is extended through 12/31/2014.

7-year cost recovery period for motorsports entertainment complexes is extended
through 12/31/2014.

Accelerated depreciation for business property on an Indian reservation is extended
through 12/31/2014.

Section 179 property expensing deduction of $500,000 is extended through
12/31/2014.

Section 179 investment threshold of $2,000,000 is extended through 12/31/2014.

Treatment for off-the-shelf computer software as qualified Section 179 property that
is subject to full Section 179 expensing is extended through 12/31/2014.

Section 179 expensing deduction of $250,000 allowed for qualified real property is
extended through 12/31/2014.

Section 179 increased expensing deduction of $35,000 for empowerment zones is
extended through 12/31/2014.

Advanced mine safety equipment expensing is extended through 12/31/2014.

Vi
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50% Bonus for qualified property is extended through 12/31/2014 (or 12/31/2015
for certain property with longer production periods).

50% Bonus for second generation biofuel, which includes cellulosic biofuel plant
property is extended through 12/31/2014 (previously 12/31/2013).

18. The “Protecting Americans from Tax Hikes Act of 2015 (PATH Act)”

The PATH Act makes permanent certain tax provisions and retroactively extends
other provisions that were set to expire on 12/31/2014:

Section 179 expensing limit of $500,000 and investment threshold of $2,000,000
made permanent, with limits indexed for inflation beginning 2016

Section 179 expensing made permanent for qualified real property; $250,000 cap
eliminated beginning 2016.

Section 179 expensing made permanent for off-the shelf computer software.

15-year cost recovery period for qualified leasehold improvements, restaurant build-
ings and improvements, and retail improvements permanently extended.

50% Bonus extended for qualified property placed in service in 2015-2017
40% Bonus allowed for qualified property placed in service in 2018
30% Bonus allowed for qualified property placed in service in 2019

Seven-year cost recovery period for motorsport entertainment complexes extended
through 12/31/2016

Accelerated depreciation for Indian reservation property extended through
12/31/2016

Section 179 increased expensing for empowerment zones extended through
12/31/2016

Advanced mine safety equipment expensing extended through 12/31/2016
19. The "Tax Cuts and Jobs Act of 2017"

The "Tax Cuts and Jobs Act of 2017" introduces increased limits for first year
expensing, broadens the definition of qualified improvement property, repeals Cor-
porate AMT, limits like-kind exchange treatment to real property, and makes
changes to many other depreciation related areas.

Section 168 Allowance increased to 100% expensing for qualifying property, start-
ing 9/28/2017. In general, for qualified property acquired after 9/27/2017 and placed
in service by 12/31/2022, the 50% bonus rate is increased to 100%, and then
phased-out over the following years.

Section 179 expensing increased to $1,000,000 per year and the investment thresh-
old increases to $2,500,000 starting in 2018. The 2017 expensing limit remains at
$510,00 with the investment threshold at $2,030,000.

Changes definition of "qualified real property" for Section 179 expensing to:

any qualified improvement property described in section 168(e)(6) and any of
the following improvements to non-residential real property:

* Roofs
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* Heating, ventilation, and air-conditioning property
¢ Fire protection and alarm systems

* Security systems

The exclusion from expensing for property used in connecting with lodging facili-
ties, such as residential rental property, is eliminated.

Yearly automobile depreciation caps almost tripled for vehicles placed in service
after December 31, 2017:

Tax Year I............... $10,000 ($18,000 if bonus depreciation claimed)
Tax Year 2............... $16,000

Tax Year 3............... $9,600

Tax Years 4 + .......... $5,760

The first-year bonus increase is lower if 50%, 40% or 30% bonus is required. A
lower rate is required if the vehicle is acquired pre-9/28/2017.

The caps will be indexed for inflation after 2018.

The Alternative Minimum Tax (AMT) was repealed by the Tax Cuts and Jobs Act
of 2017 for corporations, effective for tax years beginning January 1, 2018 and later.
AMT is still in effect for individuals.

Eliminated the 15-year qualified leasehold, retail, and restaurant improvement prop-
erty classes.

Expanded the definition of qualified improvement property and assigned a 15-year
recovery period (assuming a technical correction is made).

A decrease in the 7-year recovery period for new farming machinery and equipment
to 5 years, and elimination of the rule requiring use of the 150-percent-declining
balance method on property used in a farming business (thus 200% DB can be
used).

Like-kind exchange treatment is no longer allowed for depreciable tangible personal
property, and intangible and non-depreciable personal property Effective for dispos-
als/exchanges after 2017 (with limited transition exceptions).

Like-kind exchanges are limited to real property. Thus, as under current law, no gain
or loss is recognized on the exchange of real property held for productive use in a
trade or business or for investment if that real property is exchanged solely for real
property of like kind that will be held either for productive use in a trade or business
or for investment.

This guide incorporates these tax legislations and all IRS official guidance issued related
to these acts.

viii
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A History of Depreciation

Year ‘

Pre-1954

Depreciation-Related Events

Straight-Line depreciation.

1954

Enactment of 1954 Internal Revenue Code allows accelerated depreciation (such as 200%
declining-balance and sum-of-the-years’-digits methods).

1962

The 1962 Revenue Act changes the treatment of gain on the sale of depreciable personal property.
It requires all such gain to be treated as ordinary income to the extent of depreciation taken.

1971

Creation of the Class Life Asset Depreciation Range System (ADR), which begins to standardize
depreciable lives.

1981

> ACRS, Accelerated Cost Recovery System.
> Section 179 Expense Deduction - $5,000 maximum.
> Economic Recovery Act of 1981.

1984

> Listed Property is created.

> Luxury Automobiles have depreciation “ceilings.”

> The recovery period of ACRS real property is lengthened.
> Tax Reform Act of 1984.

1986

> Investment Tax Credit is repealed.
> Tax Reform of 1986.

1987

> MACRS, Modified Accelerated Cost Recovery System.
> Section 179 Expense Deduction increased to $10,000.

1989

> Listed Property definition extended to include cellular phones and similar
telecommunications equipment.
> Revenue Reconciliation Act of 1989.

1990

> ACE Adjustment is created.

1993

> Section 179 Expense Deduction increased to $17,500.

> Recovery period for nonresidential real property increased to 39 years.

> Amortization of goodwill allowed.

> Code Section 197 intangibles and standardized amortization periods.

> ACE Depreciation Adjustment eliminated for property placed in service after
12/31/1993.

> Shorter depreciation lives for Indian Reservation Property.

> Revenue Reconciliation Act of 1993.

> Omnibus Budget Reconciliation Act of 1993.

1996

> Section 179 Expense Deduction begins a phased-in increases to $25,000 ($18,000
allowed in 1997).
> Small Business Job Protection Act of 1996.

1997

> Small business corporations are exempt from AMT beginning after 12/31/1997.
> Taxpayer Relief Act of 1997.

2002

> 30% Depreciation Allowance.
> Job Creation and Worker Assistance Act of 2002.
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Year ‘ Depreciation-Related Events

2003 > 50% Depreciation Allowance.

> Section 179 Expense Deduction increased to $100,000.

> Section 179 Phase-out Threshold increased to $400,000.

> Jobs and Growth Tax Relief Reconciliation Act of 2003.

2004 > Shorter depreciation lives for Indian Reservation Property is extended.

> Working Families Tax Relief Act of 2004.

> Section 179 Expense Increased Deduction extended through 2007.

> Sport Utility Vehicles limited to $25,000 of Section 179 Expense after 10/22/2004.
> American Jobs Creation Act of 2004.

2005 > Existing energy credits extended and new energy credits created.

> Additional Section 179 deductions for energy saving property and processes.

> Energy Tax Incentives Act of 2005.

> Bonus depreciation enacted for rebuilding in the GO Zone.

> Existing Section 179 increased by the lesser of $100,000 or the cost of qualified Go Zone
property.

> Rehabilitation Credit increased from 20% to 26% for a certified historic structure and
from 10% to 13% for a pre-1936 building.

> Gulf Opportunity Zone Act of 200S.

2006 > Increased Section 179 expense deduction and phase-out threshold extended
through 2009.

> Tax Increase Prevention and Reconciliation Act of 2005.

> Shorter depreciation lives for Indian Reservation Property is extended through 2007.

> Fifteen year recovery period for Leasehold Improvement and Restaurant Property is
extended through 2007.

> 50% Bonus Depreciation allowed for certain GO Zone Property through 2010.

> Section 179D expense deduction extended through 2008.

> 50% Bonus Depreciation allowed for Cellulosic Biomass Ethanol Plant Property
through 2012.

> New Section 179E expense deduction allowed for Advanced Mine Safety Equipment placed

in service after the date of enactment of the bill and through 2008.

> Tax Relief and Health Care Act of 2006.
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Year ‘ Depreciation-Related Events

2008 > Economic Stimulus Act of 2008.

> Section 179 Expense Deduction increased to $250,000 for 2008 tax years.

> Section 179 Phase-out Threshold increased to $800,000.

> Return of 50% bonus depreciation for qualified property placed in service in 2008 and
certain property placed in service through 2009.

> Housing Assistance Act of 2008.

> Election to treat research & AMT credits as allowable and refundable instead of
claiming the 50% depreciation allowance.

> The 2008 Farm Act.

> Three-year property for all racehorses PIS after 2008 and before 2014.

> 50% depreciation allowance for Kansas Disaster Zone.

> Section 179 expense and cost limits increased for Kansas Disaster Zone.

> Emergency Economic Stabilization Act of 2008.

> 50% depreciation allowance for Qualified Disaster Zone.

> Section 179 expense and cost limits increased for Qualified Disaster Zone.

> Various energy tax credits extended.

> Section 179C, 179D, & 179E extended.

> Indian Reservation termination date extended through 12/31/2009.

> Accelerated depreciation for qualified leasehold, restaurant, & retail space
improvements extended through 12/31/2009.

> 10-year recovery period for smart electric meters and smart electric grid systems.

> Five-year recovery period for certain farming business machinery or equipment.

2009 > American Recovery and Reinvestment Act of 2009.

> 50% Depreciation allowance and Section 179 increased expensing.

> New advanced energy project credit.

> Removal of $4,000 annual credit limit for qualified small wind energy.
> QGrants in lieu of energy credits or electricity production credits.

2010 > Small Business Jobs Act of 2010.

> 50% depreciation allowance and Section 179 increased expensing limit.

> New Section 179 expensing limit for qualified real property.

> Off-the-shelf computer software considered qualified Section 179 property.

> $8,000 increase in depreciation deduction in first year for qualified autos.

> Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010.

> 100% depreciation allowance.

> 15-year cost recovery period for qualified leasehold improvements, restaurant building
and improvements, and retail improvements.

> Indian Reservation extended.

> Seven-year cost recovery period for motorsport entertainment complexes.

> Advanced mine safety equipment expensing.

> Section 179 increased expensing for empowerment zones extended.

> Rehabilitation credit extended.
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Year ‘ Depreciation-Related Events

2011 > Small Business Jobs Act of 2010.

> Section 179 increased expensing limit.

> New Section 179 expensing limit for qualified real property.

> Off-the-shelf computer software considered qualified Section 179 property.

> Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010.

> 100% depreciation allowance.

> 15-year cost recovery period for qualified leasehold improvements, restaurant building
and improvements, and retail improvements.

> Indian Reservation extended.

> Seven-year cost recovery period for motorsport entertainment complexes.

> Advanced mine safety equipment expensing.

> Section 179 increased expensing for empowerment zones extended.

> Rehabilitation credit extended.

2012 > Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010.
> 50% depreciation allowance.

> Section 179 increased expensing.

> Off-the-shelf computer software considered qualified Section 179 property.

2013 > American Taxpayer Relief Act of 2012.

> 15-year cost recovery period for qualified leasehold improvements, restaurant building
and improvements, and retail improvements extended.

> Seven- year cost recovery period for motorsport entertainment complexes extended.

> Accelerated depreciation for Indian reservation property extended.

> Section 179 increased expensing limit of $500,000 extended.

> Section 179 expensing deduction for real property extended.

> Off-the-shelf computer software considered qualified Section 179 property.

> Section 179 increased expensing for empowerment zones extended.

> Advanced mine safety equipment expensing extended.

> 50% Depreciation allowance extended.

2014 > Tax Increase Prevention Act of 2014.

> 15-year cost recovery period for qualified leasehold improvements, restaurant building
and improvements, and retail improvements extended.

> Seven- year cost recovery period for motorsport entertainment complexes extended.

> Accelerated depreciation for Indian reservation property extended.

> Section 179 increased expensing limit of $500,000 extended.

> Section 179 expensing deduction for real property extended.

> Off-the-shelf computer software considered qualified Section 179 property.

> Section 179 increased expensing for empowerment zones extended.

> Advanced mine safety equipment expensing extended.

> 50% Depreciation allowance extended.

> $8,000 increase in depreciation deduction in first year for qualified autos and trucks extended.
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Year ‘
2015

Depreciation-Related Events

> Protecting Americans from Tax Hikes Act of 2015
> Section 179 expensing limit of $500,000 permanently extended, with limit indexed for inflation.

> Section 179 expensing of qualified real property and off-the-shelf computer software
permanently extended.

> 15-year cost recovery period for qualified leasehold improvements, restaurant property, and retail
improvements permanently extended.

> 50% Depreciation allowance extended for 2015-2017; allowance phases down to 40% in 2018;
and 30% in 2019.

>$8,000 increase in depreciation deduction in first year for qualified autos and trucks extended for
2015-2017, $6,400 increase in 2018, $4,800 increase in 2019.

> Seven-year cost recovery period for motorsport entertainment complexes extended
> Accelerated depreciation for Indian reservation property extended.

> Section 179 increased expensing for empowerment zones extended.

> Advanced mine safety equipment expensing extended.

2017

> Tax Cuts and Jobs Act of 2017

> Section 179 limit increased to $1,000,000 in 2018.

> Section 179 phase-out increases to $2,500,000 in 2018.

> Section 179 limits and phase-out will be indexed for inflation after 2018.

> Section 168 Allowance 100% reinstated after 9/27/2017 and before 12/31/2022. The allowance
of 100% is then phased-out over the following years.

> Yearly automobile depreciation caps almost tripled for vehicles placed in service after December
31,2017.

> Corporate AMT is eliminated after effective for tax years beginning January 1, 2018 and later.
AMT is still in effect for individuals.

> 15-year qualified leasehold, retail, and restaurant improvement property classes are eliminated
after December 31, 2017.

> The definition of qualified improvement property is expanded and assigned a 15-year recovery
period (assuming a technical correction is made).

> Like-kind exchange treatment is no longer allowed for depreciable tangible personal property
after 12/31 2017 with some exceptions.

> 7-year recovery period for new farming machinery and equipment decreased to 5 years after
12/31/2017.

> Rule requiring use of the 150-percent-declining balance method on property used in a farming
business has been eliminated as of 12/31/2017.
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“Wear and tear from wuse...deterioration and decay...allowance for
obsolescence . . . gradual decline in value . . .”

Depreciation has many different meanings, depending on the user. For tax and account-
ing purposes, depreciation is a process of allocation. It is necessary to match deductions
with income. When a business acquires equipment or machinery, it does so with the pur-
pose of producing income. Because most of a business’s fixed assets will last longer
than a year, it would be misleading to expense their entire cost in the first year they are
acquired. To do so would distort income.

What Are Fixed Assets?

Fixed assets have three main characteristics:
e They are durable in nature and have physical substance.
e They are acquired by a business for use in its operations and are not for resale.

* They yield service over a number of years and usually may be depreciated.

Some examples of fixed assets are: equipment, furniture, buildings, and land. While
land is a fixed asset, it is never depreciated. That is why we say fixed assets are “usu-
ally,” but not always, depreciated.

Raw material, on the other hand, is not a fixed asset. Although it is durable and used by
a business, it is not a fixed asset because it becomes part of a product that is held for
resale.
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Who May Claim Depreciation?

Normally the owner of the depreciable property is the person entitled to claim the depre-
ciation expense. However, there are a few situations that need further clarification.

Depreciation may only be claimed by the taxpayer who retains the benefits and burdens
of ownership. Generally, this is the same taxpayer who has legal title to the property, but
this is not always the case.

A lessor is usually entitled to depreciate property that he leases to others. However, if
the lessee is required by the lease terms to return the property to the lessor in the same
condition as when he first leased it, the lessor suffers no economic loss, has none of the
burdens of ownership, and, therefore, may not depreciate it. The lessee, in this instance,
may claim the depreciation.

Whoever makes the investment and incurs the expense is entitled to the depreciation. It
is therefore possible to have the lessor depreciate the property while the lessee is depre-
ciating the improvements he made to the property.

S corporations claim depreciation the same as C corporations. The only difference is
when an S corporation elects to expense an asset by claiming Section 179 expense. The
Section 179 expense is a “pass through” item to the shareholders, meaning that no
expense is taken at the corporate level, but rather at the individual level. We will discuss
the Section 179 expense in depth in Section IV: “Chapter 1: First-Year Expensing.”
Also discussed in Section IV, Chapter 1 are other Section 179 deductions: Section 179B,
Section 179C, Section 179D, and Section 179E.

What Property May Be Depreciated?

To qualify for depreciation, property must meet the following qualifications:
* It must be used in a trade or business or held for production of income.
e It must have a useful life of more than one year.

e It must wear out or lose value over time.

e It must be fully installed and ready for use.

First you need to determine if an asset is used in a “trade or business.” A trade or busi-
ness is an activity entered into with the reasonable expectation of earning a profit. It can-
not be a hobby! This is an important distinction, which has been clarified by the IRS
because of past abuses by taxpayers.

In addition to ascertaining that a profit motive exists, the asset to be depreciated also
must be used, and not just owned, by the business. For example, if a corporation owns a
motor home that is used only for the recreational enjoyment of its employees, such an
asset may not be depreciated.

Furthermore, if property is used partly for business and partly for personal use, only the
business portion may be depreciated. For more information, see Section IV: “Chapter 4:
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Passenger Automobiles and Other Listed Property.”

Some types of property, although used in a taxpayer's business or held for production of
income, may not be depreciated. Examples of such property are:

* Inventory
*  Property for which you pay rent

* Videotapes (for important information, see Section 1V: “Chapter 7: Depreciation
and the Alternative Minimum Tax (AMT).”)

e Land

Costs involved with land improvements warrant further explanation, as the rules are
somewhat complex. The costs of clearing, grading, and filling in land generally are not
depreciable, but instead are added to the basis of the land. There is an exception to this
rule, however, when these costs are associated with a depreciable asset such as a parking
lot. In such a case, the land preparation costs will increase the depreciable basis of the
parking lot, and will thereby be depreciated along with the lot. The costs of demolishing
any structure, however, are always added to the basis of the land and may never be
depreciated.

Note: Landscaping may sometimes be depreciated, but only if it is planted close enough
to a building that it would be destroyed if the building was replaced. Also, exhaustible
natural deposits, such as oil or gas, are said to be “depleted” rather than depreciated. (IRS
Code Sec. 611)

Once it is determined that the property qualifies as being used in a trade or business or is
held for production of income, there are still three more qualifications it must have in
order to be depreciated:

*  The property must have a life that is longer than one year. If the property will last
less than one year, it usually may be expensed in the year acquired. An example of
this is the expensing of supplies.

* The property to be depreciated must be subject to either wear and tear or obsoles-
cence over time. It must actually be used in a business, not merely displayed.

*  The property must be installed and capable of being used. This is not necessarily the
date on which it is acquired. We will discuss this further in “Elements of Deprecia-
tion,” page I-7.

Note: If an item has a low unit cost, then even if it meets all of the above requirements
for depreciation, it still may be expensed in the current year, due to the concept of mate-
riality. For example, a small tool costing $25 may be expensed in the year purchased,
even though it may have a service life of several years.
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Additional Expenditures

If you have determined that an asset is depreciable, there may be an additional decision
to make if you later incur an expense relating to that asset.

Additional expenditures invariably occur in relation to your fixed assets after they are
initially acquired and placed in service. Such expenditures occur in the normal course of
business in order to maintain a fixed asset or because of a change in its use. Depending
on the nature of the expenditure, it may either be claimed as an expense or capitalized. If
it is capitalized and the original asset is depreciable, then it can also be depreciated. The
rules covering these additional expenditures are different for financial versus tax report-
ing purposes.

Financial Reporting

For financial reporting, such expenditures (either accrued or paid) may be divided into
two broad categories, based on how they are handled on the financial statements:

* Revenue Expenditures

e Capital Expenditures

Revenue expenditures are current-period expenses and appear on the income statement.
Capital expenditures increase the asset account and appear on the balance sheet. In other

words, revenue expenditures only benefit the current period, whereas capital expendi-
tures benefit both the current and future periods.

Think “future benefit!” To qualify as a capital expenditure, one of the following three
conditions must apply:
*  The useful life of the asset is lengthened.

* The value of the asset is increased (i.e., either the quantity of services produced by
the asset is increased or the quality of what is produced is enhanced).

e The asset is adapted to a different use.

An expenditure that relates to a depreciable asset and that does not fit one of the above
conditions is considered to produce no significant future benefit and, therefore, should
be expensed.

What happens if an item is misclassified? 1f, for example, a capital expenditure is mis-
takenly recorded as a revenue item and expensed, what is the effect on the financial
statements? Three things will happen:

1. The balance sheet will be understated (because the new asset was not included in the
Property, Plant, and Equipment account).

2. The income statement will be understated in the year of purchase (because an
expense was taken on the full amount of the asset’s acquisition cost).

3. The income statement will be overstated in future periods (because the depreciation
expense that should be claimed for the asset will not be deducted).
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Within these classifications of revenue and capital expenditures, there are certain types
of expenditures that are made to fixed assets during their depreciable lives. We can cate-
gorize them as follows:

* Maintenance and repairs
* Improvements and replacements

* Additions

Maintenance and Repairs

Maintenance and ordinary repairs are revenue expenditures and are expensed in the cur-
rent period.

An allowance account may be used as a way of allocating this type of expense through-
out the year. An allowance account is often used when:

*  Monthly or quarterly financial statements are prepared and

* Routine maintenance and repairs are largely done only once or twice during the
year.

An annual maintenance and repair program benefits a company throughout the year. It
would, for example, be misleading to show 80% of the annual maintenance cost all in
one month.

Example: Sage Smart, Inc. brings in an outside contractor several times each year to
perform routine maintenance and repair its manufacturing equipment. The majority of
the work is scheduled during May, which is its slowest month. Obviously, the benefits of
this are seen throughout the year. Sage Smart sets up an Allowance for Repairs account,
estimates that its cost will be $80,000 for the year, and makes the following entries:
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Result: (Only shown for the first two quarters of the year)
End of first quarter (No maintenance has been done yet):

Repair expense 20,000

Allowance for repairs (1/4 x $80,000) 20,000

End of second quarter (360,000 repair costs incurred):

Allowance for repairs 60,000

Cash or Notes Payable 60,000
Repair expense 20,000
Allowance for repairs 20,000

Note: An extraordinary repair (such as an engine overhaul) should be accounted for as

an improvement, a replacement, or an addition.

Improvements and Replacements

An improvement may entail a substitution or it may result from a major repair. If it
involves a substitution and it results in a better asset than the one currently used, it is
referred to as an improvement. If it involves a substitution of a current asset with a simi-

lar asset, it is referred to as a replacement.

An improvement or a replacement that benefits future periods is a capital expenditure.
If, however, a replacement or an improvement is fairly minor (such as changing a light

bulb), it is included as an ordinary repair and expensed.

When a substitution occurs, the old asset is removed and replaced with the cost of the
new asset. Otherwise, as long as it benefits future periods, it is set up as a new asset

(capitalized) and depreciated.

Additions

An addition should always be capitalized. It increases the size of an existing asset and
creates a new asset. However, often an addition to an asset results in extra expenses due
to the requirement of some change to the existing asset. An example of this is the cost of
removing a wall to add a room to a building. In most cases the removal costs are
expensed. Such costs would only increase the basis of the new asset (the addition) if the

company had anticipated originally that the addition would be added.
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Elements of Depreciation

Tax Reporting

Before 2014, the tax rules for additional expenditures made to fixed assets were not all
that different from those for financial reporting purposes. However, effective for tax
years beginning on or after January 1, 2014, the IRS issued new final regulations gov-
erning expenditures made on tangible property. Referred to as the tangible property reg-
ulations, the principal expenses covered by these regulations are for costs to acquire,
produce, and improve tangible property.

The final regulations contain guidance for handling the following types of additional
expenditures made to fixed assets:

*  Materials and supplies
* Repairs and maintenance

*  Improvements

There is also a definition of a "unit of property" included in the regulations.

Materials and Supplies

Materials and supplies are tangible property(but not inventory) that is used or consumed
in the taxpayer's operations. Materials and supplies include components for the mainte-
nance, repair, or improvement of a unit of tangible property. Materials and supplies also
include rotable, temporary, and emergency spare parts.

Note: A "rotable spare part" is a material and supply part acquired for installation on
property but which is removable. At some point, a rotable spare part may be removed
from the property and repaired or improved. It is then reinstalled on the same property,
installed on another property, or kept for a later time when it may be needed. A "tempo-
rary spare part" is a material and supply used temporarily until a new or repaired part is
installed in its place. An "emergency spare part” is a material and supply acquired for a
specific machine but is set aside to be used if needed to avoid down time.

The repair regulations allow $200 of materials and supplies to be expensed. Materials
and supplies are deductible when purchased if they are incidental and deductible when
used or consumed if they are non-incidental.

Note: Incidental materials and supplies are kept on had but no record of their consump-
tion is maintained. Non-incidental materials and supplies are items that are usually more
costly and less numerous and which the taxpayer tracks.

By being included as materials and supplies, rotable, temporary, and standby emergency
spare parts may be expensed as they are used or consumed, or the taxpayer may elect to
capitalize (and depreciate) them.
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There is also an optional method that may be elected for either rotary or temporary spare
parts whereby:

1. The cost of the part is expensed when initially installed.

2. The part's fair market value is recognized as income when later removed from the
property and is also included in the basis of the rotable part, along with the cost of
removing it.

3. The costs of any repairs, maintenance, or improvements are added to the part's basis
in the year paid.

4. In the year the part is reinstalled, the cost of reinstalling it is deducted, as well as the
amounts previously included in the rotable part's basis.

5. Any remaining basis of the part in the year in which it is disposed is also deducted.

Note: Standby emergency spare parts do not qualify for the optional method.

For example, A rotable part costs $100. Expense the $100 cost. Later the company
removes the part from the property to make repairs/improvements to it and at that time
its FMV is $80 and the cost to remove it is $2. Recognize $80 in income and record $82
in basis of the rotable part (i.e., capitalize it). Repairs/improvements cost $30 which is
capitalized. In the year in which the part is reinstalled, it costs $10 to re-install so deduct
the $10 and the $30 of repairs.

Repairs and Maintenance

Expenditures for routine maintenance may be expensed. To qualify as "routine," the
maintenance must be made to keep the asset in efficient operating condition and must be
expected to be performed more than once during the asset's class life. This includes any
routine maintenance on a building and its structural components but with one difference:
it applies to the real property only if the business reasonably anticipates performing the
maintenance more than once in a 10-year period.

In addition, there is an annual election available whereby a taxpayer may instead choose
to capitalize maintenance and repair costs that are capitalized on a taxpayer's books and
records. Once made, this election is irrevocable.

Any repairs made to an asset before it is placed in service must be capitalized.

Improvements

Taxpayers are required to capitalize amounts paid for non-routine repairs which are
made to improve tangible property. There are three types of expenditures for improve-
ments:

* Restoring a unit of property
* Adapting a unit of property to a new or different use

* Adding a "betterment" to a unit of property
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A restoration returns a property to its former state and intended use. Some examples:
e Rebuilding an asset after the end of its class life

* Replacing a major component or structural part

A betterment, unlike repairs, makes a material change to the property. Some examples:

* A fix to correct a defect or condition that was known at the time of acquisition or
developed during its production

* A material addition to the unit of property including a physical enlargement, expan-
sion, extension, or increase in capacity

* Anexpenditure expected to materially increase the productivity, efficiency, strength,
quality, or output of the property

There is a special safe harbor rule for small taxpayers who own or lease buildings valued
at $1 million or less. Taxpayers, who have average annual gross receipts of $10 million
or less during the three preceding tax years, may elect not to capitalize (and, therefore,
deduct) the cost of improvements if their total expense for maintenance, repairs, and
improvements is the lesser of $10,000 or two per cent of the building's unadjusted basis.
This allowable expensing of improvements is calculated on a per-building basis and if
taken, must be elected annually for each building.

Unit of Property

When the IRS issued its final repair regulations, much of the language concerns a "unit
of property" that is being placed in service, repaired, or improved. The definition of a
"unit of property" is a single unit of property, other than a building, that consists of com-
ponents that are functionally interdependent. All the components of a unit of property
must be of the same class of property and be properly depreciated using the same recov-
ery method for tax reporting.

The rules for what comprises a unit of property for the capitalization rules do not affect
how an asset is treated for depreciation. The reverse is not true, however, as how the tax-
payer treats an asset for depreciation purposes, may affect how it is treated for capital-
ization purposes.

For real property, a building is considered a unit of property and includes its structural
components. However, the major systems of a building are treated as separate units of

property.

The nine components of a building (each of which is considered a building system and
separate from the building) are:

Heating, ventilation and air conditioning systems (HVAC),
1. Plumbing systems,
2. Electrical systems,
3. All escalators,
4

All elevators,
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5. Fire protection and alarm systems,

6. Security systems,

7. Gas distribution systems, and

8. Any other systems defined in published guidance

After you have determined that a particular fixed asset is depreciable, you need to know
four things:

*  The type of property.
* The date the asset was placed in service.
e The asset’s estimated useful life.

* The asset’s depreciable basis.

Note: Whether you are using a monthly or a 52/53-week accounting cycle will have no
effect on the amount of depreciation claimed or how it is calculated.

Type of Property

Probably one of the most important things you need to know is the type of property.
There are various rules concerning allowable methods of depreciation, as well as certain
limitations to the amount of depreciation that may be claimed, all according to property

type.

There are two major types of property:
e Tangible

* Intangible

Tangible property includes two kinds:
*  Personal

* Real

Furthermore, within these classifications, there are other special types of property:
* Amortizable property
* Listed property

Tangible property is anything that can be seen or touched, whereas intangible property
lacks physical substance. Generally, qualifying tangible property is depreciated and
qualifying intangible property is amortized. Machinery, for example, is tangible and,
therefore, depreciable, while a copyright is intangible and amortizable. Amortization is
very similar to depreciation except that it always uses the straight-line method.

I-10
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Note: For tax purposes, unlike accounting rules, both tangible and intangible property are
sometimes said to be depreciated. (For a discussion of amortization, see Section II:
“Amortization.”)

Tangible property can be personal or real. Personal property, sometimes referred to as
IRS Code Section 1245 property, includes cars, equipment, machinery, furniture, and
anything that is tangible except for most real property. There are a few assets that are
both Section 1245 property and real property. (A single purpose agricultural structure is
one such example.) Generally real, property, sometimes referred to as IRS Code Section
1250 property, is buildings and land, and anything that is growing on or attached to the
land.

Listed property is a special classification used for tax reporting purposes, not for finan-
cial reporting. The reason it is important for tax reporting is that the IRS has imposed
both record keeping requirements and depreciation limitations on listed property. Listed
property includes both personal and real property. It includes forms of transportation
that can be used for personal as well as business purposes, such as cars, trucks, and
boats. It also includes computers, cellular phones, and certain recreational, entertain-
ment, and amusement properties. (For more information on listed property, see Section
IV: “Chapter 4: Passenger Automobiles and Other Listed Property.”)

The Date Placed in Service

Once you have determined the property type, the next step is to find out the date on
which the asset was placed in service. For tax reporting purposes, the date placed in ser-
vice, like the property type, can affect the allowable depreciation method. Also, for both
financial and tax reporting purposes, the date placed in service affects the amount of
depreciation taken for the first year it is used.

Depreciation begins on an asset on the date it is placed in service, which is not necessar-
ily the same date on which it is acquired. Probably the best way to explain when an asset
is placed in service is by use of the following examples:

*  Machinery must be fully installed and operational.

* A truck purchased for heavy lifting must be ready and available to perform the func-
tion for which it was purchased. If it needs to be modified before it can perform,
then depreciation cannot begin until it is capable of performing the desired function.

* Rental property can be depreciated as soon as it is ready and available to be rented.
The fact that no one has yet rented it will not prevent it from being depreciated.

e A special rule exists for when depreciation begins on construction equipment used
by a business to construct its own capital improvements. Here you must capitalize
the cost of the construction equipment used and depreciate it over the life of the
facilities being built. Depreciation of the equipment begins, therefore, when the
facilities are placed in service.

Sage Fixed Assets - Depreciation Fundamentals 1-11



Section I: Fundamentals of Depreciation
Basis Used for Depreciation

Note: Depreciation ends when the asset’s basis is fully recovered, or when it is disposed
of or sold. If an asset becomes temporarily idle, depreciation continues to be claimed.

Estimated Useful Life

Another needed fact, the asset’s estimated useful life, is determined very differently for
financial reporting purposes and for tax reporting purposes. Whereas for financial pur-
poses it is a realistically chosen life, for tax purposes it is a statutory number of years
based on the type of property and year in which it was acquired.

Depreciable Basis

What you need to know to determine an asset’s depreciable basis is discussed in the fol-
lowing segment.

Basis Used for Depreciation

The depreciable basis of an asset is the amount that may be claimed as a deduction over
the asset’s life or recovery period.

How To:

An asset’s depreciable basis equals the following:

plus
plus
minus

minus

Asset’s Acquired Value

Freight and installation costs

Cost of repairs adding value or lengthening life
Section 179A expense (clean fuel deduction) *

Electric Vehicle Credit reduction amount

times

Business-use percentage

minus

minus

minus

minus

Section 179 expense (including Sections 179B, 179C, 179D, and 179E)
Investment Tax Credit reduction amount
First-year deduction (30%, 40%, 50%, or 100% bonus depreciation) **

Salvage value—if straight-line or sum-of-the-years’-digits method used

equals

Depreciable Basis

*  The 2005 Energy Bill sunsets Section 179A deductions for clean-fuel vehicles and clean-fuel vehicle refuel-
ing property placed in service after 12/31/05, rather than 12/31/06. For vehicles placed in service after 2005,
the 2005 Energy Bill introduced new tax credits for the purchase of hybrid, fuel cell, advanced lean burn die-
sel, and other alternative power vehicles.
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** -30% depreciation allowance under Section 168(k) is allowed for qualified property, including property with

longer production periods from 9/11/01 to 5/5/03 and from 1/1/2019 to 12/31/2020.

- 30% depreciation allowance is allowed for qualified New York Liberty Zone from 9/11/01 to 12/31/06
(12/31/09 for real property).

- 50% depreciation allowance under Section 168(k) is allowed for qualified property from 5/6/03 to 12/31/04
(12/31/06 for property with longer production periods).

- 50% depreciation allowance under Section 168(k) is allowed for qualified property from 1/1/08 to 12/31/17
(12/31/18 for property with longer production periods).

- 50% depreciation allowance is allowed for qualified Gulf Opportunity Zone from 8/28/05 to 12/31/07
(12/31/08 for certain counties and parishes and 12/31/10 for real property).

- 50% depreciation allowance is allowed for qualified Kansas Disaster property from 5/5/07 to 12/31/08
(12/31/09 for real property).

- 50% depreciation allowance is allowed for qualified Disaster Zone property from 1/1/08 to 12/31/12
(12/31/13 for real property).

- 50% depreciation allowance is allowed for cellulosic biofuel property from 12/21/06 to 1/2/13.

- 50% depreciation allowance is allowed for second generation biofuel property from 1/3/2013-12/31/2016.

- 50% depreciation allowance is allowed for qualified reuse and recycling property starting 9/1/08.

- 100% depreciation allowance under Section 168(k) is allowed for qualified property from 9/9/10 to 12/31/11
(12/31/12 for property with longer production periods).

- 100% depreciation allowance under Section 168(k) is allowed for qualified property from 9/28/17 to
12/31/22 (12/31/23 for property with longer production periods). Different percentages apply for property
acquired before 9/28/17 and placed in service after 9/28/17 and future years.

Note: The above computation is for the initial calculation of depreciable basis when the
asset is first acquired. In following years, depending on the depreciation method being
used, it may be necessary to also subtract out the accumulated depreciation already
claimed on the asset before making subsequent calculations.

Notice that the starting point of the above formula is the asset’s “acquired value.” When
an asset is purchased, the acquired value is simply its cost. However, there are many dif-
ferent ways to acquire assets, and each one has its own method for determining its
acquired value:

Acquired by: ‘ Basis is:
Inheritance” Fair market value
Gift* Carryover basis (i.e., basis in the hands of the donor)
Conversion from Lesser of:
personal use * adjusted basis (usually cost plus any improvements) or
* Fair market value on date of conversion

* See IRS Code Sections 1011, 1014, and 1015 for further detail.
You will notice in the formula given at the start of this segment that several things
increase basis:

Any freight and installation costs required to get the asset ready for its intended use will
increase the asset’s depreciable basis. Also, for tax purposes, the cost to investigate and
facilitate the acquisition of an asset is capitalized. (For a detailed explanation of how
repairs are handled, see “Additional Expenditures,” page [-4.)
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You will also notice in the formula for depreciable basis computation that several things
decrease basis:

Salvage value sometimes reduces an asset’s basis for depreciation, depending on the
depreciation method being used. Salvage value is the estimated amount for which an
asset could be sold at the end of its useful life. Straight-line and sum-of-the-years’-dig-
its are depreciation methods that require that the salvage value be subtracted from the
asset’s acquired value to determine its depreciable basis. Under the declining-balance
methods, however, while the salvage value is not subtracted from basis, the asset cannot
be depreciated below its salvage value. Both ACRS and MACRS ignore salvage value
entirely.

The 30%, 40%, 50%, and 100% first-year deduction (bonus depreciation) and the Sec-
tion 179 expense (see Section IV: “Chapter 1: First-Year Expensing.”) must be sub-
tracted from an asset’s acquired value to determine depreciable basis. When claiming
both on the same asset, the Section 179 amount is deducted first.

You also need to watch for a possible basis reduction due to past Investment Tax Credit
taken. For qualifying property placed in service after 1982 and before 1986, the taxpayer
had a choice between reducing the asset’s basis by one-half of the Investment Tax
Credit taken or reducing the amount of the Investment Tax Credit itself. Be sure to make
the appropriate reductions to the basis if necessary, when claiming the Investment Tax
Credit.

Trade-ins and Basis

In the previous section, we explained that the computation for depreciable basis starts
with the property’s acquired value. When an asset is purchased, the acquired value is
simply its cost. However, when an asset is received in a trade-in, the acquired value is
not always as apparent. In addition, the value assigned to such an asset may be different
for financial reporting than for tax reporting purposes.

Financial Reporting

For financial reporting purposes, nonmonetary exchanges are generally recorded at fair
market value (FMV). The newly acquired asset is recorded at its fair market value or the
fair market value of the asset relinquished, whichever is more evident. However, this is
not always the case. Determining the value of a newly acquired asset can be somewhat
complex when a trade-in is involved.

First we need to distinguish between trading similar assets and trading dissimilar assets.
Similar assets are of the same general type, used for approximately the same purpose
and in the same line of business. They do not need to be identical. If the trade-in does
not involve a similar asset, the asset is treated as “dissimilar.” This is an important dis-
tinction, as the treatment of the trade-in depends on the type of asset being traded.

When dissimilar assets are traded, such as land for a building, the asset received is
recorded at the fair market value of the asset relinquished in the trade (unless the fair
market value of the asset received is more apparent). You must also consider whether
“boot” is involved. Boot is the cash or note payable given or received in addition to the
asset traded. When a dissimilar asset is acquired, it is recorded at the FMV of the asset
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relinquished, plus the amount of any boot paid, less any boot received. Any gain or loss
is recognized.

Example: Sage Trade, Inc. trades a machine with a fair market value of $25,000 for
some land. The machine cost $30,000 and had $9,000 of depreciation expense claimed
on it.

Result: The land received is recorded at $25,000, the fair market value of the machine
given in trade. There is a $4,000 gain on the exchange. This is the difference between
the machine’s FMV ($25,000) and its net book value ($21,000). The following entry is

made:
Land 25,000
Accumulated depreciation 9,000
Machine 30,000
Gain on exchange 4,000

When similar assets are traded, different situations require different handling:

e If'it's a loss situation*: The asset received is recorded at the book value of the asset
relinquished, less the amount of the loss (which is recognized), increased by any
boot that is paid.

* Ifit's a gain situation, and no boot is received: The asset received is recorded at the
book value of the asset relinquished, increased by any boot that is paid. (No gain is
recognized.)

e If'it's a gain situation, and boot is received: The asset received is recorded at the
book value of the asset relinquished, less boot received, plus the gain recognized.
(Only the portion of the gain relating to the boot is recognized.)

Note: *A gain or loss situation is determined by comparing the net book value of the re-
linquished asset with its fair market value (FMV). If the asset’s FMV is more than its net
book value, there is a gain.

Example: Sage Trade, Inc. trades a machine with a fair market value (FMV) of $15,000
(cost of $20,000 and with $8,000 of accumulated depreciation) for a similar machine.

Result: Since the traded machine’s fair market value of $15,000 is more than its net
book value of $12,000 ($20,000 cost less $8,000 depreciation), it is a gain situation.
Since no boot is received, no gain is recognized. The new machine is recorded at
$12,000, the book value of the asset relinquished:

Machine (new) 12,000
Accumulated depreciation 8,000
Machine (old) 20,000

Sage Fixed Assets - Depreciation Fundamentals 1-15



Section I: Fundamentals of Depreciation
Basis Used for Depreciation

Example: Assume the same facts as above except that Sage Trade, Inc. receives both a
similar machine and $5,000 cash. The fair market value of the machine received is
$10,000. (If the FMV of the asset received is not known, it may be calculated by sub-
tracting the boot received from the FMV of the asset relinquished.)

Result: Since this is a gain situation (i.e., the FMV of the asset relinquished ($15,000) is
more than its net book value ($12,000)) and boot ($5,000) is received, a portion of the
gain relating to the boot is recognized. The formula for determining the amount of the
gain to recognize is:

Boot received
Boot received + FMV of Asset Received

x Total Gain* = Gain Recognized

*  The Total Gain is the excess of the FMV of the assets received (including any boot received) over the net
book value of the assets given up.

Therefore:

35,000

85000 ¢3000 ($10,000+ $5,000— $12.000) = $1.000
$3.000 + 310,000 ° ( § § )

The new machine is now recorded at $8,000:

Net book value of old machine given up $12,000
less

Boot received (5,000)
plus

Portion of gain recognized 1,000

Basis of newly acquired machine $ 8,000

Sage Trade, Inc. makes the following entry:

Cash 5,000
Machine (new) 8,000
Accumulated Depreciation 8,000
Machine (old) 20,000
Gain on Exchange 1,000

Tax Reporting

For tax reporting purposes, an asset’s value may be different from its value according to
Generally Accepted Accounting Principles (GAAP). When an asset is acquired by use
of a trade-in, the basis of the new asset is the adjusted tax basis of the asset relinquished
plus any boot paid.
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Example: Sage Trade, Inc. trades in an old machine for one worth $12,000. The old
machine cost $10,000 two years ago and $5,200 of depreciation has been claimed. Sage
Trade, Inc. also pays $7,000 cash.

Result: The basis of the new machine is:

Cash paid $ 7,000

Basis of old machine:

Cost $10,000
Accumulated depreciation (5,200)
Basis of old machine 4,800
Basis of new machine $11,800

Sage Trade, Inc. makes the following entry:

Machine (new) 11,800
Accumulated Depreciation 5,200
Machine (old) 10,000
Cash 7,000

One of the provisions of the Tax Cuts and Jobs Act is that like-kind exchange treatment
is no longer allowed for depreciable tangible personal property, and intangible and
non-depreciable personal property. Effective for disposals/exchanges after 2017 (with
limited transition exceptions).

The tax rules for how you depreciate the asset received in a like-kind exchange (or in an
involuntary conversion) changed after January 2, 2000 (IRS Notice 2000-4). You now
depreciate the new asset over the remaining recovery period of the old asset, rather than
having to start with a new placed-in-service date. This accelerates the new asset’s depre-
ciation.

There are two requirements for applying these new rules:

* The transaction must qualify either as a §1031 like-kind exchange or as a §1033
involuntary conversion.

e The property given up and the property received must both be MACRS property.

The new rule only applies to the amount of the new asset’s basis that does not exceed the
taxpayer’s basis in the old asset. If no additional money is paid, the new asset literally
“steps into the shoes” of the old asset and continues with the old asset’s depreciation
method, its averaging convention, and, most importantly, its recovery period.

Should the basis of the new asset exceed the basis of the asset given up, the asset must
then be depreciated as if it were two separate assets:
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* Asset#1, which will have a basis equal to the old asset, is depreciated exactly as if it
were the old asset, had it not been disposed.

e Asset #2, which represents the excess of the new asset’s basis over the old asset’s
basis, is depreciated as a newly purchased asset. This asset should be assigned an
appropriate depreciation method, with a new recovery period starting with its new
placed-in-service date.

Example: Assume the same facts as above.

Result, prior law: The new machine is recorded at $11,800, with a new 5-year recovery
period, and it receives $2,360 of depreciation for the first year.

Result, new law: The new machine is recorded as the following two assets:

Asset #1, cost of $10,000, with accumulated depreciation of $5,200, receives $1,920
($10,000 x 19.2%, i.e., the third year percentages from the IRS table) of deprecia-
tion in the first year.

Asset #2, cost of $7,000 receives $1,400 ($7,000 x 20%) of depreciation in the first
year.

Under the new rules, Sage Trade, Inc. deducts $3,320, or $960 more depreciation
expense than under the prior law.

TIP

For tax purposes, it may not be advisable to trade in an asset if its market value is below its
adjusted basis. In such a case, it may be better to sell the asset at a loss, claiming an immediate
deduction. If the asset is traded, its undepreciated basis is added to the new asset and is deducted
over a much longer period of time (the new asset’s life). In making this decision you need to esti-
mate your future income and tax rates.

Miscellaneous Basis Issues

There are a few more unusual situations where the property’s basis needs to be deter-
mined under very specialized rules. These, along with appropriate references, are as fol-
lows:

*  Personal Property reacquired by foreclosure (IRS Reg. 1.166-6(c))
e Real property reacquired by foreclosure (IRS Sec. 1038 (c))

In addition to the above, there is also the issue of when property, usually real estate, is
acquired with a nonrecourse note. In such a case, if the fair market value of the property
is less than the nonrecourse note, the asset’s basis will be limited to its true value. This
prevents the taxpayer from inflating the value of the property in order to claim large
depreciation deductions. (See Mayerson v. Commissioner, 47 TC 340 (1966).)

Note: A nonrecourse note only gives the seller rights against the property and not the
buyer, if payment of the note is not made. In other words, if the buyer defaults on the note,
the seller, or holder of the note, may repossess the property but cannot come after the buy-
er’s personal assets to try to collect.
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TIP

When acquiring property subject to a nonrecourse note, it is advisable to obtain an outside
appraisal of the property to ascertain its value. This is especially important if the property is
acquired from a related party.

Multiple Depreciation Calculations: An Overview

Now that you have an understanding of the types of property that may be depreciated,
the elements of depreciation, and who can claim depreciation, you are ready to under-
stand how depreciation is calculated. There are many different methods of depreciation.
Different depreciation methods are used for different types of reporting:

* Financial reporting purposes—i.e., for the preparation of financial statements for
presentation to company shareholders or to a lending authority such as a bank, or

e Tax reporting purposes—i.e., for the preparation of income tax returns.

Depreciation methods used for financial reporting are fairly straightforward. We will
explain these in Section III: “Depreciation for Financial Reporting.”

Depreciation methods for tax reporting purposes, however, are somewhat more compli-
cated. Although these methods are based on some of the same methods as used for
financial reporting, the IRS kept changing the rules over the past several years. There-
fore, it is always necessary to first know the date on which an asset was placed in service
and then to check which rules governed on that date.

Furthermore, for tax reporting purposes, even when you know the date placed in service,
there are several different methods that may be required by the IRS to be used to depre-
ciate the same asset, depending on which tax form you are completing:

* Federal income tax depreciation.

e General depreciation—IRS Form 4562.

* Alternative Minimum Tax depreciation—IRS Form 4626 (C corporations) or
IRS Form 6251 (individuals).

* Adjusted Current Earnings depreciation—IRS Form 4626 (C corporations).

e State income tax depreciation. These may or may not be the same depreciation
methods as used for federal reporting purposes.

None of the above is complicated if taken one step at a time. In the following pages of
this guide we will lead you through it.
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As previously stated, qualifying intangible property may be amortized, rather than
depreciated. Although for tax purposes the distinction is not always made between
amortization and depreciation, amortization remains a viable concept in financial
accounting and we will treat it separately here.

Amortization is computed using the straight-line method. (For an in-depth explanation
of how to make the calculation, see Section III: “Depreciation for Financial Reporting.”)
The life of the property is determined by different factors depending on the type of prop-
erty and whether it is being amortized for financial or tax reporting purposes.

For financial reporting, in most cases, the asset’s useful life is the deciding factor. Gen-
erally, the rules that govern the amortizable life are less restrictive for financial reporting
purposes than for tax reporting purposes.

The amortization rules for tax reporting purposes were greatly changed by the Revenue
Reconciliation Act of 1993. One of the provisions of this Act was the adoption of a stan-
dardized 15-year period for recovering the cost of most intangibles acquired by a busi-
ness, including goodwill. While the 1993 tax law was advantageous for some
intangibles, it did require a longer—and thus slower—recovery period for others. Such
property is now referred to as “Section 197 intangibles.”

Since the amortization rules for intangible property are very different for financial ver-
sus tax reporting purposes, we will cover them separately in this chapter.
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Amortization of Property for Financial Reporting Purposes

For financial reporting purposes, an intangible asset usually cannot be expensed. Rather,
it 1s either amortized over its useful life or, if the asset's life is considered to be indefi-
nite, it is capitalized and tested for impairment (usually annually). The amortizable life
of an intangible asset is the period over which it gives economic benefit. There are sev-
eral factors that should be considered when deciding on a useful life:

* Legal or contractual limitations.
* Renewal provisions.
» Effects of obsolescence, demand, and competition.

* Service life expectations of the people who use it.

Note: The costs of most intangible assets with finite lives are required to be amortized
whether the assets are purchased or developed internally.

There are a number of different types of amortizable intangible property. We will give a
brief description of some of the more common ones, listed alphabetically, along with the
life to be generally used in amortization.

The Statement of Financial Accounting Standards No. 142 (now FASB ASC 350), dated
June 2001, superseded Accounting Principles Board Opinion No. 17, which had previ-
ously imposed a maximum life of 40 years on intangibles. FASB ASC 350 states that
goodwill and other intangible assets that have indefinite useful lives will no longer be
amortized. Instead, they should be assessed (at least annually) for impairment. An
impairment loss occurs when an asset's carrying amount exceed its recoverable amount.
If assets are impaired, their carrying amount is reduced and an impairment loss is recog-
nized.

Computer Software

The costs of computer software, either purchased or developed internally, may be
research and development (R & D) costs. If they are considered to be part of R & D,
then they must be expensed. Computer software costs are not research and development
costs, however, if the software is used in selling or administrative activities.

Sometimes, software is purchased and its cost is included with the price of the hardware
instead of being itemized separately. When this happens, the software is treated as part
of the basis of the hardware and is depreciated at the same rate and over the same life as
the hardware.

If amortized, computer software is generally given a 60-month life. It may be amortized
over a shorter period, however, if it can be clearly established that it will be obsolete or
no longer used in a shorter period of time.
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Copyrights

A copyright gives an exclusive right to reproduce, publish, and sell a literary product or
artistic creation. The copyright’s amortizable basis is the amount paid for it, if pur-
chased, or if developed internally, the costs of securing it, as well as the costs of produc-
ing the work such as wages and materials. Any costs incurred to establish the copyright
are also included as part of its basis.

Prior to 1978, a copyright was granted for 28 years, with the right to renew for another
28 years. Today a copyright is granted to a corporation for 120 years after creation or 95
years after publication, whichever expires first, and to an individual for the life of the
author plus 70 years. However, the estimated useful life of a copyright is usually much
less than its legal life, and it is generally written off over a fairly short period.

Covenants-Not-To-Compete

When purchasing a business, the contract will often contain an agreement that the seller
will not engage in a competing business in a certain area for a specified period of time.
A covenant-not-to-compete protects the buyer from immediate competition from the
seller so that the buyer will have the opportunity to establish himself in the business.

The cost of the covenant-not-to-compete should be amortized over the period covered
by the covenant, unless its estimated economic life is expected to be less.

Customer Lists

Customer lists represent groups of clientele with whom a business has established rela-
tionships. Their value is based on the assumption that the customers will continue busi-
ness with the company and thus reduce marketing costs. Examples include patient
record cards, subscriber lists, and service accounts. They are frequently sold for a speci-
fied price when a business or division is sold.

The value of a customer list diminishes over time as customers are lost. There are two
different approaches for writing off a customer list. One method is to determine the life
of such a list, based on historical data from similar types of businesses located in the
same geographical area. If this information is available, then an estimated life can be
determined and used to amortize the list.

Another method is to assign a value to each customer on the list, based on historical
data. For example, if over a given year you could assess the total dollars earned by the
company from each customer, you could then determine a percentage for each cus-
tomer’s business as compared to total earnings from all customers and, finally, multiply
that percentage times the cost of the customer list. Then as a customer was lost, you
would expense the dollar amount assigned to that particular customer.

Easements

Easement costs, which grant a right-of-way, frequently given to public utility companies
for example, may be amortized if there is a limited and specified life.
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Goodwill

Franchises

The cost of a franchise includes the fee paid to the franchisor, as well as any legal costs
or expenses paid for acquiring it. Annual payments made under a franchise agreement,
however, are expensed when incurred.

A franchise that is granted for a limited period should be amortized over its life. If the
franchise has an indefinite life, it should be assessed, at least annually, for an impairment
loss.

When a business is purchased and the buyer pays more than fair market value for its
identifiable assets, net any liabilities assumed, this difference is called goodwill. Good-
will is measured by unrecorded assets such as loyal customers, a favorable location, a
favorable line of credit, or superior management. These unrecorded assets may result
from a variety of factors, including advertising or a business’s reputation for quality
control.

In December, 2000, the Financial Accounting Standards Board decided that goodwill
that is recorded due to an acquisition can no longer be amortized. Under the new guide-
lines, goodwill should be reviewed for impairment and expensed against earnings only
in the periods in which the recorded value of goodwill is more than its fair market value.

Note: Goodwill that is generated internally has no assigned value and is not recorded on
the books.

Leasehold Improvements

Leasehold improvements are permanent betterments made to leased property, which is
owned by someone else and which will usually revert to the owner at the end of the lease
period. For example, a tenant may build shelves or install fixtures on the walls of a store he
is renting. Although for income tax purposes leasehold improvements are depreciated, for
financial reporting they are amortized.

Leasehold improvements are amortized over the remaining term of the lease or their
expected useful life, whichever is shorter. If amortizing the improvements over the
remaining term of the lease, renewal options in the lease agreement are generally
ignored due to the uncertainty of whether or not the renewal will actually occur.

Organization Costs

Organization costs are the various costs incurred when forming a corporation or a part-
nership. For a corporation, these include attorneys’ fees, accounting services, costs of
issuing stock, and incorporation fees. For a partnership, these include attorneys’ fees,
fees incurred in the preparation of the partnership agreement, accounting fees, and filing
fees. According to FASB ASC 720-15, organization costs are expensed as incurred.

1I-4

Sage Fixed Assets - Depreciation Fundamentals



Section Il: Amortization I I
Amortization of Property for Tax Reporting Purposes

Patents

A patent gives the owner the exclusive right to use a product or process for a period of
20 years. The patent may be developed internally, or it may be an existing patent that is
purchased from someone else.

If developed internally, the patent’s amortizable basis includes legal fees for patent
applications, patent fees, litigation costs, and filing fees. Research and experimental
expenses are discussed below, but are not included as part of the patent.

If the patent is purchased, the amortizable basis is the purchase price plus any costs,
such as attorney fees, of successful legal actions to protect the patent.

Note: If a legal suit to protect a patent is unsuccessful, then the costs incurred, including
all costs associated with the patent, may be written off immediately, since the patent
would have then lost its value.

Normally a patent is amortized over its legal life of 20 years or its remaining life, if pur-
chased from someone else. However, the actual life of a patent may be shortened if, for
example, another process is developed that makes the original patent obsolete. The cost
of the patent should be amortized over its legal life or over its economic life, whichever
is shorter.

Research and Development Costs

Research and development costs must be expensed in the year paid or incurred (depen-
dent on the business’s accounting method). However, if there are intangibles purchased
for use in research and development that have an alternative future use, they should be
capitalized and amortized if they have a useful life or, if they have an indefinite life, they
are subject to impairment testing.

Trademarks and Trade Names

Since trademarks and trade names may be renewed indefinitely, they have unlimited
legal lives. If the trademark or trade name is developed internally, the cost to be amor-
tized includes attorneys’ fees, registration fees, design costs, and any other expenditures
incurred in obtaining it. If it is purchased, the amortizable basis is the purchase price.

The cost of a trademark or trade name is subject to impairment testing if it is found to
have an indefinite life (that is, if it is being continually renewed). Other times, the value
of a trademark may have a very short life and should be amortized accordingly.

Amortization of Property for Tax Reporting Purposes

The Revenue Reconciliation Act of 1993 created a standardized 15-year period for
amortizing most intangibles acquired by a business and, thereby, greatly changed the
existing guidelines for amortization. There are, of course, many intangible assets still
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being amortized according to the pre—1993 Tax Act rules. This section will therefore be
divided between pre—1993 Tax Act and post—1993 Tax Act rules.

Pre-1993 Tax Act Rules

Before the passage of the Revenue Reconciliation Act of 1993, the rules for amortiza-
tion for tax reporting purposes were very similar to those for financial reporting pur-
poses. Intangible assets that had a determinable life, such as a covenant-not-to-compete
or a patent, used the asset’s actual life for amortization purposes. Other intangible assets,
such as computer software and organization costs, were usually amortized over a
S-year-period. However, some intangibles had special rules for tax reporting; we will
summarize these below:

Goodwill

Goodwill could not be amortized.

Trademarks and Trade Names

Trademarks and trade names, prior to 1987, were amortized over 60 months. After 1986
and before the 1993 Act, they were capitalized and were not allowed to be written off.

Franchises

Franchises, generally, were amortized over the shorter of 10 years or the term of the
agreement, including renewal periods if the prospect of the renewal was reasonably cer-
tain. However, if either the cost of the franchise was more than $100,000 or the fran-
chise was being paid for over time, in installments, then special rules applied. (See IRS
Code Sec. 1253 (d)(2) for further clarification.)

Customer Lists

Customer lists could be amortized only if they had a determinable life, based on facts
and not just on unsupported opinion. However, if the amount paid for purchasing a cus-
tomer list could not be separated from the amount paid for the purchase of goodwill, it
could not be written off (since goodwill was not amortizable). If the latter occurred, the
customer list could be expensed only on a final tax return if the entity went out of busi-
ness.

Post—1993 Tax Act Rules

A standardized amortization period of 15 years, created by the Revenue Reconciliation
Act of 1993, applies to qualifying property acquired after August 10, 1993, and may be
elected for property acquired after July 25, 1991 (IRS Code Sec. 197, which is included
in Section VII: “Quick Reference.”). The 15-year period begins with the month of
acquisition, and it applies regardless of the asset’s actual useful life. These Section 197
intangibles, as they are now referred to, cover a large variety of intangible assets.

Being able to amortize goodwill was an important tax law change. Businesses with
goodwill acquired after the above effective date can now take advantage of an extra
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deduction that previously was not allowed. Now a buyer can recover the cost of any
goodwill, as well as a customer list, over the same 15-year recovery period.

While the 1993 tax act is advantageous for some intangibles, it requires a longer—and
thus slower—recovery period for others. Covenants not to compete, for example, were
amortized under prior law over the life of the covenant. A typical covenant-not-to-com-
pete is in place for only 5 years. Now, all such covenants must be amortized over 15
years. Therefore, it takes much longer to fully recover their cost.

The intangibles that must now be amortized over 15 years include the following:

Covenants-Not-To-Compete

A covenant-not-to-compete is a promise by the seller of a business, made to the pur-
chaser of that business, not to engage in a similar business within a specified area for a

specified period of time. It gives the buyer an opportunity to secure a share of the mar-
ket.

Customer-Based Intangibles

A customer-based intangible is the value of a market share, the composition of a market,
or anything else resulting from the future provision of goods or services that arise from
relationships with customers in the ordinary course of business. An example of a cus-
tomer-based intangible is the portion of an acquired business that is attributable to the
existence of a customer base, circulation base, undeveloped market, or market growth.

Franchises, Trademarks, and Trade Names

Franchises are contracts for the exclusive right to perform certain functions or to sell
certain services or products. The franchisee may be allowed to use a certain trademark
or trade name.

Goodwill and Going-Concern Value

Goodwill represents the benefit acquired in the purchase of a business, beyond the value
of its assets. It includes loyal customers and a favorable location.

Going-concern value is the additional value that attaches to property because it is an
integral part of an ongoing business. It includes the value assigned to the ability of a
business to continue its operation without interruption in spite of an ownership change.

Information Bases

Information bases include customer lists, subscription lists, patient or client files, lists of
advertisers, insurance expirations, training manuals, and any accounting or inventory
control systems.

Licenses and Permits Granted by a Governmental Unit

This category includes liquor licenses, airport landing and takeoff rights, airline routes,
and television and radio broadcasting licenses. Each renewal of these items is consid-
ered another acquisition. Also, although sometimes a license or permit is granted for an
indefinite period of time, it still may be amortized over 15 years.
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Patents, Copyrights, and Know-How

This category includes patents; copyrights; formulas; formats; package designs; and
interests in films, sound recordings, videotapes, and books. It also includes computer
software, but only if the software has been substantially modified, is under an exclusive
license, or is not available to the general public.

Computer software that does not qualify for the 15-year standardized amortization
period is depreciated on a straight-line basis over 3 years, beginning in the month placed
in service, under IRS Code Section 167(f)(1). Generally, “off-the-shelf” software and
software that is not acquired as part of an acquisition of a trade or business qualifies as
Section 167(f) software, if acquired after August 10, 1993. The additional depreciation
allowance applies to such software also.

Supplier-Based Intangibles

A supplier-based intangible is the value attached to the future acquisition of goods or
services under relationships with suppliers of goods or services that are to be sold by the
taxpayer. For example, the portion of a purchase price of an acquired business attribut-
able to the existence of a favorable relationship with people who provide distribution
services, such as favorable shelf or display space, is a supplier-based intangible. Another
example of a supplier-based intangible is a favorable credit rating.

Workforce in Place

Workforce in place is the value of highly skilled, educated, and experienced employees
of a business at the time it is purchased. It also includes the cost of acquiring any exist-
ing contracts or relationships with employees or consultants.

Miscellaneous Rules for Section 197 Intangibles

1. Generally, Section 197 intangibles cannot be created by the taxpayer. They must be
acquired in a transaction involving the acquisition of assets constituting a trade or
business or a substantial portion of one. However, the exclusion of Section 197
intangibles created by the taxpayer does not apply to trademarks, trade names, fran-
chises, or licenses and permits granted by a governmental unit.

2. There are also special rules if Section 197 intangibles are disposed of at a loss.
When this happens and the business still owns any other Section 197 property that
was acquired in the same transaction as the intangible now being disposed, no loss
can be claimed. The unrecognized loss must be added to the bases of the intangibles
retained.

3. Finally, some intangible assets are not subject to IRS Code Section 197 and, there-
fore, are not assigned the 15-year standardized life:

*  Organization Costs and Start-Up Costs. Organization costs are incurred when
forming a business entity such as a corporation or partnership. Start-up costs
relate to beginning the operations of a new business. Generally, they are amor-
tized over 60 months.

Note: Syndication costs, which are expenses connected with issuing and market-
ing the interests in a partnership, may not be amortized or expensed.
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Research and Development Costs. Research and development costs either are
expensed in the year paid or incurred or are amortized over a period of at least
60 months (IRS Code Sections 174).

Section 167(f) software. Section 167(f) software is depreciated on a
straight-line basis over 3 years. Section 167(f) software that is also
“off-the-shelf” software is eligible for Section 179 expensing if placed in ser-
vice in a tax year beginning in 2003 or later.

Geological and Geophysical Expenditures. The Tax Increase Prevention and
Reconciliation Act of 2005 extended the amortization period of geological and
geophysical expenditures (G & G costs) to five years for major integrated oil
companies. G & G costs are the expenses incurred in gathering data in order to
acquire mineral properties. Previously G & G costs were amortized over two
years.

Musical Compositions or Copyrights. The Tax Increase Prevention and Rec-
onciliation Act of 2005 enacted a provision to allow taxpayers to elect to treat
the sale or exchange of self-created musical compositions or copyrights as the
sale or exchange of a capital asset. This bill also temporarily allowed for
expenses paid or incurred in creating or acquiring composition or copyright to a
musical composition to be amortized over five years, for years 2006 through
2010.

Miscellaneous Amortizable Property

There are also less common types of property that may be amortized. These, along with
the appropriate IRS Code Sections, are as follows:

Certain intangible drilling costs—Sec. 291(b), 263(c)
Circulation costs—Sec. 173

Mine development costs—Sec. 291(b), 616(a)
Pollution control facilities—Sec. 169

Reforestation expenditures—Sec. 194 *

Lease acquisition costs—Sec. 178

Under Code Section 194, a tax payer is allowed to expense up to $10,000 of qualified timber property refores-
tation expenses within a taxable year in which the qualified expenses are paid or incurred.
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For financial reporting purposes, a business uses depreciation methods dictated by Gen-
erally Accepted Accounting Principles (GAAP). A number of depreciation methods
have been developed, and while each different method will provide the same opportu-
nity to deduct the asset’s basis over its assigned life, the various methods do so at differ-
ent speeds. Deciding which method to use is left completely to the discretion of the
individual business, based on whichever method makes the most sense considering the
facts and circumstances surrounding the particular asset.

Three decisions need to be made for each depreciable asset:
* Salvage Value

e Useful Life

*  Depreciation Method

Salvage value is the dollar amount that can be received for an asset when it is retired
from service at the end of its useful life, less all removal and selling costs. A building,
therefore, normally does not have a salvage value, since it is assumed that the costs of
demolition will approximate the sales value of any scrap materials recovered. Salvage
value is sometimes referred to as the asset's residual value and is obviously an estimated
amount, based on past experience.

In determining an asset’s useful life, the objective for financial reporting is to select the
life that will most accurately reflect the asset’s true economic usefulness. Past experi-
ence again will serve as the best guideline, and it is a good idea to periodically review
these lives and revise them as needed. (For a detailed explanation on how this is han-
dled, see “Revising an Asset’s Estimated Life,” page III-7.) Some businesses prefer to
use the same life for financial reporting as dictated by the IRS for income tax reporting,
simplifying their record keeping.

The final decision for depreciation is to choose an appropriate depreciation method.
Each method has a distinctive pattern of allocating the asset’s cost to the specific years
of its life. For some assets their useful lives will expire uniformly over the passage of
time. Other assets will prove to be most useful or productive in their early years, with a
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decline in value later. Finally, certain assets’ usefulness varies in direct proportion to
their amount of use, which may be irregular.

Note: Although you can choose different depreciation methods for different assets, once
chosen you must be consistent and use the same method of depreciation over the asset’s
entire life. If you decide you want to change a depreciation method then you need to do
so in accordance with the Accounting Principles Board Opinion No. 20.

Depreciation Methods for Financial Reporting

Straight-Line Method

The simplest and most commonly used depreciation method for financial reporting is
the straight-line method, which records depreciation uniformly over the asset’s life.
Under this method, which is also the method used for amortization, the same amount of
depreciation is taken each year. It is most appropriately used when an asset’s deprecia-
tion relates more to time than to frequency of use and its operating efficiency is rela-
tively constant over its useful life.

How To:

The equation for calculating straight-line depreciation is:

Acquisition Cost — Salvage Value
Life in Years

= Annual Depreciation

Example: Equipment costing $15,000, with a salvage value of $1,000, and with a useful
life of 7 years will have an annual depreciation deduction of $2,000:
Result:

815,000 81,000 _ g5 ppp
7 Years

Accelerated Methods

Accelerated depreciation methods allocate a higher cost to the early life of an asset and a
smaller cost in later years. These methods are generally used with those assets whose
efficiency and productivity decline as the assets age. The two most commonly used
accelerated methods are declining-balance and sum-of-the-years’-digits.

Declining-Balance Methods

Under these methods, the net book value (acquisition cost less accumulated deprecia-
tion) is multiplied by a fixed rate. Because the net book value will be smaller each year
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(due to the annual increase in accumulated depreciation), the amount of depreciation
will also be less each year. Although the salvage value of the asset is not deducted from
cost when using this method, the asset cannot be depreciated below its salvage value.

The two most popular declining-balance methods are double or 200% declining and 1.5
or 150% declining. Double declining is equal to twice the straight-line rate, and 1.5
declining is equal to 1.5 times the straight-line rate.

How To:

The equation for calculating double declining-balance depreciation is:

Acquisition Cost — Accumulated Depreciation
Life in Years

x 2 = Annual Depreciation

Example: Machinery costing $15,000, with a salvage value of $1,000, and with a useful
life of 10 years will have the following calculation for the first year it is placed in ser-
vice:

Result:

315,000

2 = $3.000
0 278

For the second year, the following calculation is made:

815,000 — 83,000

2 = 82,400
10

How To:

The equation for calculating 1.5 declining-balance depreciation is:

Acquisition Cost — Accumulated Depreciation ]

e .5 = Annual Depreciation
Life in Years

Example: Using the same example as above, the calculation for the first year is:

Result:
315,000 y
10

1.5 = $2,250

For the second year, the following calculation is made:

815,000 — 82,250

1.5 = §1,912
10 5
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When using a declining-balance method, it is possible during an asset’s life to change to
the straight-line method. There are two reasons you may decide to do this:

*  When using a declining-balance method, you will never completely depreciate the
asset. If the asset does not have a salvage value, you may want to be able to com-
pletely write the asset off by depreciating it fully.

*  Since the depreciation amounts calculated under declining-balance become progres-
sively smaller near the end of the asset’s life, you may feel at some point that this no
longer accurately reflects the proper allocation of costs to income.

Note: At some point in the asset’s life (generally around the midpoint), the amount of de-
preciation calculated according to straight-line will be greater than that calculated under
the declining-balance method. If the change to straight-line depreciation is made, it will,
therefore, result in a greater total depreciation deduction.

This switch to the straight-line method is sometimes referred to as the Remaining Value
Over Remaining Life. Notice that here the asset’s salvage value is deducted out, since
you are using a form of straight-line depreciation.

How To:

The equation for switching to straight-line depreciation when either the double declin-
ing-balance or 1.5 declining-balance method is used is:

(Acquisition Cost — Accumulated Depreciation) — Salvage Value
Remaining Useful Life in Years

The usual time to make this switch to straight-line is when the calculated depreciation
under the straight-line method will exceed the amount calculated under the declin-
ing-balance method. To give you an estimate of the time period when this occurs,
depending on which method of declining-balance was used, see the chart below (salvage
value is ignored here):

Year to Switch to Straight-Line

Double
Original Useful ) IS Declining-Balanc
Life Declining-Balance e
10 years 5 7
20 years 8 12
25 years 10 14
30 years 12 17
35 years 13 19

-4
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Example: Assume an asset costing $5,000, with no salvage value, and with a useful life
of 5 years, is being depreciated under the double declining-balance method, but the
owner wants to switch to the straight line method as soon as it will produce a greater
amount:

Less Double
Accumulate Declining-Balan | Switch to
d Equals Net ce Straight-Lin
Year Cost Depreciation | Book Value (DDB) e

5,000 N/A 5,000 2,000 Use DDB

5,000 2,000 3,000 1,200 Use DDB

5,000 3,200 1,800 720 Use DDB

5,000 3,920 1,080 432 540

5,000 4,352 6438 259 540

Total Depreciation = $4,611 $5,000

Example: Assume the same example as above, but with a salvage value of $300. In this
case, when switching in the fourth year to straight-line, the depreciation expense for the
last 2 years would be $390 each year for a total depreciation over the asset’s life of
$4,700.

Result:

(35,000 — $3,920) — $300 (Salvage) _
meiat = $390
2 Years remaining life

Total depreciation, therefore, will be:

Years 1-3 (using double declining-balance) = $3,920
Years 4-5 (using straight-line) $390 + $390 = 780
$4,700

Sum-of-the-Years’-Digits Method

Another accelerated depreciation method is the sum-of-the-years’-digits method. This
method gives almost as high deductions as the double declining-balance method. With
this method, however, although the amount of depreciation decreases each year, it
allows the user to write off the entire asset’s basis less any salvage value.

How To:

Useful life remaining

Cost less Salvage Value x -0
Sum-of-the-years ‘-digits

= Annual Depreciation
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The “sum-of-the-years’-digits” is defined literally. The sum-of-the-years’-digits for an
asset with a 3-year life is 6, computed as follows:

Year1l+ Year2+ Year3 = 6

Example: The formula to compute the first year’s depreciation on a $500 asset, with a
salvage value of $50, and a life of 5 years is used as follows:

Year 1:
(83500 $50) x T=—— +54 ey IR
Year 2:
(8500 — $50) x m — $120
Year 3:
(8500 - $50) 1+2+;—w+5 — $90
How To:

As illustrated, the numerator decreases every year, while the denominator stays the
same. There is a shortcut, however, for determining the sum-of-the-years’-digits amount
to be used as the denominator in the above formula:

Where n represents the life in years:

nm+1)
2

Example: If the life of the asset is 51 years, the sum of its digits, to be used as the
denominator, is 1,326:

SIGI+D) _ 506
=1

Production or Use Methods

Production or use methods do not relate to the passage of time and, therefore, do not
relate to years of life. These methods relate to usage patterns and recognize that some
assets, such as certain machinery, will depreciate more rapidly the more they are used.
These are excellent methods for a seasonal business, for example, which may run its
machinery at times 24 hours a day and at other times, only 9 hours a day.

-6
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Service-Hours Method

When using the service-hours method, an asset’s useful life or service life is estimated
in terms of the number of hours of use rather than in terms of years or months.

How To:

The equation for calculating service-hours depreciation is:

(Cost less Salvage) x Hours used this year
Total Estimated Hours in asset s life

= Annual Depreciation

Example: Assume an asset costing $60,000, with a $6,000 salvage value, and a produc-
tive life in hours of 20,000, is used 3,000 hours during its first year:
Result:

(860,000 - 6,000) x 3,000 _ ¢¢ 199
20,000

This method could be used just as easily for a vehicle that you want to depreciate
according to actual miles driven each year. To do so you would substitute miles for
hours in the above formula and would estimate the total miles expected to be driven over
the vehicle’s life.

Productive-Output Method

Under this method, also referred to as the Units-of-Production method, depreciation will
vary according to output. This method is very similar to the service-hours method, but
measures an asset’s useful life in terms of units of product rather than hours of use.

How To:

(Cost less Salvage) x Units of Product produced this year
Total Estimated Units to be produced during asset’s life

= Annual Depreciation

Example: Assume an asset costing $60,000, with a salvage value of $6,000, that is
expected to produce 10,000 units over its useful life, produces 2,000 units during its first
year of use.

Result:

(860.000 - $6.000) x 2,000 _ ¢, g0
10,000

Revising an Asset’s Estimated Life
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For financial reporting purposes, you should change the life of an asset if the life that
was originally assigned becomes inaccurate. Unlike tax reporting, where assets are
depreciated over prescribed lives, an asset’s estimated life for financial reporting is, by
definition, only an estimate. When assigning a life to an asset, the goal in financial
accounting is to select a life that best reflects the asset’s true economic usefulness. In
other words, for what period of time will the asset contribute to the production of
income?

Changes in estimate are a normal part of operating a company. With even the most expe-
rienced estimate, there are times when you need to revise a life originally chosen for an
asset. New or better information may become available, or new events may occur.

Below are some examples of circumstances that can cause an asset’s life to require revi-
sion:

*  New technology can easily render an asset obsolete.

* Improper maintenance can shorten an asset’s life, whereas improved standards of
maintenance may lengthen its life.

* An asset may be accidentally damaged or broken.

* A work stoppage (a strike or other cause) may render an asset temporarily idle and,
thus, prolong its life.

e Unscheduled overtime may cause an asset to wear out earlier than originally
expected.

* Improvements made to an asset may extend its life.

* A management decision to relocate a business may result in the early retirement of
an asset or building.

It is recommended, therefore, that the lives of a company’s assets be reviewed periodi-
cally, and revised when necessary. When a change is needed, it should not be accounted
for retroactively. Opening balances should not be adjusted, and no attempt should be
made to “catch up” or change prior periods. Since changes in accounting estimates are a
continual process, they should be prospective.

How To:

If it is necessary to revise an asset’s life:
1. Determine the asset’s remaining value:

Acquired Value less Accumulated Depreciation
(less any salvage value if using straight-line depreciation).

2. Determine the asset’s remaining estimated life.

3. Resume depreciating the asset using the asset’s remaining value and remaining life
calculated in Steps 1 and 2, using the same method.

In accordance with FASB ASC 250-10-50, you are required to make a note to the com-
pany’s financial statements in the year of the change and in future years that are

-8
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affected. The note should state that a change in estimate has occurred and it should
include:

* A description of the change.

* The effect of the change on income before extraordinary items, net income, and
related per share amounts.

Example: Super Sage, a calendar-year company, acquired a “SLOW” machine on Janu-
ary 1, 2003. The machine cost $10,000, was assigned a slow 10-year life, and was
depreciated using the straight-line method. After using the SLOW machine for 4 years,
there was a technological breakthrough in the marketplace. In 2007 a “FAST” machine
was developed and was widely marketed. Naturally, Super Sage wanted to purchase the
faster “FAST” machine and so decided it would use the “SLOW” machine only through
the end of the next fiscal year of 2008. At that time it would abandon it (or sell it to a
slower company). Because of this decision, it is necessary to change the asset’s life from
10 years to 6 years.

Result:

Years 1 through 4 (2003-2006):

$1€’(())OO = $1,000 depreciation expense each year for the first 4 years

Years 5 and 6 (2007-2008): To calculate depreciation on the asset with its new life of 6
years, use the asset’s remaining value and divide it by the asset’s remaining life of 2
years:

$10,000 — 34,000

3 = $3,000 depreciation expense each year for the last 2 years

With the above calculation the SLOW machine will be fully depreciated in 6 years.

Depreciation for Partial Periods

Very few assets are purchased on the first day of the year and are disposed of on the last
day of a year. Rather, asset acquisitions and dispositions generally occur throughout the
year. Management commonly develops a depreciation policy that simplifies the alloca-
tion of depreciation to accounting periods, so that a daily allocation isn’t necessary.
Three common period allocation methods, commonly called “averaging conventions,”
are illustrated below.

1. Modified mid-month convention. Compute depreciation on the basis of the nearest
whole month. Assets placed in service on or before the 15th day of a month receive
a full month’s depreciation, whereas those assets placed in service after the 15th
day receive no depreciation for that month.
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If the asset is disposed of on or before the 15th day of the month, no depreciation is
taken for that month, whereas if disposed of after the 15th day, a full month’s depre-
ciation is taken.

Example: A 5-year asset, costing $10,000, with no salvage value, placed in service
5/12/2004 and disposed of 6/9/2007, is depreciated using the straight-line method,
by a calendar-year taxpayer.

Result:
W = $2,000 = Annual Depreciation
5-Year life
Current Accumulated
Year Ending Depreciation Depreciation
12/31/2004 $2,000 x 8/12 = $1,333 $1,333
12/31/2005 $2,000 $3,333
12/31/2006 $2.000 $5,333
12/31/2007 $2,000 x 5/12 = $833 $6,166

Example: Now assume the same asset as above, but change its date placed in ser-
vice to 5/25/2004 and its disposition date to 6/16/2007.

Result:
Current Accumulated
Year Ending Depreciation Depreciation
12/31/2004 $2,000 x 7/12 = $1,167 $1,167
12/31/2005 $2,000 $3,167
12/31/2006 $2,000 $5,167
12/31/2007 $2,000 x 6/12 = $1,000 $6,167

Full-month convention. Compute depreciation in full month increments only.
Assets placed in service at any time during a given month will receive a full
month’s depreciation in that month.

If, before the end of its depreciable life, the asset is disposed, no depreciation is
allowed for the month in which the asset is disposed.

Example: Similar to above, assume a 5-year asset, costing $10,000, with no salvage
value, placed in service 5/30/2004 and disposed of 6/25/2007.

[11-10
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Result:
Current Accumulated
Year Ending Depreciation Depreciation
12/31/2004 $2,000 x 8/12 = $1,133 $1,133
12/31/2005 $2,000 $3,333
12/31/2006 $2,000 $5,333
12/31/2007 $2,000 x 5/12 = $833 $6,166

3. Half-year convention. All assets either placed in service or disposed of before the
end of their depreciable lives, receive one-half year’s depreciation. At all other
times, assets receive a full year’s depreciation.

Example: As above, assume a 5-year asset, costing $10,000, with no salvage value,
placed in service 5/12/2004 and disposed of 6/9/2007, is depreciated using the
straight-line method, by a calendar-year taxpayer.

Result:
Current Accumulated
Year Ending Depreciation Depreciation
12/31/2004 $2,000 x 1/2 = $1,000 $1,000
12/31/2005 $2,000 $3,000
12/31/2006 $2,000 $5,000
12/31/2007 $2,000 x 1/2 = $1,000 $6,000

FASB ASC 740 (formerly FAS 109) and Depreciation

It is not unusual for there to be differences in the depreciation methods used for financial
and tax reporting purposes. This is one of the most common causes of the differences in
the amount of net income reported for tax purposes and the amount of net income
reported for financial statement purposes. Some of these differences are the result of
reporting transactions in different years (for example, accrual accounting versus cash
basis or recognizing revenue at the time of sale versus installment sale accounting). Tax
reporting follows prescribed laws and regulations, whereas financial reporting repre-
sents compliance with GAAP (Generally Accepted Accounting Principles).

Although differences in the current period do not always affect future periods, quite
often they do. Such differences can result in an increase or decrease in a future tax liabil-
ity. You handle this for financial reporting purposes by complying with FASB ASC 740,
Income Taxes. The basic tenet of ASC 740 is that you must reflect future tax conse-
quences for past transactions. This is accomplished by establishing deferred tax assets
and deferred tax liabilities; also known as deferred tax accounting.
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Note: “FASB” is an abbreviation for the Financial Accounting Standards Board. "FAS"
is an abbreviation for Financial Accounting Standard. FAS 109 is effective for tax years
beginning after December 15, 1992. It superseded FASB 96. The standards FASB ASC
740 covers Income Taxes.

Some causes of reporting differences are permanent, while others are temporary. If an
item is deductible for financial purposes, but not for tax purposes, and if it will never be
deductible for tax purposes, it is a permanent difference; for example, a fine due to a
parking ticket. A temporary difference occurs when the reporting difference eventually
reverses itself. This happens when differences are eliminated at the completion of the
transaction or event. This is sometimes referred to as a timing difference.

Differences in depreciation expense between financial and tax reporting are always tem-
porary. For example, if you are depreciating a $100 asset that does not have any salvage
value, you will eventually claim $100 of depreciation expense, regardless of the depreci-
ation method being used. If you are depreciating this asset using the straight-line
method, you will expense an equal amount each year. If you are depreciating this same
asset using the double-declining balance method, and later switching to straight-line,
you will expense more of the asset in its early years and less later. However, both meth-
ods of depreciation will allow you to claim $100 of depreciation expense over the
asset’s life. Therefore, any differences created between the two sets of books, caused by
the different depreciation methods, ultimately are reversed.

Of the possible causes of differences between financial reporting and tax reporting,
depreciation expense is the most common. This is because most businesses have depre-
ciable assets and use different depreciation methods, as well as different lives, for the
two reporting purposes. Tax reporting mainly uses ACRS and MACRS, while financial
reporting frequently uses straight-line depreciation. Tax reporting uses a prescribed
recovery period for depreciation, while financial reporting uses a realistic useful life.

Example: For financial purposes, an asset costing $12,000 is depreciated using the
straight-line method and a 6-year life. For tax purposes, the same asset is depreciated
using MACRS with a 5-year recovery period. Eventually $12,000 of depreciation
expense will be claimed for both tax and financial reporting. However, in the early
years, tax reporting claims more depreciation than financial reporting. While in later
years, financial reporting claims more depreciation than tax reporting. The table below
illustrates how these differences are eliminated.

Financial Tax

Reporting | Reporting | Difference
Year 1 $ 2,000 $ 2,400 $<400>
Year 2 2,000 3,840 <1,840>
Year 3 2,000 2,304 <304>
Year 4 2,000 1,382 618
Year 5 2,000 1,382 618
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Financial Tax

Reporting | Reporting | Difference

Year 6 2,000 692 1,308

Total Depreciation Expense $12,000 $12,000 0

Temporary differences represent future tax consequences. The tax consequences of
these differences (i.e., the expected future income or deduction from an event multiplied
by the appropriate tax rate) may be set up on the financial statements as either a:

* Deferred tax liability, or

e Deferred tax asset.

Deferred Tax Liability

A deferred tax liability is established when temporary differences result in future taxable
amounts. If this occurs, the income tax expense shown on the financial statements has
two components: current tax expense, which is indicated by an Income Taxes Currently
Payable account, and future tax expense, which is indicated by a Deferred Tax Liability
account. In the previous example, a deferred tax liability account must be established.
Since during the last three years of the asset’s life, the depreciation expense for tax
reporting is less than the depreciation expense for financial reporting, a future taxable
difference is created. In the future, the current temporary difference results in a taxable
difference.

Deferred Tax Asset

A deferred tax asset is established when a temporary difference or a tax attribute (such
as a loss carryforward or tax credit) results in a future tax reduction. After establishing
the deferred tax asset account, you must evaluate the probability that it will result in a
future tax benefit. It is said to be “more likely than not” to be realized when it has a 51%
or greater probability of becoming a future tax benefit. If a portion of the deferred tax
asset account does not meet the “more likely than not” test, then you must also establish
a valuation allowance or contra account to offset it. A deferred tax asset can occur when
you are using a more accelerated depreciation method for financial reporting (dou-
ble-declining balance with a shorter life) and a slower method (ADS, Alternative
MACRS) for tax reporting. A benefit only occurs if there is taxable income in the future
that can be offset.

Disposed Assets

A frequently asked question concerns the treatment of disposed assets when setting up a
deferred tax account. If, prior to its disposal, an asset is being depreciated differently for
financial and tax reporting purposes, the reversal of any remaining temporary difference
is accelerated and recognized upon the asset’s disposal. Since there are different
amounts of depreciation expense taken to date, the basis of the asset will be different for
tax versus financial reporting purposes. This, in turn, causes a different gain/loss amount
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to be reported on the two sets of books. When this is netted with accumulated deprecia-
tion the timing difference is resolved.

Example: Assume that an asset costing $100 has $30 of accumulated depreciation for
tax reporting and $20 of depreciation for financial reporting. It is sold for $90.

Result:
Tax Financial
Reporting Reporting
Depreciation (expense) = $<30> $<20>
Gain on sale (income) = 20 10
Net (income less expense) = $<10> $<10>

Establishing a Deferred Tax Account

When setting up a deferred tax account, you must include the effect of depreciation dif-
ferences on it.

How To:

To calculate the differences in depreciation for financial and tax reporting purposes and
to set up a deferred tax account, there are several steps you should take:

1. Project depreciation for future years for all assets, both for tax reporting and finan-
cial statement reporting. Calculate the difference between tax and financial depreci-
ation for each year. (The projection will also show you when the differences will be
reversed.)

2. Eliminate any depreciation expense for any assets that you know will be disposed of
in a given year (see above explanation).

3. Multiply the annual difference by the expected tax rate for each year. In most cases,
this will be a deferred tax liability account as it is much more common for assets to
be depreciated under a more accelerated method for tax reporting than for financial
reporting.

4. Setup a deferred liability account by making the following journal entry:
Current income tax expense
Income tax expense - deferred
Deferred tax liability

Income taxes currently payable

Example: Let’s continue with our earlier example of the $12,000 asset. Assume a con-
sistent future tax rate of 15%. Assume this is the first year of business and that the cur-
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rent year tax liability (after deducting the current $2,400 of depreciation expense (see
Year One in the example)) is $640. In comparing the differences between financial and
tax depreciation, we compute the following deferred tax amount in the first year of the
asset’s life (to project forward we, therefore, start with the second year):

Year2: $<1,840> ($2,000 financial depreciation

less $3,840 tax depreciation) x 15% = $<276>

Year3: $<304>x 15% = $ <d46>
Year4: $618x 15% = $ 93
Year5: $618x 15% = § 93
Year 6:  $1,308 x 15% = $ 196
Total deferred taxes in the first year $ 60

The amount of the deferred liability account as it is initially established is $60. It will be
increased in the next two years and will be decreased every year thereafter. In the sixth
year the liability account will be completely eliminated. The Deferred Tax Account
would appear as follows (the year of each entry is noted):

Deferred Tax Liability
Year 4: 93 Year 1: 60
Year 5: 93 Year 2: 276
Year 6: 196 Year 3: 46

The journal entry made in the first year is:

Current income tax expense 640

Income tax expense - deferred 60
Deferred tax liability 60
Income taxes currently payable 640

(To set up the deferred tax liability and to record the current year’s tax liability and
expense.)

The deferred tax liability account, therefore, reflects the future tax consequences of
whatever differences exist at the end of each year between financial and tax deprecia-
tion. As the temporary difference eventually reverses itself, the deferred tax liability
account is gradually eliminated.
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Financial Reporting: A Summary

The goal in the financial reporting of fixed assets is to find a depreciation method,
approved by GAAP, that will most realistically reflect their demise. While trying to
attain the fairest presentation, all decisions, at best, are going to be based on estimates:
estimates as to useful life and estimates as to what portion of that determined life will be
used up in any one period. For financial reporting purposes, you should periodically
review the lives assigned to your fixed assets. If a life originally assigned to an asset is
no longer accurate, you need to revise it according to FASB ASC 250.

As you will see in Section IV of this guide, completely different depreciation methods,
as well as useful lives, for fixed assets may be used in computing depreciation for tax
purposes. Such differences must be reconciled according to ASC 740 and a deferred tax
account will need to be established.
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Unlike financial reporting, the depreciation methods and lives used by a business to
record depreciation on fixed assets for income tax reporting purposes are set by the
Internal Revenue Service (IRS). Some alternatives are available whereby the taxpayer
may be able to choose between two different methods and/or lives. When this occurs,
the choice will be between an accelerated method with a fairly short life and a slower
method with a longer life. However, the taxpayer’s choices are much more limited than
if he was selecting a depreciation method or life for financial reporting purposes.

Essentially, the depreciation methods used for income tax reporting purposes are all
based on the same methods used for financial reporting and explained in Section III:
“Depreciation for Financial Reporting.” Thus, while called by various acronyms
(ACRS, MACRS, etc.), the depreciation methods prescribed by the IRS are founded on
either straight-line depreciation or a declining-balance method.

The key to unlocking the puzzle of which depreciation method and life to use for any
fixed asset is the date on which the asset is placed in service. At this point you may
need to pause and review the “Elements of Depreciation,” page I-7, for an explanation
of how the date placed in service is determined.

Remember: The date placed in service is not necessarily the same date as the date on
which the asset was acquired!
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The following chart will refer you to the appropriate chapter in this Section of the guide
that will provide you with a clear understanding of the available choices for depreciating
any fixed asset:

Was the asset placed in service before 1981? g If Yes: See Chapter

5
If No:
Was the asset placed s
in service after 1980, 9| If Yes: Isita car or——pp If Yes: See Chapter
but before 1987? listed property? 3
If No (it was placed P If Yes: See Chapter
in service after 1986): 4
Is the asset a car or listed property? - If Yes: See Chapter
3
If No:
Was the asset placed If Yes: Did you want
in service in the B> to expense the asset +—pp-| If Yes: See Chapter
current tax year? this year? 1
If No: If No:
See Chapter 2 See Chapter 2
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Before moving on to the appropriate chapter, there are several matters of importance, as
well as terminology, with which you need to become familiar.

For all depreciable property placed in service after 1980, we are no longer concerned
with useful lives, but rather with “recovery periods.” Recovery periods are 12-month
periods and are not based on tax years. They are not elective, but rather are prescribed
by statute according to property type. Recovery periods are generally shorter than the
estimated useful lives used in other depreciation methods. Depreciation is now referred
to as a deduction for “cost recovery.”

There are also certain IRS rules that determine how depreciation is prorated for the year
in which an asset is placed in service, as well as for the year in which an asset is dis-
posed of (if it is disposed of before the end of its depreciable life). These are referred to
as “averaging conventions,” some of which were explained in Section III of this guide
under financial reporting requirements. There are three principal averaging conventions
used for tax reporting purposes. All of these averaging conventions will be further dis-
cussed in Section IV: “Chapter 2: Modified Accelerated Cost Recovery System
(MACRS).”

1. Half-year convention: Under this convention, all assets either placed in service or
disposed of before the end of their depreciable lives receive a half-year of deprecia-
tion. When you use this convention and the asset is held for its entire recovery
period (and without any short years), a half-year of depreciation is allowed for the
year following the end of the recovery period.

Note: The half-year convention is illustrated by an example in “Depreciation for Par-
tial Periods,” page I11-9.

2. Midmonth convention: Under the midmonth convention, whatever day of the
month an asset is either placed in service or disposed of, it is treated as if it occurred
at the midpoint of the month.

3. Midquarter convention: This was created, along with MACRS, by the Tax Reform
Act of 1986. Under this convention, 1 1/2 months of depreciation is allowed for the
quarter of the year in which an asset is placed in service (a quarter of a year being 3
months).

The above-mentioned conventions are used for depreciable property placed in service
after 1980. For property placed in service prior to 1981, you may choose to use the
half-year convention, compute to the nearest whole month, or calculate the actual days
in use. Averaging conventions are prescribed for assets depreciated under MACRS or
ACRS, but are optional for nonrecovery property (i.c., property acquired before 1981).

As in financial reporting, once a depreciation method is chosen, it must be used consis-
tently for the asset’s entire depreciable life. To make a change for an asset placed in ser-
vice prior to 1987, it is usually necessary to apply for a change of accounting method
with the IRS. An asset placed in service in 1987 or later, however, is being depreciated
under MACRS, and the various depreciation elections made can never be changed.
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Note: You are permitted to change a depreciation method without the permission of the
IRS when changing to straight-line depreciation from a declining-balance method on a
pre-1981 asset, and only if done on an original (not an amended) tax return. For two other
times when you can change a depreciation method without the prior approval of the IRS,
see also “Principles for Calculating Depreciation for Nonrecovery Property,” page
IV-120. In addition, if you have claimed less depreciation than the allowable amount,
there is now an automatic consent procedure for correcting this. See “Allowed or Allow-
able Depreciation,” page V-2.

If you are using a 52/53-week accounting cycle, depreciation is calculated the same as if
it were a taxable year consisting of 12 calendar months. However, when a tax rule’s
effective date is expressed in terms of a tax year beginning or ending on a specific date
that is the first or last day of a month, the 52/53-week year is deemed to start and end as
follows:

* Begin on the first day of the calendar month that begins nearest to the first day of
that tax year, and

*  End on the last day of the calendar month that ends nearest to the last day of that tax
year.

Example: Consider a year that begins on 5/29/07 and ends on 6/3/08. For certain provi-
sions of the tax code, such year is treated as beginning on 6/1/07 and ending on 5/31/08.

V-4
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For tax reporting purposes, there are several options available for expensing part
or all of an asset’s cost in the year in which it is placed in service.

First, effective in 2014, there is a de minimis safe harbor rule allowing busi-
nesses to deduct items of qualifying property as long as they cost $5,000 or less
each and certain other requirements are met.

A second option is to expense part of an asset’s cost in the year in which it is
placed in service under IRS Code Section 168(k). Code Section 168(k) allows an
additional first-year amount of depreciation referred to as “bonus depreciation”
to be claimed on certain qualifying property. The provision for bonus deprecia-
tion is currently only temporary.

A third option is to elect to deduct part or all of the cost of qualifying property
under IRS Code Section 179. There are specified dollar limits based on the year
in which the property is placed in service, as well as other restrictions.

De Minimis Safe Harbor Rule

Sometimes an asset might meet all of the requirements of a depreciable asset,
and yet the asset is not capitalized because its cost fails to exceed the capitaliza-
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tion threshold the company has established for its business. For tax reporting
purposes, tangible property regulations that became effective on January 1,
2014, have codified what had previously been tacitly understood and practiced
by most companies. There is now a de minimis safe harbor election available
whereby a taxpayer may deduct up to $5,000 of the cost of any item of property.
The $5,000 amount is per item or per invoice, as long as the business has the fol-
lowing:

* An applicable financial statement,*

*  Written accounting procedures for expensing amounts paid for such property under

a specified dollar amount (or for property with an economic useful life of 12 months
or less), and

e The taxpayer must expense such amounts on their financial statements in accor-
dance with these procedures.

Note: An “applicable financial statement” (AFS) is one that is provided to a federal or
state government (or agency), filed with the Securities and Exchange Commission, or is
a certified audited financial statement used for credit or reporting purposes.

Beginning January 1, 2016, companies without an AFS may use the de minimis

safe harbor to expense up to $2,500 per asset or invoice as long as there are writ-
ten accounting procedures in place for expensing amounts paid for such property
under a specified dollar amount (or for property with an economic useful life of

12 months or less).

Note: This is an increase from the $500 threshold amount originally issued under the tan-
gible property regulations that became effective on January 1, 2014. The IRS will not
challenge amounts deducted up to the $2,500 threshold in tax years prior to 2016, as long
as the company otherwise satisfies the safe harbor requirements.

“Qualifying property” does not include inventory, land, and certain rotable, tem-
porary, and standby emergency spare parts.

The expressed limit of $5,000, or $2,500 without an AFS, is a safe harbor only. It
is possible that this limit may be exceeded and allowed by the IRS, depending on
the facts of the case.

If the cost of an item exceeds the applicable limit (either $5,000 or $2,500,
depending on the circumstances), then no portion of the item’s cost is allowed to
be expensed under the safe harbor rule.

The de minimis rule is a safe harbor that is elected annually by attaching a
statement to the taxpayer’s tax return for the year of the election. When the

election is made, it applies to a// qualifying property (and materials and supplies)
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and it is irrevocable.

Section 179 Expense

If a business has qualifying depreciable property, it may elect to expense all or part of it
in the year in which it is placed in service. This is referred to as a Section 179 expense
deduction, per IRS Code Section 179.

The Section 179 expense deduction, when taken, replaces depreciation. Therefore, when
determining the depreciable basis of an asset, you need to first subtract out any Section
179 expense claimed on that asset.

The taxpayer has several different options when electing the Section 179 expense. For
instance, the taxpayer may choose to expense only part of an asset and depreciate the
remaining basis. The taxpayer may elect to expense the maximum amount of Section
179 allowed or may choose to expense a lesser amount. And, finally, if the taxpayer has
several assets that are placed in service during the same year and that qualify under Sec-
tion 179, the taxpayer may divide the Section 179 expense among them.

How To:

The election to claim the Section 179 expense is done simply by taking the deduction on
IRS Form 4562. This must be done on an original return, whether or not timely filed, or
on an amended return filed before the due date of the original return, including exten-
sions. You may not make the election on an amended return filed affer the original
return’s due date (including extensions).

How To:

To apply for a revocation of the election, send a request for consent to the Commis-
sioner of Internal Revenue, Washington, D.C. 20224 and include the taxpayer’s name,
address, taxpayer identification number, description of the property, and the reason for
the request.

Note: Estates and trusts may not claim the Section 179 expense deduction.

Property Qualifying for the Section 179 Expense Deduction

Not all property eligible for depreciation is also eligible for the Section 179 expense
deduction. To qualify under Section 179, it must be recovery property (personal prop-
erty and certain real property qualifies), and be both purchased and used predominantly
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by an active trade or business. The Section 179 expense may not be claimed on assets
that are only held for the production of income (IRS Code Section 212 property).

Note: For property placed in service prior to 1991 to qualify as Section 179 property, it
needed to also qualify for the Investment Tax Credit (IRS Code Section 38).

To be entitled to be expensed under Section 179, property must qualify by type, by use,
and by how it is acquired.

To Qualify By Type
Section 179 property is depreciable property, which includes:
1. Tangible personal property.
2. Other tangible property (with the exception of buildings) that is used as:
an essential part of a manufacturing, production, or extraction business, or as

b. an essential part of a business that furnishes transportation, communications,
electricity, gas, water, or sewage disposal, or is

c. either a research facility or a bulk storage facility (if used for fungible goods,
i.e., goods that are interchangeable) that is used in any of the activities stated in
(a) or (b) above.

3. Any railroad grading or tunnel bore (defined in IRS Code Sec. 168(e)(4)).

4. Storage facilities, other than buildings, used in the distribution of either petroleum
or a primary product of petroleum.

5. A single-purpose agricultural or horticultural structure.
6. Computer software placed into service in tax years beginning after 2002.

7. Qualified real property which includes any qualified improvement property
described in section 168(e)(6) and any of the following improvements to non-resi-
dential real property:

a. Roofs
b. Heating, ventilation, and air-conditioning property
c. Fire protection and alarm systems

d. Security systems

Note: A single-purpose structure is one that is specifically designed, built, and used
only for a qualifying purpose. The qualifying purpose of an agricultural structure is to
house, raise, and feed a particular type of livestock (including poultry) and its produce,
as well as to house the equipment needed to be used for this purpose. The qualifying pur-
pose of a horticultural structure is the commercial production of either plants or mush-
rooms.
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TIP

If the taxpayer wants to elect the Section 179 expense on a single-purpose agricultural or horti-
cultural structure, he must be careful not to disqualify such a structure based on its use. For
example, if a greenhouse has a cash register in it and someone is in the greenhouse selling plants,
this will make the greenhouse ineligible under Section 179, as it is no longer used for a single

purpose.

To Qualify By Use

As stated earlier, to qualify under Section 179, the property must be used in the active
conduct of a trade or business. However, sometimes an asset will be used for both busi-
ness and personal use. When this occurs, it must be used more than 50% of the time in
the business in order to qualify as Section 179 property. Also, only the business portion
of the asset’s basis will qualify for the expense.

Example: A business purchased an asset in the current tax year for $8,000. The asset is
used 60% of the time in the business and 40% of the time for personal purposes.

Result: The Section 179 deduction is limited to the business-use percentage, or $4,800
(60% x $8,000).

Remember: If an asset that qualifies in all other ways under Section 179 is used 50% or
less in a business, no part of its basis may be expensed.

To Qualify By How Acquired

In order to qualify under Section 179, the property must have been purchased, as long as
it was not purchased from a related party. For this purpose, related parties include:

*  Family members who are spouses, ancestors, or lineal descendents.

* A corporation and any sharcholder who owns directly or indirectly more than 50%
of the corporation’s outstanding stock.

* A partnership and any partner who owns directly or indirectly more than 50% of the
partnership.

*  Any two members of a controlled group.

Note: For a more detailed listing of other relationships that will disqualify property from
the Section 179 expense deduction, see IRS Code Section 267.

Since only property that has been purchased qualifies, transactions that involve a
trade-in of one asset for another receive special treatment. When a trade-in occurs, that
part of the newly acquired asset’s basis that reflects the value of the old asset traded in
will not qualify for the Section 179 expense deduction.

Example: A new machine costing $8,000 is purchased for $5,000 cash and a trade-in of
an old machine with an adjusted basis of $2,000, but with a trade-in allowance of
$3,000.

Sage Fixed Assets - Depreciation Fundamentals V-9



IV

Section IV: Chapter 1: First-Year Expensing
Property Qualifying for the Section 179 Expense Deduction

Result: Although the asset’s basis for depreciation will be $7,000 ($5,000 cash plus the
$2,000 basis in the old machine), the amount of basis that may be expensed is only
$5,000, or the amount that was paid in cash.

TIP

If a business wants to benefit in the current year from taking the Section 179 expense deduction,
it may be better to sell an older asset rather than trading it in. In the above example, although the
asset that was traded in had a fair market value of $3,000, or $1,000 more than its adjusted basis
of $2,000, the difference between the fair market value and the asset's adjusted basis does not
increase the new machine's depreciable basis. However, if the old machine had been sold, the
higher fair market value would have created a taxable gain of $1,000, but it would have also had
the following positive effects:

1. The new machine would now have a depreciable basis of $8,000, since, without the trade-in,
the business would have had to pay $8,000 for it, and

2. If the business claimed the Section 179 expense deduction on the asset's new basis of
$8,000, this would more than offset the taxable gain of $1,000 from the sale of the old
machine and thus would reduce the business's taxable income.

Remember that the key to how property needs to be acquired in order to qualify for Sec-
tion 179 is that it is purchased. 1f property that is being used for personal purposes is
later converted to business use, it will not qualify for Section 179. This is both because
the business entity did not purchase it and the classification of the property occurs in the
first year it is placed in service.

IV-10
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Examples of Qualifying and Nonqualifying Property

Qualifying Property ‘ Nonqualifying Property *
Office equipment Buildings
Machinery Paved parking lots
Transportation equipment Fences
Refrigerators Plumbing
Livestock Wiring
Neon signs Swimming pools
Display racks Air-conditioning and heating units**
Gasoline storage tanks and pumps Property used outside the U.S.

*  The Protecting Americans from Tax Hikes Act of 2015 permanently expands the definition of qualified Code
Section 179 property to include qualified real property, which is defined as qualified leasehold improvement
property, qualified restaurant property and qualified retail improvement property. The Tax Cuts and Jobs Act
of 2017 sunsets the terms qualified leasehold improvement property, qualified restaurant property and quali-
fied retail improvement property and expands the definition of qualified improvement property.

** The Protecting Americans from Tax Hikes Act of 2015 allows air-conditioning and heating units to qualify as
Section 179 property for tax years beginning after 2015.

Limits on the Amount of the Section 179 Expense Deduction

Dollar Limit

For 1982 through 1986, the maximum amount that could be deducted under Section 179
in any year was $5,000. For qualifying property placed in service after 1986 and in tax-
able years beginning before January 1, 1993, the maximum amount that could be
expensed was $10,000 per year. Finally, for qualifying property placed in service in tax-
able years beginning after December 31, 1992, the maximum amount that can be
expensed per year is shown in the following table:

Tax Year Beginning in | Maximum Section 179

1993 - 1996 $17,500
1997 $18,000
1998 $18,500
1999 $19,000
2000 $20,000
2001 $24,000
2002 $24,000
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Tax Year Beginning in | Maximum Section 179

2003 $100,000

2004 $102,000

2005 $105,000

2006 $108,000

2007 $125,000

2008 - 2009 $250,000
2010-2015%* $500,000
2016%* $500,000

2017 $510,000

2018 and thereafter*** $1,000,000

*  Legislation for fiscal years beginning in 2010 through 2015 allows an election to be made that would include
up to $250,000.00 of real property in the definition of qualified Section 179 property eligible for immediate
expensing. Specifically the real property must be qualified leasehold improvement property, qualified restau-
rant property, or qualified retail improvement property. The deduction on real property is subject to the same
Section 179 phase-out rules for personal property and does not apply to nonresidential real or residential
rental property. Remember if you elect to claim a Section 179 deduction on real property, then you must iden-
tify all qualifying property using the Qualified §179 Property check box on the §179/Bonus Details window in
Asset Detail, in order to properly calculate the phase-out limits.

** The Protecting Americans from Tax Hikes Act of 2015 permanently extends the $500,000 limit, indexed for
inflation. The $250,000 cap on qualified real property is eliminated for tax years beginning 2016.

*** To be indexed for inflation.

Five types of property have a higher maximum than shown in the table: qualified zone
property used by a business in an enterprise zone, New York Liberty Zone property, GO
Zone property, Kansas Disaster Zone property, and Qualified Disaster Zone property.
These exceptions are covered under the topic “Miscellaneous Section 179 Rules,” page
IV-19.

Note: Before 1993, an asset’s placed-in-service date determined which dollar limitation
applied. For example, if an asset was placed in service in 1986, then the limit was $5,000.
Beginning in 1993, the taxpayer’s fiscal year, as well as the placed-in-service date, deter-
mines which limitation applies. For example, a fiscal year taxpayer with a year starting
on 11/1/2009 and ending on 10/31/2010 is subject to the $250,000 Section 179 expense.
Because the fiscal year in this example begins in 2009, the taxpayer’s Section 179 ex-
pense is not eligible for the 2010 deduction of $500,000.

If the business has a short tax year, the full dollar limit still may be claimed. However,
the maximum allowable amount of the Section 179 expense deduction may be limited
by other factors.

Remember that when using a 52/53-week accounting cycle, you may need to determine
the tax year’s deemed start and end dates. (See Section IV: “Depreciation for Income

IV-12
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Tax Reporting.””) For example, consider a year that begins on 12/29/2009 and ends on
1/2/2011. For this purpose, the year is deemed to begin on 1/1/2010 and end on
12/31/2010. Because Section 179 is increased to $500,000 for property placed in service
in taxable years beginning in 2010, the increased amount would apply for the year.

Reduction in Limitation

The limitation described above for any taxable year should be reduced by the amount by
which the cost of section 179 property placed in service during a taxable year exceeds:

Year ‘ Investment Amount
1986 - 2002 $200,000
2003 $400,000
2004 $410,000
2005 $420,000
2006 $430,000
2007 $500,000
2008 - 2009 $800,000
2010 - 2015 $2,000,000
2016 $2,010,000
2017 $2,030,000
2018 and thereafter* $2,500,000

*To be indexed for inflation.
Example: A corporation places in service machinery costing $2,100,000 in 2012.

Result: Since the cost of the property placed in service exceeds $2,000,000 by
$100,000, the maximum possible amount of the Section 179 expense that may be
claimed is also reduced by $100,000 to $400,000 ($500,000 maximum less $100,000).

TIP

If a business is investing in qualifying property and the total cost of that property exceeds the
investment limit, it might be to the business's tax advantage to defer certain purchases to the fol-
lowing year, if possible, so that the maximum Section 179 expense deduction may be taken in the
current year.

Taxable Income Limit

The total amount of Section 179 expense taken in any one year is limited to the amount
of the entity’s taxable income that year from the conduct of an active trade or business.
Taxable income is calculated without regard to the Section 179 expense deduction or
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any net operating loss carryforward or carryback. Any amount of Section 179 expense
that is claimed but cannot be deducted due to the taxable income limit may be carried
forward.

Example: As in the previous example, a corporation places in service machinery cost-
ing $2,100,000 in 2012. The corporation’s taxable income for the year is $50,000.

Result: Although the investment limit reduced the maximum possible amount deducted
under Section 179 to $400,000, this amount is reduced still further to $50,000, due to the
taxable income limit. The corporation may deduct $50,000 under Section 179 in 2012.

Limits Applied to Partnerships, S Corporations, and Controlled Groups

The dollar limitation, the investment limit, and the taxable income limit for the amount
claimed under Section 179 apply to both the partnership and the partner level. In other
words, a partnership may not claim and allocate to its partners more Section 179
expense than either the partnership’s taxable income limit or its investment limit will
allow, and never more than the maximum dollar amount. In addition, each year no part-
ner may take more than the maximum allowable amount of Section 179 expense even if
it was allocated to him.

The Section 179 amount is further restricted to the partner’s individual taxable income
limit for that year. The Section 179 expense for the partnership is a “pass-through” item
to the individual partners. This means that although it is the partnership that claims the
Section 179 expense, subject to the partnership’s taxable income and investment limits,
it is not taken as an expense by the partnership but is instead passed through to the part-
ners. Furthermore, since the taxable income limitation applies to both entities, the part-
ner can only deduct the Section 179 expense passed through to him provided that he
meets the taxable income limitation on his personal return.

Note: For purposes of taking the Section 179 expense deduction, an individual's taxable
income from the active conduct of a trade or business includes wages, tips, or other com-
pensation earned as an employee.

The same rules that apply to the claiming of the Section 179 expense by a partnership
and its partners also apply to an S corporation and to each of its shareholders.

TIP

An individual may be in several different partnerships and/or S corporations, whose tax returns
are being prepared by different accountants. If this is the case, the accountants should be advised
of the multiple ownership so as not to claim excess Section 179 expense for which the individu-
als would receive no immediate benefit.

When applying the dollar limitation, the investment limit, and the taxable income limit,
all of the members of a controlled group are considered to be a single taxpayer (IRS
Code Sec. 179(d)(6)). For this purpose a controlled group is defined under IRS Code
Sec. 1563(a), except that the phrase “at least 80%” is replaced with “more than 50%”
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each place it appears in IRS Code Sec. 1563(a)(1). If a consolidated return is filed, the
parent corporation makes the allocation.

Automobile Limit

If the asset on which a business wants to take the Section 179 deduction is an automo-
bile, the total amount that can be claimed on it is limited to the maximum depreciation
allowance for luxury vehicles. For a complete discussion on the various depreciation
limits placed on cars, see “Luxury Automobiles,” page [V-82.

Carryover of Disallowed Section 179 Expense

If the full amount of the Section 179 expense deduction cannot be taken because of the
taxable income limitation, any excess may be carried forward indefinitely.

Note: There is no carryover allowed if the amount of the Section 179 expense deduction
is reduced because of the investment limit.

Example: In 2012, a corporation places in service equipment costing $8,000. The cor-
poration wants to expense the entire cost. The corporation has taxable income, before
any Section 179 expense, for 2012 of $7,000.

Result: The corporation may deduct $7,000 of Section 179 expense. The unused Sec-
tion 179 expense of $1,000, not allowed because of the taxable income limit, may be
carried forward to 2013 (IRS Code Section 179 (b)(3)).

When the excess Section 179 expense is carried forward, the portion that is carried for-
ward is subject to the taxable income limit for that year.

When carrying over an amount of disallowed Section 179 expense, the taxpayer may
select the properties to which the carryover applies, as well as the portion of each prop-
erty’s Section 179 expense to be carried forward. If this is not done, it will be assumed
that the disallowed amount will be apportioned equally to all assets on which the Section
179 expense was claimed in the current year. This is important when disposing of prop-
erty on which the Section 179 expense was claimed but not actually expensed, as any
outstanding carryover amount relating to the disposed property will increase the prop-
erty’s basis.

Since the taxable income limit applies at both the partnership level as well as the partner
level, if the partnership does not have sufficient taxable income, it cannot allocate the Sec-
tion 179 expense to the partners but instead must carry it forward at the partnership level.
This also applies to S corporations and their shareholders.

If, however, the partnership or S corporation is able to pass through the Section 179
expense, but the partner (or S corporate shareholder) cannot deduct the full amount of
the Section 179 expense allocated to him, he may carry the excess forward but must
reduce his basis in the entity (the partnership or S corporation) by the full amount allo-
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cated to him, whether or not expensed. If a partner (or S corporate shareholder) disposes
of his interest in the partnership (or S corporation), he will increase the basis of his inter-
est in the entity by any outstanding carryover of the Section 179 expense.

TIP

Claiming the maximum amount of available Section 179 expense, even though the taxable
income limit bars the deduction, can serve as a good tax planning tool for the following tax year.
If the taxpayer expects to have taxable income the following year but has no plans for additional
investment in any fixed assets, the carryover of the previous year's Section 179 expense will pro-
vide a useful deduction, reducing taxable income.

For tax years beginning in 2010 through 2015, qualified real property may expense up to
$250,000 under Section 179. In addition, section 179 deductions attributable to qualified
real property that are disallowed under the business income limitation may only be car-
ried over to taxable years in which the definition of eligible section 179 property
includes qualified real property. Thus, if a taxpayer’s section 179 deduction for 2010
with respect to qualified real property is limited by the business income, such disal-
lowed amount may be carried over through 2015. Any such amounts that are not used
through 2015, plus any 2015 disallowed section 179 deductions attributable to qualified
real property, are treated as property placed in service in 2015 for purposes of computing
depreciation. The carryover amount before 2015 is considered placed in service on the
first day of the 2015 taxable year.

Example: During 2010, Sample Company purchases a section 179-eligible equipment
costing $100,000 and qualified leasehold improvements costing $200,000. Sample
Company has taxable income limitation of $150,000. The maximum section 179 deduc-
tion Sample Company can claim for 2010 is $150,000, which is allocated pro rata
between the properties, $100,000 to qualified leasehold improvements and $50,000 to
equipment.

In 2011 through 2015, Sample Company has no asset purchases and no taxable income.
The $100,000 carryover from 2010 attributable to qualified leasehold improvements is
treated as placed in service as of the first day of the company’s 2015 taxable year. The
$50,000 carryover allocated to equipment is carried over to 2016 under section
179(b)(3)(B).

Section 179 Expense Recapture Rules

If a taxpayer elects to take the Section 179 expense deduction, the amount deducted is
treated as depreciation for purposes of the recapture rules. This means that the amount
expensed under Section 179 may need to be “recaptured,” or treated as income, under
certain circumstances.

Note: The amount of the Section 179 deduction recaptured is computed differently de-
pending on the type of circumstance.
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Sale of Section 179 Property

Any gain realized on the disposition of business property is treated as ordinary income
(versus capital gain) to the extent of depreciation and the Section 179 deduction. If a
business took the Section 179 deduction on a property and then sells that property on an
installment sale, in the year of sale it must include as ordinary income a// depreciation
and Section 179 deduction taken on the property to the extent of any gain. This occurs
even if no payments on the sale are received the first year.

Note: If an asset to be disposed has any outstanding Section 179 expense carryover at-
tached to it (i.e., Section 179 expense was claimed but not deducted due to the taxable
income limit), the amount of the Section 179 expense carryover is added back to the as-
set's basis before gain or loss on the transaction is computed. There is no recapture if none
of the Section 179 expense claimed was actually deducted.

TIP

Knowing that all depreciation and Section 179 deduction taken on an asset must be reported as
income to the extent of gain in the year an installment sale is made, it would be advisable to have
the buyer make a first-year installment payment to at least cover the tax liability on the amount of
gain to be recognized.

Change of Use of Section 179 Property

A change of use for property on which Section 179 expense has been claimed may also
trigger the recapture rules. If such an asset either is no longer used predominantly for
business use or is converted from being actively used in a trade or business to being held
for the production of income, recapture may be required. Whenever any portion of the
Section 179 expense has to be recaptured, it is treated as ordinary income in the year that
the change of use occurs. In addition, the recapture amount is added to the basis of the
property for computing future depreciation.

Note: Previously there was a limited recapture period for property placed in service be-
fore 1987. However, this has been amended and no longer applies.

If the business use of an asset falls to 50% or less before the end of the asset’s recovery
period, Section 179 recapture occurs. However, since, in most cases, this will be listed
property, the rules under IRS Code Section 280F(b)(2) for recapture will apply. For a
detailed explanation of how Section 179 recapture is handled for listed property, see
“Depreciation Limitations on Listed Property,” page 1V-78, and its segment on “Pre-
dominant Use Test Failed in Year Property Is Placed in Service,” page 1V-79).

If such property is not listed property or if the property is converted from trade or busi-
ness use to being held for the production of income, then recapture of Section 179
expense occurs as follows: The amount to be recaptured is the excess of the amount
expensed under Section 179 over the amount allowable as depreciation for the current
and prior tax years, computed as if no Section 179 expense had been taken.
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How To:

Amount of Section 179 expense claimed

minus Amount of depreciation that would have been allowable

had Section 179 expense not been claimed (include current

year amount) ( )
equals Amount to be “recaptured,” or claimed as ordinary income

in the current year

Note: When calculating depreciation recapture for property other than listed property, you
use the depreciation amounts, including any Section 179 expense, for the current tax year and
for the prior tax years. This is different from computing depreciation recapture for listed
property. For the latter, you do not include the current year depreciation (i.e., the year in
which the recapture is triggered) in the calculation.

Example: In 2002, XYZ Corporation places in service 5-year property costing $12,000
and elects to expense $10,000. The remaining $2,000 basis is depreciated under the
MACRS method (explained in the next chapter). In 2003, XYZ converts the property
from use in the XYZ business to being held for the production of income.

Result: Although still entitled to be depreciated, the property is now no longer qualified
to be expensed under Section 179. Therefore, in 2003 the benefit derived from Section
179 is recaptured.

Amount of Section 179 expense claimed $10,000

Amount of depreciation that would have been
allowed on the expensed amount:

2002: 20% x $10,000 =$2,000
2003: 32% x $10,000 = 3,200 (5,200)
Amount to be recaptured $ 4,800

Note: The other $2,000 of basis (remember that the property cost $12,000) is depreciated
as usual in 2003 (i.e., 32% x $2,000 = $640). In 2004 XYZ may take the normal third-year
depreciation amount on the entire $12,000 basis of the asset.

Example: Assume the same facts as above, with XYZ converting the property from
being used in its business to being held for the production of income, except that in 2002
when the property was placed in service, XYZ elected to depreciate the remaining cost of
the property ($2,000) under the straight-line method over the regular MACRS recovery
period (explained in the next chapter).
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Result:

Amount of Section 179 expense claimed $10,000

Amount of depreciation that would have been
allowed on the expensed amount*:

2002: 10% x $10,000 =$1,000
2003: 20% x $10,000 = 2,000 (3,000)
Amount to be recaptured $ 7,000

*  Since the unexpensed portion of $2,000 is being depreciated under the straight-line method, XYZ must com-
pute depreciation on the expensed amount by also using the straight-line method.

Miscellaneous Section 179 Rules

The other issues that you need to aware of are:

1. Any amount expensed under Section 179 is excluded from the uniform capitaliza-
tion rules of IRS Code Section 263A.

2. As part of the Revenue Reconciliation Act of 1993, certain “enterprise zone busi-
nesses” (defined in IRS Code Sec. 1397B) can claim an additional $20,000 of Sec-
tion 179 expense for qualifying property ($35,000 for 2002 and later years).
Therefore, for example, in 2007 the maximum amount of Section 179 expense for
an enterprise zone is $160,000 ($125,000 of regular Section 179 expense and
$35,000 of enterprise zone property). An enterprise zone business must meet certain
criteria to ensure that it is an active, rather than a passive, business.

Generally, all of the other provisions of IRS Code Section 179 are applicable. The
one difference is when applying the phaseout for property costing more than
$500,000 in 2009, you use only one-half of the amount of the cost of the qualified
zone property (IRS Code Sec. 1397A). The cost of Section 179 property that is not
qualified zone property is not reduced.

3. The Job Creation and Worker Assistance Act of 2002 increased the Section 179
expensing limit by the lesser of (1) $35,000, or (2) the cost of qualifying New York
Liberty Zone property placed in service in the taxable year.

Qualifying property is property that otherwise qualifies for Section 179 expensing
and was purchased and placed in service after September 10, 2001 and before Janu-
ary 1, 2007 for original use in the active conduct of a trade or business by the tax-
payer in the New York Liberty Zone.

As with enterprise zone property, use only one-half of the cost of the qualified NY
Liberty Zone property when calculating the phase-out range for the investment
limit.

If the property ceases to be used in the New York Liberty Zone, the recapture rules
under “Section 179 Expense Recapture Rules,” page [V-16, apply.
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4.

The Gulf Opportunity Zone Act of 2005 increased the Section 179 expensing limit
by the lesser of $100,000 or the cost of qualified property. The additional GO Zone
Section 179 limit is not indexed for inflation as is the basic Section 179 limit of
$100,000. Property purchased on or after August 28, 2005 and placed in service on
or before December 31, 2008 for use in the active conduct of a trade or business by
the taxpayer in a GO Zone qualifies.

The Gulf Opportunity Zone of Act of 2005 also increased the $400,000 investment
limitation by the lesser of $600,000, or the cost of qualified property placed in ser-
vice during the tax year. Unlike enterprise zone and New York Liberty Zone prop-
erty, use the entire cost of the qualified GO Zone property when calculating the
phase-out range for the investment limit.

The 2008 Farm Act increases the amount that a taxpayer may elect to deduct under
Section 179 by the lesser of $100,000 or the cost of qualified Kansas Disaster Zone
property for the tax year. The threshold for reducing the amount expensed is
increased by the lesser of $600,000, or the cost of qualified Kansas Disaster Zone
property placed in service during the tax year. Neither the $100,000 nor $600,000
amounts are indexed for inflation. Property purchased from May 5, 2007 to Decem-
ber 31, 2008 for use in the active conduct of a trade or business by the taxpayer in a
Kansas Disaster Zone qualifies.

The Emergency Economic Stabilization Act of 2008 provides that the maximum
expense amount that can otherwise be deducted under Section 179 for the tax year is
increased by the lesser of $100,000 or the cost of qualified Disaster Zone property.
The beginning-of-phase-out amount otherwise in effect for the year is increased by
the lesser of $600,000 or the cost of qualified Disaster Zone property placed in ser-
vice during the tax year. Neither the $100,000 nor $600,000 amounts are indexed
for inflation. Generally, property placed in service after December 31, 2007 for
disasters declared after December 31, 2007 and occurring before January 1, 2010
qualifies.

The American Taxpayer Relief Act of 2012 extended the increase in the amount of
Section 179 that can be taken for qualified Enterprise Zone property through
December 31, 2013. The provision increases the maximum dollar amount that can
be deducted by the lesser of (1) $35,000 or (2) the cost of qualifying property placed
in service during the year. This amount is in addition to the amount otherwise
deductible under Section 179.

The Taxpayer Increase Prevention Act of 2014 extended the increase in the
amount of Section 179 that can be taken for qualified Enterprise Zone property
through December 31, 2014. The provision increases the maximum dollar amount
that can be deducted by the lesser of (1) $35,000 or (2) the cost of qualifying prop-
erty placed in service during the year. This amount is in addition to the amount oth-
erwise deductible under Section 179.

The Protecting Americans from Tax Hikes Act of 2015 extended the increase in
the amount of Section 179 that can be taken for qualified Enterprise Zone property
through December 31, 2016. The provision increases the maximum dollar amount
that can be deducted by the lesser of (1) $35,000 or (2) the cost of qualifying prop-
erty placed in service during the year. This amount is in addition to the amount oth-
erwise deductible under Section 179.
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Section 179A Expense Deduction

There is an expense deduction for clean-fuel vehicles and certain refueling property. IRS
Code Section 179A was created by the Energy Policy Act of 1992. It is similar to the
Section 179 expense deduction in that it is taken in the year in which the property is
placed in service and it reduces the asset’s basis. (We have included IRS Code Section
179A in Section VII: “Quick Reference.”)

Qualifying Property

In order to qualify for the deduction, such property must meet all of the following
requirements:

e It must be new property.
e It must have been placed in service after June 30, 1993, and before January 1, 2006.

e It must be used in a trade or business or for the production of income if it is refuel-
ing property (for a vehicle this is not necessary).

e It must either use, store, or dispense “clean-burning fuel.”

“Clean-burning fuel” is any of the following:
* Natural gas.

* Liquefied natural gas.

* Liquefied petroleum gas.

*  Hydrogen.

* Electricity.

* Any fuel that is at least 85 percent methanol, ethanol, any other alcohol, and/or
ether.

Certain types of property are mentioned specifically in IRS Code Section 179A as not
qualifying for the expense deduction. The amount of an asset’s cost that is expensed
under the regular Section 179 and an electric vehicle that qualifies for the 10% credit
under IRS Code Section 30 do not qualify (for an explanation of Section 30, see “Sec-
tion 30: Tax Credit for Qualified Electric Vehicles,” page 1V-69). In addition, no Sec-
tion 179A deduction is allowed with respect to property used by a governmental unit,
used by certain tax-exempt agencies, or used predominantly outside the United States.
Finally, qualified refueling property does not include buildings or their structural parts.

Limitations on the Amount of Section 179A Expense Deduction

The cost of a qualifying vehicle that may be expensed under Section 179A may not
exceed:

* $50,000 if it is a truck or van with a gross vehicle weight of over 26,000 pounds or if
it is a bus with a seating capacity of a least 20 adults (not including the driver).
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* $5,000 if it is a truck or van with a gross vehicle weight of over 10,000 pounds but
not over 26,000 pounds.

e $2,000 for all other qualifying motor vehicles.

The “Working Families Tax Relief Act of 2004” eliminated the scheduled phase outs for
2004 and 2005. However, the 2005 Energy Bill sunsets Section 179A deductions for
clean-fuel vehicles and clean-fuel vehicle refueling property placed in service after
12/31/2005, rather than 12/31/2006. For vehicles placed in service in 2005, the 2005
Energy Bill introduced new tax credits for the purchase of hybrid, fuel cell, advanced
lean burn diesel, and other alternative power vehicles.

The expense limitation for refueling property operates differently. The cost of qualifying
refueling property that may be expensed under Section 179A may not exceed the excess
of $100,000 over the total Section 179A expense taken in all preceding years on refuel-
ing property. In other words, $100,000 is the maximum amount that a business may take
on such property during the life of this code section.

Section 179A Expense Recapture Rules

The amount expensed under Section 179A must be recaptured, in whole or in part for
qualified clean-fuel vehicle property if, during the 3 years from the date the property
was placed in service one of the following occurs:

* Ifitisa vehicle, it is modified so that it can no longer be propelled by a clean-burn-
ing fuel.

* The property is used in a manner described below (per IRS Code Section 50(b)):
e Used outside of the United States.

* Used in a business that furnishes lodging (although transient lodging such as a
hotel is allowed).

*  The property ceases to qualify in any other manner under Section 179A(c).

* The vehicle is sold or disposed of, and the taxpayer disposing of the property does
not believe the property will continue to qualify under Section 179A.

For qualified clean-fuel vehicle refueling property, the amount expensed under Section
179A must be recaptured if, at any time before the end of the recovery period, the prop-
erty ceases to be qualified clean-fuel vehicle refueling property. Property ceases to be
qualified clean-fuel vehicle property if:

e  The property no longer qualifies as clean-fuel vehicle refueling property.

*  The property is no longer used predominantly in a trade or business.

*  The property is used in a manner described below (per IRS Code Section 50(b)):
*  Used outside of the United States.

* Used in a business that furnishes lodging (although transient lodging such as a
hotel is allowed).

*  The vehicle is sold or disposed of, and the taxpayer disposing of the property does not
believe the property will continue to qualify under Section 179A.
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How To:

For qualified clean-fuel vehicle property, the amount to be recaptured is:

The original amount expensed under Section 179A times:

*  100%, if the recapture event occurs within the first full year after it is placed in ser-
vice.

* 66 2/3%, if the recapture event occurs within the second full year after it is placed in
service.

* 33 1/3%, if the recapture event occurs within the third full year after it is placed in
service.

For qualified clean-fuel vehicle refueling property, the amount to be recaptured is equal
to the original amount expensed under Section 179A multiplied by the following frac-
tion:

*  Numerator - total recovery period for the property minus the number of recovery
years prior to, but not including the recapture year.

*  Denominator - total recovery period.

Section 179B Expense Deduction

The American Jobs Creation Act of 2004 introduced Section 179B, a provision that
allows a small business refiner an election to deduct 75 percent of qualified capital costs
paid or incurred during the tax year in order to be in compliance with the Highway Die-
sel Fuel Sulfur Control Requirements of EPA. These requirements, published in the Fed-
eral Register on January 18, 2001, require refiners to start producing diesel fuel with a
sulfur content of no more than 15 parts per million (ppm) beginning on June 1, 2006. At
the terminal level, highway diesel fuel sold as low sulfur fuel must meet the sulfur stan-
dards as of July 15, 2006. Section 179B expense is not subject to the same dollar limits
or phase-out restrictions as is the Section 179 expense.

Qualifying Property

This pertains to costs paid or incurred with respect to any facility of a small business
refiner during the period beginning on January 1, 2000 and ending on the earlier of the
date that is one year after the date on which the taxpayer must comply with the applica-
ble EPA regulations or December 31, 2009 to qualify for the deduction.

Small Business Refinery Defined

In order to qualify for the Section 179B Expense Deduction, a small business refinery
must meet the following qualifications:
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Taxpayer who is in the business of refining crude oil.

Employs no more than 1,500 employees in the refinery operations of the business on
any day during the tax year.

Had average domestic refinery run or average retained production for all facilities
for the one year period that ended on December 31, 2002 that did not exceed
205,000 barrels. There are special rules and reduced percentages for a refinery with
production in excess of 155,000 barrels for that same time period.

Basis Reduction

The basis of the property is reduced by the amount of the expense deduction.

Section 179B Expense Recapture Rules

Section 179B basis reduction is subject to the recapture rules as if it were a deduction
allowable for amortization. This means that the amount expensed under Section 179B
may need to be “recaptured,” or treated as income, under certain circumstances.

Section 179C Expense Deduction

The 2005 Energy Bill enacted Section 179C allowing taxpayers to deduct 50% of the
cost of “any qualified refinery property” for the tax year in which the qualified property
is placed in service. Section 179C differs from Section 179B in that Section 179B only
pertains to property relating to the reduction of sulfur requirements in diesel fuel. Sec-
tion 179C expense is not subject to the same dollar limits or phase-out restrictions as is
the Section 179 expense.

The Emergency Economic Stabilization Act of 2008 later extended the termination date
for Section 179C from December 31, 2011 to December 31, 2013.

Qualified Refinery Property Defined

“Qualified Refinery Property” is a portion of a qualified refinery that meets the qualifi-
cations listed below:

The original use of the property begins with the taxpayer.
The property is placed in service after August 8, 2005 and before January 1, 2014.
Meets the requirements of increased output or throughput requirements.

Meets all applicable environmental laws in effect on the date the portion of a refin-
ery was placed in service.

No written binding contract for the construction of which was in effect before June
15, 2005.

The construction of which is subject to a written binding construction contract
entered into before January 1, 2010.
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Qualified Refinery Defined

A “Qualified Refinery” is any refinery located in the U.S. that is designed to serve the
primary purpose of processing liquid fuel from crude oil or “qualified fuels.”

Basis Reduction

The basis of the property is reduced by the amount of the expense deduction.

Section 179C Expense Recapture Rules

Section 179C basis reduction is subject to the recapture rules as if it were a deduction
allowable for amortization. This means that the amount expensed under Section 179C
may need to be “recaptured,” or treated as income, under certain circumstances.

Section 179D Expense Deduction

The 2005 Energy Bill enacted Section 179D allowing taxpayers to deduct an amount for
the cost of “energy efficient commercial building property” placed in service after
12/31/05 and before 1/1/2008. The deduction is $1.80 per building square foot ($0.60)
for certain separate building systems) less the aggregate of the Section 179D expense
deductions allowed for the building in prior years. Section 179D expense is not subject
to the same dollar limits or phase-out restrictions as is the Section 179 expense. The Tax
Relief and Health Care Act of 2006 has extended Section 179D for one year for property
placed in service through 12/31/2008.

The Emergency Economic Stabilization Act of 2008 later extended the termination date
from December 31, 2008 to December 31, 2013. The Taxpayer Increase Prevention Act
of 2014 extended the termination date to December 31, 2014. The Protecting Americans
from Tax Hikes of 2015 extended the termination date to December 31, 2016.

Energy Efficient Commercial Building Property Defined

e Property for which depreciation or amortization is allowable.

*  Property which is installed on or in a building located in the United States and
within the scope of Standard 90.1-2001 of the American Society of Heating, Refrig-
erating and Air Conditioning Engineers and the Illuminating Engineering Society of
North America.

*  Property which is installed as part of the interior lighting systems, the heating, cool-
ing, ventilation and hot water systems or the building envelope.

*  Property which is created as being installed as part of a plan designed to reduce the
total annual energy and power costs for the interior lighting, heating, cooling, venti-
lation and hot water systems of the building by 50% or more in comparison to a ref-
erence building that meets the minimum requirements of Standard 90.1-2001. If the
building does not meet the overall building requirements of 50% energy savings, a
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partial reduction is allowed. The energy savings will be verified in a certification
process.

Basis Reduction
The basis of the property is reduced by the amount of the allowable deduction.

Section 179D Expense Recapture Rules

Section 179D basis reduction is subject to the recapture rules as if it were a deduction
allowable for amortization. This means that the amount expensed under Section 179C
may need to be “recaptured,” or treated as income, under certain circumstances. This
also applies for situations where the energy and power cost savings fall below the mini-
mum 50% threshold. The 2005 Energy Bill also provides that any portion of real prop-
erty for which the taxpayer has taken the deduction allowable under the rules of Section
179D is Section 1245 property for the purposes of recapture.

Section 179E Expense Deduction

The Tax Relief and Health Care Act of 2006 introduced this new Section 179E deduc-
tion that allows for the immediate expensing of the cost of qualified underground mine
equipment that exceeds current safety requirements. This deduction applies to property
placed in service after December 20, 2006 and before January 1, 2009.

The Emergency Economic Stabilization Act of 2008 extended the termination date from
December 31, 2008 to December 31, 2009.

The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 extended the termination date from December 31, 2009 to December , 2011.

The American Taxpayer Relief Act of 2012 extended the termination date from Decem-
ber 31, 2011 to December 31, 2013.

The Taxpayer Increase Prevention Act of 2014 extended the termination date from
December 31, 2013 to December 31, 2014.

The Protecting Americans from Tax Hikes of 2015 extended the termination date from
December 31, 2014 to December 31, 2016.

Bonus Depreciation

The Job Creation and Worker Assistance Act of 2002 included a provision for an addi-
tional 30% first-year depreciation deduction. This first-year deduction applied to quali-
fying assets acquired on or after September 11, 2001.
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The Jobs and Growth Tax Relief and Reconciliation Act of 2003 increased the first-year
depreciation deduction from 30% to 50% for assets placed in service after May 5, 2003
and before January 1, 2005 (before January 1, 2006 for certain property with longer pro-
duction period).

The Jobs and Growth Tax Relief and Reconciliation Act of 2003 also allowed 30%
first-year depreciation deduction for qualified New York Liberty Zone property placed
in service after September 10, 2001 and before January 1, 2007 (before January 1, 2010
for nonresidential real property or residential rental property).

The American Jobs Creation Act of 2004 extended the 50% bonus depreciation for non-
commercial aircraft placed in service through December 31, 2005.

The Gulf Opportunity Zone Act of 2005 extended the 50% bonus provision to qualified
property placed in service on or after August 28, 2005 and on or before December 31,
2007 (or 2008 for real property) in a designated GO Zone.

The Tax Relief and Health Care Act of 2006 has extended the bonus depreciation for
certain GO Zone property placed in service before January 1, 2011. The requirement for
nonresidential real property or residential rental property was extended through Decem-
ber 31, 2010 for certain counties and parishes within the GO Zone. Personal property
located within the buildings of one of these special counties or parishes qualifies
through March 31, 2011. This act also allows for a new 50% bonus depreciation deduc-
tion for “Cellulosic Biomass Ethanol Plan Property” placed in service before January 1,
2013. The 50% bonus depreciation was also extended another year through December
31, 2006 under this act for property with longer production periods and certain aircraft
affected by Hurricanes Katrina, Rita, or Wilma.

The Economic Stimulus Act of 2008 reinstituted the 50% bonus depreciation for all
areas of this country for qualified property placed in service in 2008, certain types of
property with longer production periods, and certain aircraft placed in service through
2009.

The 2008 Farm Act has provided 50% depreciation allowance for qualified Recovery
Assistance property placed in service from May 5, 2007 to December 31, 2008 (2009 for
nonresidential real property or residential rental property) located in the Kansas Disaster
Area.

The Emergency Economic Stabilization Act has included cellulosic biofuel within the
definition of biomass ethanol plant property for purposes of the 50% depreciation allow-
ance. It has also allowed a 50% depreciation allowance for reuse and recycling property
placed in serviced beginning after August 31, 2008, and used to collect, distribute, or
recycle certain materials, including scrap, fibers, and metals.

The Emergency Economic Stabilization Act also allows the 50% special allowance for
Qualified Disaster Zone property placed in service by the last day of the third calendar
year following the applicable disaster date (the fourth calendar year in the case of non-
residential real property and residential rental property). The property must be placed in
service on or after January 1, 2008 and continues to qualify for disasters that occur prior
to January 1, 2010. In effect, personal property qualifies through December 31, 2012
and real property through December 31, 2013.
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The American Recovery and Reinvestment Act of 2009 extended the bonus depreciation
provision under Code Section 168(k) for qualified property placed in service through
12/31/2009. Qualified property includes property with recovery period of 20 years or
less, computer software [Section 167(f)(1)(B)], water utility property, qualified lease-
hold improvement property, certain property with longer production periods, or certain
aircraft. Expiration date for certain aircraft and certain property with longer production
periods is 12/31/2010.

The Small Business Jobs Act of 2010 extended the bonus depreciation provision under
Code Section 168(k) for qualified property placed in service through 12/31/2010. Quali-
fied property includes property with recovery period of 20 years or less, computer soft-
ware [Section 167(f)(1)(B)], water utility property, qualified leasehold improvement
property, certain property with longer production periods, or certain aircraft. Expiration
date for certain aircraft and certain property with longer production periods is
12/31/2011.

The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 extended the bonus depreciation provision under Code Section 168(k) and tempo-
rarily increased the rate for qualified property acquired and placed in service as follows
(note that the definition of qualified property remains the same):

e 1/1/2010 through 9/8/2010: 50%

* 9/9/2010 through 12/31/2010: 100%
e 1/1/2011 through 12/31/2011: 100%
e 1/1/2012 through 12/31/2012: 50%

*  For long-production-period property and certain aircraft, the placed-in-service dates
are extended one year.

The American Taxpayer Relief Act of 2012 extended the 168 Allowance of 50% through
2013 for qualified property (2014 for certain property with longer production periods). In
addition, the 168 Allowance has been extended through 2013 for second generation bio-
fuel, which includes cellulosic biofuel plant property.

The Taxpayer Increase Prevention Act of 2014 extended the 168 Allowance of 50%
through 2014 for qualified property (2015 for certain property with longer production
periods). In addition, the 168 Allowance has been extended through 2014 for second
generation biofuel, which includes cellulosic biofuel plant property.

The Protecting Americans from Tax Hikes of 2015 extended the 168 Allowance through
12/31/2019. The bonus rates for qualified property acquired and placed in service are as
follows:

e 1/1/2015-12/31/2017: 50%
* 1/1/2018-12/31/2018: 40%
e 1/1/2019-12/31/2019: 30%

*  For long production period property and certain aircraft, the placed-in-service dates
are extended one year.
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New Law: The Tax Cuts and Jobs Act of 2017 reinstated the 168 Allowance of 100%
for qualifying assets placed in service after 9/27/2017 through 12/31/2022 (12/31/2023
for longer production period assets and certain aircraft). Certain exceptions exist, partic-
ularly for assets acquired before 9/28/2017 and placed in service after 9/27/2017.

A transition rule provides that, for a taxpayer's first taxable year ending after September
27, 2017, the taxpayer may elect to apply a 50-percent allowance instead of the 100-
percent allowance.

After 12/31/2022, the 168 Allowance decreases by 20% each year until 12/31/2026.
After 12/31/2026, the 168 Allowance is 0% except for reuse and recycling property
which has an ongoing 168 Allowance of 50%.

Qualifying Assets

Assets placed in service outside of the New York Liberty Zone and Gulf Opportunity
Zone (GO Zone)

Qualifying property is one of the following:

*  MACRS property with a recovery period of 20 years or less

e Section 167(f)(1)(B) computer software

*  Qualified leasehold improvements

*  Water utility property, which has a 25-year recovery period

Property with longer production periods refers to property which has a recovery period
of at least 10 years or is transportation property and which is subject to IRS code section
263A’s Uniform Capitalization Rules.

The following additional rules apply:

e The original use of the property must commence with the taxpayer. Used property
does not qualify.

e Ifproperty is listed property used 50% or less for business purposes it does not qual-
ify.

e If the property is required to be depreciated under the Alternative Depreciation Sys-
tem, the asset does not qualify.

Assets placed in service in the New York Liberty Zone

Qualifying property is one of the following:

*  MACRS property with a recovery period of 20 years or less
e Section 167(f)(1)(B) computer software

*  Qualified leasehold improvements

*  Water utility property which has a 25-year recovery period

* Residential rental and non-residential real property
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New York Liberty Zone assets must be placed in service before January 1, 2007 (or
January 1, 2010 for residential rental and non-residential real property).

Assets that are placed in service in the New York Liberty Zone and qualify as 168(k)
property do not qualify as New York Liberty Zone property. For additional rules relating
to New York Liberty Zone assets, refer to “Qualified New York Liberty Zone Property,”
page 1V-34.

Assets placed in service in the GO Zone

Qualifying property is one of the following:

*  MACRS property with a recovery period of 20 years or less
e Section 167(f)(1)(B) computer software

*  Qualified leasehold improvements

*  Water utility property which has a 25-year recovery period

* Residential rental and non-residential real property

Go Zone assets must be placed in service on or after August 28, 2005 and before
January 1, 2008 (or January 1, 2009 for residential rental and non-residential real prop-

erty).

The Tax Relief and Health Care Act of 2006 has extended the bonus depreciation for
certain GO Zone property placed in service before January 1, 2011.

The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 ex-tended the bonus depreciation for certain GO Zone property placed in service
before January 1, 2012.

For additional rules relating to GO Zone assets, refer to “Qualified Gulf Opportunity
Zone Property,” page IV-33.

Assets placed in service in the Kansas Disaster Zone

Qualifying property is one of the following:

*  MACRS property with a recovery period of 20 years or less
e Section 167(f)(1)(B) computer software

*  Qualified leasehold improvements

*  Water utility property which has a 25-year recovery period

* Residential rental and non-residential real property

Kansas Disaster Zone assets must be placed in service on or after May 5, 2007 and on or
before December 31, 2008 (or 2009 for residential rental and non-residential real prop-

erty).

For additional rules relating to Kansas Disaster Zone assets, refer to “Qualified Recov-
ery Assistance Property,” page 1V-36.

IV-30

Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 1: First-Year Expensing IV
Bonus Depreciation

Assets placed in service in the Qualified Disaster Zone

Qualifying property is one of the following:

*  MACRS property with a recovery period of 20 years or less
e Section 167(f)(1)(B) computer software

*  Qualified leasehold improvements

*  Water utility property which has a 25-year recovery period

* Residential rental and non-residential real property

Qualified Disaster Zone assets must be placed in service after December 1, 2007 with
respect to disasters declared after December 31, 2007 and occurring before January 1,
2010. The property must also be placed in service by the end of the third calendar year
(fourth calendar year for non-residential real property and residential rental property).

For additional rules relating to Qualified Disaster Zone assets, refer to “Qualified Disas-
ter Assistance Property,” page [V-37.

Electing Out of the Bonus Depreciation

The first-year depreciation deduction is mandatory for qualifying assets unless an elec-
tion out is made. You make the election out by class of assets (i.e., 3-year, 5-year, and so
forth) for each applicable tax year in which qualified assets are placed in service. To
make the election, attach a statement to that effect to your tax return.

Note: If you do not take the first-year depreciation deduction and you fail to make the
election out, you must still reduce the basis of the property on which you calculate
MACRS depreciation by the first-year depreciation deduction.

Calculating the Bonus Depreciation

Calculate the first-year depreciation deduction by multiplying the depreciable basis of
the property by either 30%, 40%, 50%, or 100%.
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How to:

Asset’s Acquired Value, including freight and installation costs
minus Section 179A expense (clean fuel deduction)

minus Electric Vehicle Credit reduction amount

times Business + Investment-use percentage

minus Section 179 expense

minus Deduction for the removal of barriers
minus Disabled access credit

minus Enhanced oil recovery credit

minus Investment Tax Credit reduction amount

equals  Basis for calculation of the first-year depreciation deduction
times 0.30 [or .50, or .40, or 1.00]

equals  First-year depreciation deduction

The adjusted basis of the property is then reduced by the first-year depreciation deduc-
tion before regular depreciation is calculated in the placed-in-service year and following
years.

Example: ABC Services, a calendar year taxpayer, opens a new office in December
2001 and places in service qualifying office furniture and fixtures totaling $100,000.
The property is eligible for Section 179 expensing of $24,000 and the 30% first-year
depreciation deduction.

Result: Section 179 expense is subtracted from the basis before the 30% first-year
depreciation deduction is calculated. The 30% first-year depreciation deduction further
reduces the depreciable basis before MACRS depreciation is calculated.

The depreciable basis is:

Cost $100,00
Less Section 179 Expense - 24,000

Basis for 30% First-Year Depr. Deduction 76,000
Less 30% First-Year Depreciation Deduction - 22,800
Depreciable Basis $ 53,200
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The 2001 MACRS depreciation is:
7-year assets using the HY convention -

353,200

= $7,600
7 years x 200% x 1/2 year

Miscellaneous Rules

Previously, the first-year depreciation deduction limitation for qualifying passenger
automobiles and light trucks and vans increased by $4,600 if placed into service before
May 6, 2003, and by $7,650 if placed into service after May 5, 2003, but only for those
vehicles on which the 30% or 50% first-year depreciation deduction was taken.

The first-year depreciation deduction limitation for qualifying passenger automobiles
and light trucks and vans increases by $8,000 if placed in service from January 1, 2008
through December 31, 2018 but only for those vehicles on which bonus depreciation
deduction is taken.

If the 30%, 40%, 50%, or 100% first-year depreciation deduction was taken for regular
tax purposes, there is no AMT adjustment for the additional first-year depreciation
deduction, or for the depreciation deductions to be taken over the remainder of the
asset’s recovery period.

Qualified Gulf Opportunity Zone Property

The Gulf Opportunity Zone Act of 2005 enacted bonus depreciation for designated GO
Zones with 50% bonus depreciation allowed for both and real property.

In order for property to qualify for bonus depreciation, all of the following requirements
must be met:

*  The property must be property to which the general rules of MACRS apply.

*  Original use of property in the GO Zone must start with the taxpayer on or after
August 28, 2005. The GO Zone property can be used or new as long as the original
use of property criteria is met.

e The property must be acquired by the taxpayer by purchase on or after August 28,
2005, but only if no written binding contract for the property was in effect before
August 28, 2005, and must be placed in service on or before December 31, 2007, or
December 31, 2008 in the case of residential rental or non-residential real property.

The Tax Relief and Health Care Act of 2006 extended the 50% bonus depreciation for
certain property placed in service in the GO Zone through December 31, 2010. This
extension applies to nonresidential real property, residential real property, and personal
property used in a building within 90 days of the date the building is placed in service.

The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 extended the 50% bonus depreciation for certain property placed in service in the
GO Zone through December 31, 2011. This extension applies to nonresidential real
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property, residential real property, and personal property used in a building within 90
days of the date the build-ing is placed in service.

As is the case with New York Liberty Zone property, the taxpayer can elect out of bonus
depreciation.

Increase in Section 179 for Qualified Gulf Opportunity Zone Property

Under the provision within the Gulf Opportunity Zone Act of 2005, the maximum
amount that a taxpayer may elect to deduct under section 179 is increased by the lesser
of $100,000, or the cost of qualified section 179 Gulf Opportunity Zone property for the
taxable year.

The provision also provides a special rule for the reduction in the maximum deduction
for the cost of qualified section 179 Gulf Opportunity Zone property. Under this rule, the
reduction in limitation is increased by the lesser of $600,000, or the cost of qualified
section 179 Gulf Opportunity Zone property placed in service during the tax year. The
$600,000 amount is not indexed.

Qualified New York Liberty Zone Property

The Job Creation and Worker Assistance Act of 2002 created additional tax incentives
for taxpayers located in a New York Liberty Zone. In general, the provisions of the Act
that apply to the New York Liberty Zone allow the taxpayers additional time to claim
incentives and also include:

*  Expansion of the 30% Allowance to additional types of property
* Decrease in depreciable life for leasehold improvements

* Increase in the Section 179 deduction

Note: The 30% allowance is deductible for both regular tax and AMT purposes.

The New York Liberty Zone is defined under IRS Code Sec. 1400L as the area located
on or south of Canal Street, East Broadway (east of its intersection with Canal Street), or
Grand Street (east of its intersection with East Broadway) in the Borough of Manhattan
in the City of New York, New York.

Qualifying NY Liberty Zone property is one of the following:
*  MACRS property with a recovery period of 20 years or less
*  Water utility property, with a 25-year recovery period

*  Section 167(f)(1)(B) computer software

* Residential Rental and Non-Residential Real property, to the extent that it rehabili-
tates real property damaged, or replaces real property destroyed or condemned, as a
result of the September 11, 2001 terrorist attack.
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NY Liberty Zone property must also meet the following tests:
*  Property must be acquired after September 10, 2001.

e If property is acquired after September 10, 2001 and before September 11, 2004, it
must be “used” (since new property would qualify under 168(k), as defined under
“Qualifying Assets,” page 1V-29). If acquired after September 10, 2004, it can be
either new or used.

*  Property must be placed into service before January 1, 2007 (January 1, 2010 for
Residential Rental and Non-Residential Real property).

*  Substantially all property must be in use in the NY Liberty Zone, and used in the
active conduct of a trade or business in the NY Liberty Zone.

*  The original use of the property in the NY Liberty Zone must have begun after Sep-
tember 10, 2001. Used property qualifies if it has not previously been used within
the NY Liberty Zone.

The following property does not qualify as NY Liberty Zone property:

*  Property to which section 168(k) applies (the additional 30% or 50% depreciation
deduction, as defined under “Qualifying Assets,” page 1V-29)

* Listed property that is used 50% or less for business purposes

*  Property that is required to be depreciated under the Alternative Depreciation Sys-
tem (ADS)

* Qualified NY Liberty Zone Leasehold Improvement Property (as defined below)

Example: On December 15, 2002, you purchased and placed into service the following
assets:

*  New office furniture

*  Used computer

Assuming these assets meet all of the tests for NY Liberty Zone property (excluding the
“new” or “used” test), the office furniture would not be eligible for the special NY Lib-
erty Zone allowance because it is new property. However, it would be eligible for the
30% allowance under Section 168(k). On the other hand, the computer would qualify for
the special NY Liberty Zone allowance because it is used property.

Electing Out of the First-Year Depreciation Deduction for NY Liberty Zone
Property
You may elect out of the first-year depreciation deduction for NY Liberty Zone Property
by property class, similar to how you’d elect out of the first-year depreciation deduction
to which section 168(k) applies (refer to “Electing Out of the Bonus Depreciation,” page
IV-31, for those specific rules).

5-Year Recovery Period for Certain NY Liberty Zone Leasehold Improvement
Property

Qualified NY Liberty Zone Leasehold Improvement Property qualifies for a shorter
S5-year recovery period (as opposed to the normal 39-year life), in lieu of the first-year
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depreciation deduction. Eligible property must be placed in service after September 10,
2001 and before January 1, 2007. The class life of this property for purposes of the
Alternative Depreciation System is 9 years. As with all MACRS leasehold improvement
property, the SL method of depreciation is required.

The Working Families Tax Relief Act of 2004 included a technical correction that
allows a taxpayer to elect out of the 5-year recovery period for depreciation of qualified
NY Liberty Zone Leasehold Improvement Property. The rules for electing out are simi-
lar to those for electing out of bonus depreciation under code Section 168 (k)(2)(c)(iii).

Increase in Section 179 for Qualified NY Liberty Zone Property

The provisions within the Job Creation and Worker Assistance Act of 2002 include an
increase in the amount of Section 179 that can be taken for qualified NY Liberty Zone
property, effective for taxable years beginning on December 31, 2001 and before
January 1, 2007.

The provision increases the maximum dollar amount that can be deducted by the lesser
of (1) $35,000 or (2) the cost of qualifying property placed in service during the year.
This amount is in addition to the amount otherwise deductible under Section 179.

To qualify for this increased Section 179 deduction, the following must apply:

1. The property must be placed into service after September 10, 2001 and before Janu-
ary 1, 2007,

2. The original use of the property must commence in the NY Liberty Zone, and

3. The property must be substantially used in a trade or business located within the NY
Liberty Zone.

For purposes of calculating the phase-out of the Section 179 deduction, only 50% of the
cost of NY Liberty Zone property is included in the Total Cost of Section 179 property
placed in service during the year, similar to the rules for enterprise zones.

If the property ceases to be used in the NY Liberty Zone, the recapture rules apply (refer
to “Section 179 Expense Recapture Rules,” page IV-16).

Qualified Recovery Assistance Property

The 2008 Farm Act provides additional first-year depreciation deduction equal to 50
percent of the adjusted basis, and increases Section 179 expense deduction for qualified
Recovery Assistance property located within the Kansas Disaster Area. The following
24 counties make up the Kansas Disaster Area as defined under IRS Code Section
1400N(d): Barton, Clay, Cloud, Comanche, Dickinson, Edwards, Ellsworth, Kiowa,
Leavenworth, Lyon, McPherson, Osage, Osborne, Ottawa, Phillips, Pottawatomie, Pratt,
Reno, Rice, Riley, Saline, Shawnee, Smith, and Stafford.

Qualifying Recovery Assistance property is one of the following:
*  MACRS property with a recovery period of 20 years or less
e Section 167(f)(1)(B) computer software
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*  Qualified leasehold improvements
*  Water utility property which has a 25-year recovery period

* Residential rental and non-residential real property

Qualifying Recovery Assistance property must also meet the following tests:

*  Substantially all property must be used in the Kansas Disaster Zone, and in the
active conduct of a trade or business in the Kansas Disaster Zone.

e The original use of the property in the Kansas Disaster Zone must commence on or
after May 5, 2007. Used property may qualify so long as it has not previously been
used within the Kansas Disaster Zone.

*  The property must be acquired by purchase on or after May 5, 2007 and placed in
service on or before December 31, 2008 (or 2009 for nonresidential real property
and residential rental property).

The following property does not constitute qualified Recovery Assistance property:
e Alternative depreciation property (ADS)
e Tax-exempt bond-financed property

*  Qualified revitalization buildings

Electing Out of the First-year Depreciation Deduction

You may elect out of the first-year depreciation deduction for qualified Recovery Assis-
tance property by property class, similar to how you would elect out of the first-year
depreciation deduction to which section 168(k) applies (refer to “Electing Out of the
Bonus Depreciation,” page IV-31, for those specific rules).

Increase in Section 179 for Qualified Recovery Assistance Property

Under the provision within the 2008 Farm Act, the maximum amount that a taxpayer
may elect to deduct under section 179 is increased by the lesser of $100,000, or the cost
of qualified section 179 Recovery Assistance property for the taxable year. The provi-
sion applies with respect to qualified section 179 Recovery Assistance property acquired
on or after May 5, 2007, and placed in service on or before December 31, 2008.

The provision also provides a special rule for the reduction in the maximum deduction
for the cost of qualified section 179 Recovery Assistance property. Under this rule, the
reduction in limitation is increased by the lesser of $600,000, or the cost of qualified
section 179 Recovery Assistance property placed in service during the tax year. The
$600,000 amount is not indexed.

Qualified Disaster Assistance Property

The Emergency Economic Stabilization Act of 2008 provides a new tax relief package
for victims of all Federally-declared disasters occurring after December 31, 2007 and
before January 1, 2010 to include the bonus 50% first year depreciation for property
placed in service through December 31, 2012 (December 31, 2013 for real property),
and the increase in Section 179 expense deduction.
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Qualifying Disaster Assistance property is one of the following:
*  MACRS property with a recovery period of 20 years or less

e Section 167(f)(1)(B) computer software

*  Qualified leasehold improvements

*  Water utility property which has a 25-year recovery period

* Residential rental and non-residential real property

Qualifying Disaster Assistance property must also meet the following tests:

e Substantially all property must be used in the disaster area with respect to a feder-
ally declared disaster occurring before January 1, 2010, and in the active conduct of
a trade or business in that disaster area.

*  The property must rehabilitate property damaged, or replace property destroyed or
condemned, as a result of the federally declared disaster,

e The original use of the property in the disaster area must begin on or after the appli-
cable disaster date.

*  The property must be acquired by purchase on or after the applicable disaster date
and placed in service by the end of the third calendar year (or fourth calendar year
for nonresidential real property and residential rental property). An applicable disas-
ter date is the date on which the disaster occurs.

The following property does not constitute qualified Disaster Assistance property:

*  Qualified property to which the 50% bonus depreciation and exemption from the
AMT depreciation adjustment applies

*  Gambling, racing and certain other leisure facilities
* Alternative depreciation system property (ADS)
e Tax-exempt bond financed property

*  Qualified revitalization buildings

Electing Out of the First-year Depreciation Deduction

You may elect out of the first-year depreciation deduction for qualified Disaster Assis-
tance property by property class, similar to how you would elect out of the first-year
depreciation deduction to which section 168(k) applies (refer to “Electing Out of the
Bonus Depreciation,” page [V-31, for those specific rules).

Increase in Section 179 for Qualified Disaster Assistance Property

Under the provision within the Emergency Economic of Stabilization Act of 2008, the
maximum amount that a taxpayer may elect to deduct under section 179 is increased by
the lesser of $100,000, or the cost of qualified section 179 Disaster Assistance property
for the taxable year. The provision applies with respect to qualified section 179 Disaster
Assistance property acquired on or after the applicable disaster date and placed in ser-
vice by the end of the third calendar year (or fourth calendar year for nonresidential real
property and residential rental property).
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The provision also provides a special rule for the reduction in the maximum deduction
for the cost of qualified section 179 Disaster Assistance property. Under this rule, the
reduction in limitation is increased by the lesser of $600,000, or the cost of qualified
section 179 Disaster Assistance property placed in service during the tax year. The
$600,000 amount is not indexed.

If the property ceases to be used predominantly in a trade or business within the disaster
area, the recapture rules apply (refer to “Section 179 Expense Recapture Rules,” page
IV-16).
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The Tax Reform Act of 1986 changed the depreciation methods and lives for assets
placed in service after December 31, 1986. Because these changes modified the depreci-
ation system existing at the time (known as the Accelerated Cost Recovery System;
ACRS), the new depreciation method became known as “Modified” ACRS, and thus
MACRS came into existence.

The principal changes made by MACRS, as compared to ACRS, were:
* Revised property classes.
e Longer recovery periods for most assets, especially for real property.

* A faster cost recovery rate for personal property, generally using the double declin-
ing-balance method rather than the 150% declining-balance method used under
ACRS.

* A slower rate for real property, mainly using the straight-line method.

The MACRS methods created by the Tax Reform Act of 1986 are mandatory for depre-
ciable property placed in service by a business after 1986. There is, however, an excep-
tion for certain property placed in service after 1986 that, due to an earlier contract,
construction, or fund commitment, is depreciated under ACRS. Also, transitional rules
were created for property placed in service after July 31, 1986, whereby the taxpayer
could elect to treat such assets according to either MACRS or ACRS.

MACRS consists of two systems of depreciation. The principal system, sometimes
referred to as the General Depreciation System (GDS), is used the majority of the time.
The secondary system, called the Alternative Depreciation System (ADS), is used only
if required by law or if the business elects it. The main difference between the two sys-
tems is that the latter generally uses a longer recovery period and always uses
straight-line depreciation.

Sage Fixed Assets - Depreciation Fundamentals IV-41



IV Section IV: Chapter 2: Modified Accelerated Cost Recovery System (MACRS)
MACRS Recovery Periods

MACRS Recovery Periods

There are eleven classes of property according to MACRS that determine the property’s
recovery period. We will list them here along with a brief description of each, as well as
the depreciation method generally used if the Alternate MACRS method (ADS) is not
elected.

Description

3-year DDB Property with a class life of 4 years or less, including any race horse
placed in service before January 1, 2017, any race horse more than 2
years old placed in service after December 31, 2016, any horse other
than a race horse more than 12 years old, and qualified rent-to-own

property.

S5-year DDB Property with a class life of 5 to 9 years, including any automobile or
light general purpose truck, semi-conductor manufacturing equipment,
computer-based telephone central office switching equipment, qualified
technological equipment, property used in research and experimentation,
certain energy property, and machinery or equipment used in a farming
business placed in service from January 1, 2009 to December 31, 2009.

7-year DDB Property with a class life of 10 to 15 years, including any railroad track,
motorsports entertainment complex, Alaska natural gas pipeline, and
natural gas gathering line placed in service after April 11, 2005.

10-year DDB Property with a class life of 16 to 19 years, including any single purpose
agricultural or horticultural structure, tree or vine bearing fruit or nuts,
qualified smart electric meter, and qualified smart electric grid system.

15-year 1.5 DB | Property with a class life of 20 to 24 years, including any municipal
wastewater treatment plant, telephone distribution plant and comparable
equipment, retail motor fuels outlet, qualified leasehold improvement
property and qualified restaurant property placed in service after
October 22, 2004 and before December 31, 2017, qualified
improvement property after December 31, 2018 initial clearing and
grading land improvements with respect to gas utility property, property
used in the transmission at 69 or more kilovolts of electricity for sale
placed in service after April 11, 2005, natural gas distribution line
placed in service after April 11, 2005 and before January 1, 2011, and
qualified retail improvement property placed in service after December
31, 2008.

20-year 1.5 DB | Property with a class life of more than 24 years, including any initial
clearing and grading land improvements with respect to any electric
utility transmission and distribution plant.

25-year SL Water utility property and municipal sewers, placed in service after
June 12, 1996.
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Description

27.5-year | SL Residential rental property where 80% of the gross rental income is
derived from providing living accommodations (as opposed to transient
accommodations, e.g., hotels), including low-income housing.

Note: To be considered transient, more than half of the units need to be
used on a temporary basis.

31.5-year | SL Nonresidential real property placed in service before May 13, 1993.

39-year* | SL Nonresidential real property placed in service after May 12, 1993.

50-year | SL Any railroad grading or tunnel bore (these will not be covered in this
guide—for more information, see IRS Code Sec. 168(d), 168(e)(4),
etc.).

*  As frequently happens when a tax law change involves real property, there are tran-
sitional rules for 39-year property. The 39-year recovery period does not apply to
nonresidential real property placed in service before January 1, 1994 if:

a. The taxpayer, or qualified person, entered into a binding written contract to pur-
chase or construct the property before May 13, 1993, or

b. Construction of the property was begun by or for the taxpayer, or qualified per-
son, before May 13, 1993.

If either of the above applies, such property will have a 31.5-year recovery period.

How To:

Once property is identified as MACRS property, you will need to turn to Tables 1-3 in
Section VI: “Tables.” For each asset we have shown a class life, a recovery period for
MACRS, and a recovery period for Alternate MACRS (ADS). We have alphabetized
the tables to assist you in determining the correct asset class. See “Tables 1-3,” page
VI-2, which will help you locate a particular asset quickly.

Note: For purposes of MACRS, the “class lives” are used to determine the property’s class
and, thus, the recovery period. Since we have determined the recovery periods for you, you
may ignore the class lives in these tables for the time being.

Additions or improvements made to property, including leased property (i.e., leasehold
improvements), are treated as separate property items. However, they are depreciated in
the same manner as the underlying property would be if such property had been placed
in service on the same date as the improvement. The recovery period for any additions
or improvements begins on the later of:

e the date the addition or improvement is placed in service, or
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* the date the property to which the addition or improvement is made is placed in ser-
vice.

MACRS Averaging Conventions

In the beginning of this section of the guide, we described the principal averaging con-
ventions used for income tax reporting purposes. Under MACRS, these conventions are
not optional but are determined, generally, by the type of property. There is also a spe-
cial rule for when a large amount of property is placed in service late in the tax year:

*  Half-Year Convention: Used for all MACRS property except residential rental and
nonresidential real property.

*  Midmonth Convention.: Used for residential rental and nonresidential real property.

*  Midquarter Convention: Used when more than 40% of qualifying property is placed
in service during the last 3 months of the tax year.

Half-Year Convention

The half-year convention treats all property placed in service, or disposed of, as if occur-
ring at the midpoint of the tax year. Therefore, the same amount of depreciation will be
taken regardless of when, during a taxable year, property is placed in service. The
half-year convention applies whether you use regular MACRS (GDS) or the alternate
MACRS (ADS), as well as to partial years.

When property is held for its entire recovery period, a half-year of depreciation is allow-
able in the tax year following the tax year in which the recovery period ends. For exam-
ple, if it is a 5-year asset, the business actually claims depreciation on it for 6 tax years:
a half-year of depreciation in the year placed in service, then for 4 full years, and,
finally, a half-year of depreciation in the sixth year.

How To:

To calculate the amount of depreciation under the half-year convention, simply compute
the full year’s depreciation and divide by two.

Midmonth Convention

The midmonth convention treats all property either placed in service or disposed of as if
the event occurred at the midpoint of the month. In other words, whether property is
placed in service on the first day of a month or the last day of the month, it will be
treated as if placed in service in the middle of the month (normally the 15th day). The
midmonth convention is always applied without regard to the tax year, and therefore is
not affected by a short year.
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How To:

To calculate the amount of depreciation under the midmonth convention, compute the
full year’s depreciation and multiply by the following fraction:

Number of full months property was used for the year + .5
12

Example: XYZ, a calendar-year corporation, placed in service MACRS residential
rental property on March 30. It is an apartment building in the 27.5-year class and cost
$500,000. A full year’s depreciation for the property is $18,182.

Result: The depreciation for the first year of the property’s recovery period is $14,394,
computed as follows:

$18,182 x % = $14,394

Sage Fixed Assets - Depreciation Fundamentals IV-45



IV

Section IV: Chapter 2: Modified Accelerated Cost Recovery System (MACRS)
MACRS Averaging Conventions

TIP

Since property placed in service on the last day of the month is still entitled to a half month's
depreciation for that month, it is possible to claim an additional month's depreciation just by
placing property in service a few days earlier (when possible), rather than the first day of the fol-
lowing month. For example, if property can be placed in service on March 30 rather than on
April 1, an additional month of depreciation may be deducted.

Midquarter Convention

Earlier we mentioned a special rule for when a large amount of property is placed in ser-
vice late in the tax year. This is known as the midquarter convention. The midquarter
convention is mandatory when applicable, takes precedence over the half-year con-
vention, and applies to whichever MACRS depreciation method you are using,
including the MACRS Alternative Depreciation System (ADS).

The 40% Test

If during any tax year more than 40% of the total depreciable basis of qualifying prop-
erty (defined later) is placed in service during the last 3 months of the tax year, the
midquarter convention applies. Under the midquarter convention, all property either
placed in service or disposed of is treated as if occurring at the midpoint of the quarter.

Note: Since it is “the last 3 months of the year,” not “the last quarter of the year,” if, for
example, the tax year only consists of 3 months, the midquarter convention will automat-
ically apply to all qualifying depreciable property placed in service that year.

The 40% test is usually applied at the partnership or S corporate level unless the IRS
determines that the entity is being used for the principal purpose of avoiding or inappro-
priately applying the midquarter convention. If this is the case, the 40% test will be
applied at the individual partner or shareholder level instead.

Generally, when an affiliated group files a consolidated tax return, all of the members
included on the return are treated as one taxpayer when applying the 40% test. For fur-
ther information on how the midquarter convention is applied to an affiliated group of
corporations, see IRS Reg. 1.168(d)-1(b)(5).

In certain transactions between corporations and their shareholders, and between part-
nerships and their partners, transfers of property may be made and no gain or loss will
be recognized (IRS Code Sec.168(i)(7)(B)(i)). If such a transfer occurs in the year in
which property is placed in service, the 40% test will be applied by treating the trans-
feree as the owner of the property. The transferred property is deemed placed in service
by the transferee on the date of the transfer. In other words, if the total basis of the trans-
feree's property placed in service during the last 3 months of the tax year, including the
transferred property, exceeds 40% of the basis of all property placed in service that year,
the midquarter convention will apply. The transferred property will not be taken into
account by the transferor when applying the 40% test for the year.
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Depreciable Basis Determination for Midquarter

Since only the “depreciable basis” of qualifying property is to be considered when
applying the 40% test, this means that the following is excluded from the determination
of basis:

1. The percentage of the property’s basis that is not used in the trade or business or
held for production of income.

Example: If an asset that is normally depreciable under MACRS is acquired by a
taxpayer who uses it in his business only 80% of the time the first year it is acquired,
only 80% of the asset’s basis is considered in determining if the 40% test applies.
The personal use portion of 20% is not considered.

2. Any portion of the property expensed under Section 179 (explained in the previous
chapter).

TIP
By electing to use the Section 179 expense, a taxpayer may avoid the midquarter convention if it
would be to his tax advantage to do so.

Example: XYZ, a calendar-year corporation, places in service two assets during the
year: Machine A costing $14,500 on May 1, and Machine B costing $10,500 on Decem-
ber 31. The midquarter convention will apply, since more than 40% of the XYZ prop-
erty was placed in service during the last 3 months of the tax year. However, XYZ may
avoid the midquarter by electing to expense the $10,500 cost of Machine B under Sec-
tion 179.

Property Qualifying for Midquarter

Property that must be included when determining whether or not a business has placed
in service more than 40% of its property in any one tax year is all MACRS depreciable
property except for:

* Residential rental property.
*  Nonresidential real property.

*  Property that is both placed in service and disposed of in the same tax year
(although if reacquired and again placed in service, it will be taken into account for
the 40% test, but only on the later of the dates it was used).

Note: Since property must be depreciated under MACRS to be included in the midquarter
calculation, property being depreciated under a Production or Use method is not includ-
ed.
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Calculating MACRS Depreciation Under the Midquarter Convention

How To:

To calculate the amount of depreciation under the midquarter convention, compute the
full year’s depreciation on each asset and then multiply by the following percentage,
based on which quarter of the tax year the property is placed in service:

Quarter of the tax year

property placed in
service Percentage
Ist 10.5/12=87.5%
2nd 7.5/12=62.5%
3rd 4.5/12=37.5%
4th 1.5/12=12.5%

TIP

Although the midquarter convention was intended to reduce the amount of depreciation for a
business that places most of its property in service late in the tax year, it actually can be advanta-
geous to the taxpayer, at times resulting in a larger depreciation deduction. This is because the
midquarter convention will result in a larger amount of depreciation than the half-year
convention for those assets placed in service during the first two quarters of the tax year.

Example: A calendar-year business places in service two 5-year assets: an $850 asset
on January 1 and a $650 asset on December 31.

Result: The midquarter convention applies:

Depreciabl Full Year Depreciatio
e Basis Depreciation X  Percentage = n Allowed
$850 $340 X 87.5% = $297.50*
$650 $260 X 12.5% = 32.50
Total Depreciation = $330

Example: Same example as above except both assets are now placed in service on May
1.
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Result: The midquarter convention no longer applies and the half-year convention must

be used:
Depreciabl Full Year Depreciatio
e Basis Depreciation X  Percentage = n Allowed
$850 $340 X 50% = $170*
$650 $260 X 50% = 130
Total Depreciation = $300

*  More depreciation may be deducted when the midquarter convention is used than when the half-year conven-
tion is used. Although the asset acquired later in the year for $650 received a lot less depreciation under the
midquarter convention, the asset placed in service in the first quarter of the year, in the first example, received
much more depreciation under the midquarter convention.

However, in the majority of instances, less depreciation is in fact allowed under the mid-
quarter convention than when using the half-year convention. Each set of circumstances
needs to be computed under both conventions if you want to make the best decision for
the business.

Remember that when the midquarter convention applies, it is mandatory to use it. The
only flexibility you may have is either in the timing of when the property is placed in
service or by electing to use the Section 179 expense.

MACRS Depreciation Methods

There are five different depreciation methods under MACRS. All except the last one
(the Alternative Depreciation System; ADS) are restricted to certain classes of property.
They will all recover 100% of an asset’s depreciable basis, since they ignore salvage
value, but they will do so at different rates. We will list them here in descending order,
according to their speed of cost recovery:

1. 200%, or double declining-balance method (DDB), over the GDS (General Depreci-
ation System) life. This is used for property in the 3-, 5-, 7-, and 10-year classes.*

2. 150%, or 1.5 declining-balance method (1.5 DB), over the GDS life. This is used for
property in the 15- and 20-year classes, and for all property placed in service in a
farming business after 1988.*

3. You can elect to use the 150% declining-balance method either over the GDS life,
for property placed in service after 12/31/98, or over the longer ADS life, for prop-
erty placed in service before 1/1/99. (The change in the recovery period used for this
election was due to the IRS Restructuring and Reform Act of 1998.) This election
may only be made for property described in 1. or 2. above.*
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How To:

This election is made by entering “150 DB” in column (f) of Part II of IRS Form
4562, Depreciation and Amortization.

* In all three of the above methods you must switch to the straight-line method
when that method results in a larger deduction! (For an explanation of how to
compute “Remaining Value Over Remaining Life”, see Section III: “Deprecia-
tion for Financial Reporting.”)

4. Straight-line method over the GDS recovery period. This method must be used for
all property in the 25-, 27.5-, 31.5-, and 39-year recovery classes and for trees and
vines that bear fruit or nuts. The taxpayer may also elect to use it for any property
over the regular (GDS) recovery period.

How To:

The election for using straight-line depreciation is made by entering “SL” in column
(f) of Part III of IRS Form 4562, Depreciation and Amortization.

5. Straight-line method over the fixed Alternative Depreciation System (ADS) lives.
This method is required to be used for certain types of property and may be elected
for all others. It differs from the straight-line method mentioned in 4. above, as it has
longer recovery periods for many types of property. This is, therefore, the slowest of
all the MACRS depreciation methods and is described in detail later in this chapter.

How To:

The ADS election is made by completing line 20 of Part III of IRS Form 4562,
Depreciation and Amortization.

Note: All depreciation methods under MACRS that require an election (see 3., 4., and 5.
above) must be elected on a timely filed income tax return (including extensions). The
elections are irrevocable, and they apply to all assets within the same class placed in ser-
vice in the tax year of the election, with the following exception: if electing ADS for
27.5-, 31.5-, or 39-year property, the election only applies on a property-by-property ba-
sis.

Since the first three of these methods use accelerated depreciation methods for the early
years of an asset’s recovery period, they will result in larger deductions for those years.
The last two methods use straight-line and will, therefore, result in equal amounts of
depreciation over an asset’s full recovery period, except for the first and last years due to
the application of the averaging conventions.
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Except for the limitations mentioned above, which restrict most of these methods to cer-
tain property classes, the selection is left to the taxpayer, who will choose whichever
method he feels is most appropriate.

TIP
The following are some of the factors used in deciding which depreciation method to use:

*  The straight-line methods obviously simplify record keeping and income forecasting, since
future years’ depreciation amounts are relatively easy to calculate once an asset is set up on
a depreciation schedule.

*  Depending on the taxable income a business expects, it may want to choose a method
whereby the largest deductions are available in the years of greatest income. For example, if
a business purchases an asset and knows that it already has a large amount of taxable income
for the year, it might select the accelerated method in 1. or 2. above, in order to maximize its
depreciation deductions for the year, thereby reducing income.

*  Using the Alternative Depreciation System (ADS) for either personal or real property, or the
150% declining-balance method for personal property, will eliminate the depreciation
adjustment for the Alternative Minimum Tax computation.

*  The business may have a net operating loss (NOL) being carried over from prior years that is
about to expire and, therefore, will elect to use a slower method of depreciation. This will
increase the current year’s taxable income that can then be absorbed by the NOL, while pre-
serving the depreciation deductions for future years.

Calculating MACRS Depreciation

You can compute MACRS depreciation in two ways:
* cither by using percentage tables or

* by making a manual calculation.

Percentage Tables

The easiest method is to use the percentage tables given in Section VI: “Tables.” Pre-
ceding these tables is a guide to choosing the appropriate table, based on the type of
MACRS depreciation method chosen and the averaging convention used. These tables
cannot be used if the business has a short tax year or if, for example, the basis of the
asset needs to be adjusted for a casualty loss.

How To:

The process of calculating MACRS depreciation when using the percentage tables
involves the following 4 steps:

1. Determine the property’s recovery period by looking at Tables 1-3 in Section VI:
“Tables.” The assets are listed in alphabetical order. The GDS life, needed for the
first three depreciation methods described above, is found in these tables and is
identified as the MACRS Recovery Period. These tables also give the Alternate
MACRS Recovery Period, for use under ADS. For assistance, see “Tables 1-3,”
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page VI-2.

2. Turn to “MACRS Percentage Tables,” page VI-14, and select the appropriate Per-
centage Table. To do this you need to know the property’s recovery period (deter-
mined in Step 1) and the applicable averaging convention, as well as having made a
decision as to which method of depreciation you want to use.

3. Turn to the Percentage Table selected in Step 2, and find the applicable percentage
by first locating the property’s recovery period (or the month placed in service if it
is real property) and then finding the year of recovery for which you are computing
depreciation.

>

4. Multiply the property’s “unadjusted basis” by the percentage. When using the per-
centage tables, the unadjusted basis is the basis not reduced by any prior deprecia-
tion claimed, although it is reduced by any amount for which you elected the
Section 179 expense.

In describing the first three MACRS depreciation methods (DDB and 1.5 DB), we men-
tioned that you must switch to straight-line when it provides a larger deduction. This
switch to straight-line is already built into the percentage tables for you.

Example: You need to determine the depreciation for a computer placed in service last
year that cost $10,000. The business did not need to use the midquarter convention last
year, did not elect the Section 179 expense, and used the most accelerated depreciation
method possible, 200% DB. The computer is used 100% in the business.

Result:
1. As found in Table 1, a computer has a 5-year recovery period.

2. Find the Percentage Table (Table M 1) for the 5-year recovery period, using the
DDB method of depreciation, and for the half-year convention.

3. Looking down at the far left-hand column, find the second year of recovery and then
look across to the 5-year column. The percentage is 32%.

4. Multiply 32% times the $10,000 cost for the current year’s depreciation of $3,200.

Manual Calculation

You can also compute the deduction using the applicable depreciation method and aver-
aging convention, over the property’s recovery period.

The actual mechanics for making the calculations under double- declining balance
(DDB), 150% declining-balance (1.5 DB), and straight-line (SL) are all described in
Section III: “Depreciation for Financial Reporting.” Remember that unlike using the
MACRS Percentage Tables, when computing the declining-balance depreciation meth-
ods manually, each year the asset’s basis will be reduced by any accumulated deprecia-
tion taken. Also, when depreciating property under MACRS, although you are using the
same basic depreciation methods as for financial reporting, there are three differences:
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1. You must switch to the straight-line method when it provides a larger deduction than
the declining-balance method (this is not optional).

2. Ifin the first or final year of depreciation, you must use the correct applicable aver-
aging convention (the correct convention to use is dictated by statute, not by
choice).

3. Salvage value is never taken into account under the accelerated methods, and it
does not reduce depreciable basis under the straight-line method.

Manual Calculations for Different Methods

For all examples below, assume a calendar-year taxpayer and no Section 179 expense is
elected.

MACRS Straight-Line Depreciation

We are referring to this as the “MACRS straight-line method,” rather than the Alterna-
tive MACRS method (ADS), because it is used for property being depreciated over
either its GDS or ADS recovery period.

How To:

When computing straight-line depreciation, simply compute what the depreciation
would be for a full 12-month year and then multiply this amount by the applicable aver-
aging convention if it is the first or final year.

Example: 5-year property with a depreciable basis of $1,000. Assume the half-year
convention.

Result: 1/5 x $1,000 =$200, which is a full year’s depreciation.

Year I:  $200 x 6/12 (half-year convention) = $100
Year 2: = $200
Year 3: = $200
Year 4: = $200
Year 5: = $200
Year 6:  *$200 x 6/12 (remaining half year) = $100

Total Depreciation = $1,000

*  Remember that one additional year after the recovery period is always allowed.

Example: Same as above, except assume that the property was placed in service on
May 30, and that the midquarter convention applies (due to other property placed in ser-
vice the same year).
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Result:
Year 1:  $200 x 7.5/12 (or 62.5%) = $125
Year 2: = $200
Year 3: = $200
Year 4: = $200
Year 5: = $200

Year 6: *$200 x 4.5/12* = $75

Total Depreciation = $1,000

*  Since the asset was placed in service on May 30, and the midquarter convention applies, it is as if the asset
was placed in service at the midpoint of the second quarter of the year. Therefore, it is treated as if used for 7.5
months during its first year. In the final year after the recovery period, the asset is deemed to be used the
remaining 1.5 quarters, or 4.5 months (12 months less 7.5 months = 4.5 months).

Example: Consider residential rental property costing $25,000 that has a 27.5-year
recovery period and is put into service on September 3. Remember that the midquarter
convention never applies to 27.5-year property, so the applicable convention is always
midmonth.

Result: 1/27.5 x $25,000 = $909, which is a full year’s depreciation.

Therefore:
Year 1:  $909 x 3.5/12 = $265
Year 2-28:  $909 each year (for 27 years) = $24,545
Year29: $909 x 2.5/12* = $190  (rounding = 2)
Total Depreciation = $25,000

* In the year it was placed in service, it received 3.5 months of depreciation. Therefore, since it has a 27.5-year
life, it had 2.5 months left to depreciate in the year after the end of the recovery period (27 years, 6 months
less 27 years, 3.5 months = 2.5 months).

MACRS Declining-Balance Methods

Both the 200% and the 150% declining-balance methods are available. Again, the sim-
plest way to handle the computations is to compute depreciation for a full year and then
apply the applicable averaging convention.
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How To:

Taken by steps:

1. Divide 1 by the recovery period to determine the rate.

2. Determine the depreciable basis of the asset, reduced by prior depreciation taken.

3. Determine the declining-balance rate: 2 for 200% and 1.5 for 150%, depending on
the class of property being depreciated and the method being used.

4. Determine the applicable averaging convention if this is the first or final year for
depreciating the property.

5. Multiply the result of each step by the following step.

Example: Consider 5-year property with a depreciable basis of $1,000. Assume no
depreciation elections are made and the half-year convention applies.

Result: 5-year property uses the 200% declining-balance method.

1.
2.
3.

4.
5.

1/5 =20%.
For year 1, the depreciable basis is $1,000.

S-year property uses the 200% rate (we are not electing to use the 150% rate over
the ADS life), so we use “2”.

Half-year convention is 6/12.

20% x $1,000 x 6/12 x 200% = $200 = Depreciation for year 1.

For year 2: Same as above, except subtract out the prior depreciation ($200) from the
basis, and the averaging convention does not need to be considered:

20% x ($1,000 — $200) x 2 = $320

Example: Same as above, but assume the midquarter convention, with the asset being
placed in service February 20.

Result: Same as above, except the midquarter convention results in:
10.5/12 = 87.5% for Step 4.

Year1: 20% x $1,000 x 2 x 87.5% = $350
Year2: 20% x ($1,000 — $350) x 2 = $260
Year3: 20% x ($1,000 — $610) x 2 = $156
Year4: 20% x ($1,000 — 766) x 2 = $ 93.60
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However, switching to straight-line depreciation (Remaining Value over Remaining Life) is
required when it produces a greater amount, which it does in year 4:

Remaining basis ($1,000 — $766)

Year 4: = 110
ear Remaining life of 2.125 years 5
Year 5: Continuing with the straight-line method:
Remaining basis (31,000 — 8876) _ $110

Remaining life of 1.125 years

Year 6: When converting to straight-line from a declining-balance method, at the
beginning of any tax year when the remaining recovery period is less than 1 year, the
applicable rate for that year is 100%. Therefore, the final year’s depreciation is $14.

MACRS Alternative Depreciation System (ADS)

The Alternative Depreciation System under MACRS may be elected for any class of
property. It basically uses the straight-line method (although salvage value is ignored),
with the same MACRS averaging convention rules, but usually over a longer recovery
period.

When ADS Is Required
There are certain types of property for which ADS must be used:

*  “Luxury” cars and “Listed” property if used 50% or more for personal use. (See
Section [V: “Chapter 4: Passenger Automobiles and Other Listed Property.”)

e Tangible property used predominantly outside the United States (see IRS Code Sec.
168(2)(4)).

*  Any tax-exempt use property (see IRS Code Sec. 168(h)).
*  Tax-exempt bond financed property (see IRS Code Sec. 168(g)(5)).
e Certain imported property (see IRS Code Sec. 168(g)(6)).

e All farm property, if the farm has elected not to apply the uniform capitalization
rules, per IRS Code Sec. 263A(d)(3), to any plant or animal produced.

Note: ADS must also be used by a corporation when computing depreciation on any
MACRS property for calculating Earnings and Profits.

When ADS Is Elected

The Alternative Depreciation System may be used for any MACRS depreciable prop-
erty. For residential rental property and for nonresidential real property, the election may
be made on a property-by-property basis. For all other property, when the election is
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made, it will apply to all property in that particular property class that is placed in ser-
vice during the tax year of the election. For example, let’s say the election is made to use
ADS on a computer placed in service this year. Since a computer is 5-year property,
ADS must also be used on any other 5-year property placed in service this year. The
election to use ADS is made on a year-by-year basis.

How To:

The election to use ADS is made by completing line 20 of Part III of IRS Form 4562,
Depreciation and Amortization.

Recovery Periods Under ADS

Although sometimes the recovery periods under the Alternative Depreciation System
are the same as under regular MACRS, generally they are longer. The chart below lists
some of the property types that have significantly longer recovery periods. Remember
that the ADS recovery periods for all property may be found by looking at Tables 1-3 in
Section VI: “Tables.”

ADS Recovery

Property Type Period
Personal property with no class life 12 years
Residential rental property 40 years
Nonresidential real property (31.5- and 39-year property) 40 years
Single-purpose agricultural structures 10 years
Trees and vines bearing fruit or nuts 20 years

Short Tax Years

MACRS depreciation is computed on a tax-year basis. Recovery periods, however, are
based on 12-month periods, without regard to the tax year. This is why, for example,
3-year property using the half-year convention is actually depreciated over 4 tax years.

A short tax year is any year with less than 12 months. This can happen at any time, such
as when a taxable entity changes its tax year, but most commonly occurs when an entity
first starts doing business. If depreciable property is placed in service during a short
year, the process of calculating depreciation is different from when the short year occurs
after you have started to depreciate an asset. This is due to the averaging conventions
that need to be used when property is first placed in service.
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In either case, however, the percentage tables may not be used when a short tax year is
involved. The basic procedure is first to determine depreciation for a full 12 months and
then to multiply it by a fraction:

Number of months (including half months) property is deemed placed in service
12%

*  Note that the denominator is a/ways 12, even when making a short-year calculation. The objective is to deter-
mine the number of months the property is considered to be in service, and then multiply this by the calculated
full year’s depreciation on the property.

Property Placed in Service in a Short Year

A short tax year will affect the application of both the half-year and the midquarter aver-
aging conventions. It has no effect on the midmonth convention, however.

Half-Year Convention

Since under the half-year convention the asset receives a half-year’s worth of deprecia-
tion, this will obviously be a lesser amount if the year is less than 12 months.

How To:

When applying the half-year convention to a short year, the averaging convention,
instead of being: 6 months/12 months, will now have a numerator that reflects half of
the number of months the tax year consists of, and a denominator that will always be 12.

All tax years are considered to start as of the first day of a month. Therefore, if a corpo-
ration starts doing business on September 23, the tax year is treated as beginning on
September 1. Also, if there are successive short years with 1 year ending and the next
year beginning in the same month, the first short year will not include the “shared”
month. This prevents any month being taken into account twice.

Example: XYZ, a calendar-year corporation, starts doing business on May 17 and
places in service all of its equipment on the same day.

Result: The tax year has 8 months, and its equipment, using the half-year convention,
will be treated as being used for 4 months. When computing depreciation on the equip-
ment, go through the same steps as usual, except use 4/12 when multiplying by the aver-
aging convention.

Example: Assume the above corporation had started business on June 3.

Result: The short year consists of 7 months. The fraction to be used would, therefore, be
3.5/12.

Example: A business has 2 short tax years. The first year begins May 1 and ends
August 5. The second year starts August 6 and ends January 31.
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Result: The first year is deemed to have 3 months, consisting of May, June, and July.
The second year has 6 months, consisting of August through January.

The above computation is slightly more complex when a short tax year begins on a day
other than the first day of a month and ends on a day other than the last day of a month.
When this occurs the computation must be made initially on the basis of days.

How To:

Determine the number of days in the short year and then divide by 2. If the resulting date
is not either the first or midpoint of a month, then the property is treated as placed in ser-
vice (or disposed of) on the nearest preceding first or midpoint of that month.

Example: A business has a short tax year beginning March 4 and ending June 21.

Result: The short tax year consists of 110 days, with the midpoint being 55 days, or
April 27. The property is considered to be put in service on April 15.

Property subject to the half-year convention is, therefore, always treated as placed in
service (or disposed of) on either the first day or on the midpoint of a month.

Midquarter Convention

Remember that when determining whether or not the midquarter convention applies,
you need to look at the depreciable basis of qualifying property placed in service during
the last 3 months of the year. It is immaterial how short the tax year is. Therefore, a tax
year of 3 months or less will automatically require that the midquarter convention be
used.

How To:

1. Determine the number of months in the year and divide by 4, thereby dividing the
year into quarters.

2. Divide a quarter by 2 to determine the midpoint.

If the year has either 4 or 8 months, you can determine the length of a quarter on the
basis of whole months. If this is not the case, you need to determine the quarters on
the basis of actual days. Then, if the quarter divided by 2 results in a day that is not
either the first or midpoint of a month, treat the property as being placed in service
on the nearest preceding first or midpoint of that month.

3. Calculate the depreciation for a full year and then multiply by the following frac-
tion:

Number of months (including half months) property is deemed placed in service
12
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Example: XYZ started business on April 10, and is a calendar-year corporation. 5-year
property costing $1,000 was placed in service November 7, and the midquarter conven-
tion applies.

Result: Since the tax year consists of 9 months, you must calculate on the basis of days.
The tax year has 264 days. Divide 264 by 4 to determine that a quarter consists of 66
days. Divide 66 by 2 to get the midpoint of each quarter, which is the 33rd day. The fol-
lowing chart shows the quarters for the year, the midpoint of each quarter, and the date
in each quarter when property will be considered to be placed in service:

‘ Date Deemed
Quarter Midpoint Placed in Service
April 10-June 14 May 12 May 1

June 15-Aug. 19 July 17 July 15

Aug. 20—Oct. 24 Sept. 22 Sept. 15

Oct. 25-Dec. 31 Nov. 26 Nov. 15

In this example the property will be treated as placed in service on November 15. The
calculation is as follows:

1/5x $1,000 x 2 (DDB) x 1.5/12 =$50

Subsequent Tax Years

When property is placed in service during a short year, you will need to manually com-
pute the depreciation in all subsequent years for that property. This may be done by one
of two methods: the simplified method or the allocation method. Whichever method is
chosen must be used consistently until the year of change to the straight-line method.

Simplified Method

How To:

Compute depreciation in all subsequent years by multiplying the unrecovered basis of
the property (i.e., its depreciable basis less all prior year's depreciation) by the applica-
ble depreciation rate.

Example: In the last example above, XYZ placed in service 5-year property in a short
year, costing $1,000, and deducted $50 of depreciation the first year, using the midquar-
ter convention.

Result: The applicable depreciation rate is:
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1/5 x 2 (DDB) = 40%

Tax Depreciatio
Year Method n
1 DDB 40% x $1,000 x 1.5/12 = $ 50
2 DDB  40% x ($1,000 — $50) = 380
3 DDB 40% x ($1,000 — $430) = 228
4 DDB  40% x ($1,000 — $658) = 137
5 SL* &00?,8_—;57&) = 109
6 SL = 96
Total Depreciation = $1,000

*  Note that in the fifth year, the deduction is greater under the straight-line method, so the switch to straight-line
is made. During the first year, the property was depreciated for 1.5 months. Therefore, in the fifth year, the
remaining life is:

5 years or 60 months
less 3 years and 1.5 months or  37.5 months
equals 1 year and 10.5 months or  22.5 months

22.5 th
therefor ALOMEs = 1.875 years
e 12

Allocation Method

How To:

Compute depreciation in all subsequent years by allocating to the tax year the amount of
depreciation attributable to each recovery year, or part of a recovery year that falls
within that tax year. For each recovery year included in a tax year, multiply the attrib-
uted amount of depreciation by a fraction:

Number of months (including half months) of recovery year included in tax year
12

Because of the short tax year and averaging convention, the first year that an asset is
depreciated the taxpayer will deduct only the depreciation from a portion of the recovery
period’s first 12-month period. Therefore, the second (and each subsequent) tax year the
taxpayer will claim depreciation for:

* the remaining portion of the previous year’s recovery period’s depreciation and

e aportion of the current recovery period’s depreciation.
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Example: XYZ, a calendar-year corporation, placed in service 5-year property costing
$1,000 on April 3. It started business on March 15 and the half-year convention applies.

Result:
Tax Depreciatio

Year Method n
1 DDB 40% x $1,000 x 1.5/12* = $ 167

2 DDB 40% x $1,000 x 7/12 = $233
plus 40% x ($1,000 — $400) x 5/12 = 100 333

3 DDB 40% x ($1,000 — $400) x 7/12 = $140
plus  40% x ($1,000 — $640) x 5/12 = 60 200

4 DDB 40% x ($1,000 — $640) x 7/12 = $ 84
plus 40% x ($1,000 — $784) x 5/12 = 36 120
5 SL (51000 -5820) 00?.5_8*8*20 = 114
6 SL = 66
Total Depreciation = $1,000

*  Since the half-year convention applies and this is a short tax year of 10 months, the half-year convention frac-
tion is 10 : 2 =5, which is then divided by 12.

** Note that the switch to straight-line is made the fifth year. At the start of the fifth year, the property had been
depreciated for 3 years and 5 months, leaving 19 months of the recovery period: 19/12 = 1.58 years.

TIP

Generally, both the simplified and the allocation methods will result in the same amount of
depreciation. However, if after the first year, but before the year switching to straight-line, there
is either another short year or a disposition of the property, then the simplified method will pro-
duce less depreciation than under the allocation method.

Bonus Depreciation

If property is placed into service in a short year, and either the 30%, 40%, 50%, or 100%
first-year depreciation deduction is claimed, this first-year deduction is NOT prorated
for the short year.

Short Year After the Property Is Placed in Service

Sometimes although the property has only been depreciated during 12-month tax years,
at some time before the end of its recovery period, a short tax year may occur. At that
point, if you had been using the percentage tables, you will not be able to continue to do
so for any property being held and not yet fully depreciated.
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How To:

Multiply the unrecovered basis of the property by the applicable depreciation rate, and
then by the following fraction:

Number of months (including half months) in the tax year
12

Property Disposed Of in a Short Year

Basically all of the preceding discussion also pertains to when you dispose of property
during a short year. For further clarification, see “If a Short Year Occurs in the Year of
Disposition,” page IV-65.

Early Dispositions

An early disposition occurs when property is sold, exchanged, retired, abandoned, or
destroyed before the end of its recovery period. If a business acquired and disposed of
personal property in the same tax year, no depreciation is allowed for that asset (per
final IRS Reg. 1.168(d)-1, effective for tax years ending after 1/30/91). For all other
MACRS property, you are allowed to depreciate the property in the year of the disposi-
tion. You must use the same averaging convention as you did in the year when the prop-
erty was initially placed in service.

TIP

If a business sells depreciable property on an installment sale, it must include as ordinary income
to the extent of gain in the year of sale, all depreciation taken on the property, even if no pay-
ments on the sale are received the first year. It is, therefore, advisable to have the buyer make a
first-year installment payment to at least cover the tax liability on the amount of gain to be recog-
nized.

If the Midmonth Convention Was Used

If the midmonth convention was used when the property was first placed in service and,
in a later year, the property is disposed of; it is treated as if disposed of in the middle of
the month in which the disposition occurs.

How To:

If you have been using the percentage tables, you may do so in the year of disposition.
Determine the amount of depreciation for the full year as if it had not been disposed of.
Next multiply by the following fraction:

Sage Fixed Assets - Depreciation Fundamentals IV-63



IV

Section IV: Chapter 2: Modified Accelerated Cost Recovery System (MACRS)
Early Dispositions

Number of months (including half months) in service for the year
12

Example: XYZ, a calendar-year business, purchased 27.5-year property (residential
rental property) costing $100,000 on July 10. It sold the property the following year on
April 2.

Result: When using the percentage tables:

In the first year, you used Table M 6 and the column for the seventh month, the month
placed in service. Look at the same chart, in the same seventh month column, and the
percentage for the second year is 3.636%. Compute depreciation for the full year but
then multiply the result by the number of months held this year (3.5 months) and divide
by 12:

10 =$100,000 x .03636 x 3.5/12 = $1,060
Result: When computing depreciation manually:
Determine the depreciation for the full year and multiply by the same fraction as above:

1/27.5 x $100,000 x 3.5/12 = $1,060

If the Half-Year Convention Was Used

If the half-year convention was used in the year in which the property was placed in ser-
vice and the property is disposed of anytime during a subsequent year, it is treated as if
disposed of in the middle of the year.

How To:

As above, whether using the percentage tables or computing depreciation manually,
determine the amount of depreciation for the full year and multiply by the following
fraction:

Half the number of months in the tax year
12

If the Midquarter Convention Was Used

If the midquarter convention was used initially and the property is later disposed of, the
property is treated as if the disposition occurred during the middle of the quarter of the
tax year.
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Early Dispositions

How To:

Determine the depreciation for the full year and multiply by the percentage for that quar-
ter of the tax year in which the disposition occurred:

Quarter of the year in

which property is

disposed Percentage
Ist 12.5%
2nd 37.5%
3rd 62.5%
4th 87.5%

If a Short Year Occurs in the Year of Disposition

If a disposition of property occurs in a short tax year and either the half-year or midquar-
ter convention was used during the year the property was first placed in service, observe
the following formula:
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How To:

Unrecovered Basis  Depreciation . Number of Months Property was in service for the yr.*
of the Property > Rate x 12

*  In order to determine the number of months the property was in service for the year of disposition, refer to the
preceding segment “Short Tax Years,” page IV-57.

Remember the following:
1. You cannot use the percentage tables in a short year.

2. Ifitis 27.5-, 31.5-, or 39-year property, the midmonth convention was used, and a
short year will have no effect on the computation.

Property Excluded From MACRS

Certain categories of property are specifically excluded from being depreciated under
MACRS. When this occurs, such property must be depreciated under ACRS (explained
in Section [V: “Chapter 5: Accelerated Cost Recovery System (ACRS).”) or one of the
other methods of depreciation that existed before ACRS (discussed in Section 1V:
“Chapter 6: Depreciation of Nonrecovery Property.”). Property that is excluded from
MACRS includes:

* Any portion of an otherwise depreciable asset for which the Section 179 expense
was elected (see Section [V: “Chapter 1: First-Year Expensing.”).

*  Property that the business elected to depreciate over a method that is not based on a
life in years, such as a Production or Use Method (see Section III: “Depreciation for
Financial Reporting.”), or the Income Forecast Method (explained in Section I'V:
“Chapter 6: Depreciation of Nonrecovery Property.”).

* Films, videotapes, and sound recordings (see Section IV: “Chapter 6: Depreciation
of Nonrecovery Property.”).

* Intangible assets, which are amortized (see Section II: “Amortization.”).
*  Certain public utility property, unless a normalization method of accounting is used.

*  Property subject to the anti-churning rules explained below.

Anti-Churning Rules

Special rules were created to prevent the “churning,” or conversion, of pre-1981 depre-
ciable property into recovery property (which results in larger depreciation deductions),
without an appropriate change in ownership or use. These rules were, therefore, initially
enacted to prevent the use of ACRS for certain property, and then were continued to
apply to certain MACRS property as well.
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Anti-Churning Transactions

In order for property acquired after 1986 to fall under the anti-churning rules, and thus
not be subject to MACRS, the property must be acquired in one of the following types
of transactions:

e The taxpayer or a related party owned or used the property in 1986.

* The taxpayer leases the property to an entity (or a related party) that owned or used
the property in 1986.

e It is personal property that was acquired from someone who owned it in 1986 and,
as part of the transaction, the user of the property does not change.

e It is personal property that was not MACRS property in the hands of the previous
owner from whom acquired and the user of the property does not change after the
acquisition.

e It is real property that was acquired in a transaction in which some gain or loss was
not recognized. MACRS only applies to the portion of the basis for which the busi-
ness paid cash or gave unlike property.

Note: The first two types of transactions apply to both personal and real property, the
third and fourth types apply only to personal property, and the last transaction type ap-
plies only to real property. Also, under the anti-churning rules, property is not considered
as owned before it is placed in service.

Exceptions to Anti-Churning Rules

Even though the anti-churning rules are designed to prevent the conversion of pre-1981
property into MACRS property, there are several important exceptions. The following
property placed in service after 1986 and acquired by the taxpayer in one of the types of
transactions described above must still be depreciated under MACRS:

1. All 27.5-year residential rental property.
2. All 31.5- and 39-year nonresidential real property.

Note: The reason that real property placed in service after 1986 is generally depreci-
ated under MACRS is because MACRS produces less depreciation on real property,
in the above two classes, than ACRS with its shorter recovery periods.

3. Any property for which the ACRS deduction for the first year in which the
property is placed in service would be greater than the MACRS deduction
(assuming the half-year convention).

In other words, if the property falls under the anti-churning rules, you must depreci-
ate it under whichever method (ACRS or MACRS) will give you the least amount
of depreciation the first year it is placed in service.

The following chart will assist you in determining if a larger deduction will be
claimed under MACRS or ACRS (although you will need to study Section IV:
“Chapter 5: Accelerated Cost Recovery System (ACRS).”, on ACRS to determine
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the assigned recovery period under ACRS, since the property classes for the two
methods are not the same):

First-Year Depreciation

Percentage
Recovery Period MACRS ACRS
3-year 33.33% 25%
S-year 20% 15%
7-year 14.29% N/A
10-year 10% 8%

TIP
If property has the same recovery period under both ACRS and MACRS, then the depreciation
deduction under ACRS will always be less.

4. Any real property that is used for personal use before 1987 and converted to busi-

ness use after 1986. The anti-churning rules do not apply to such property, and
MACRS must be used.

Related Party Rules

The rules for determining whether or not a person is a related party for the anti-churning
rules are applied at the time the property is acquired by the taxpayer. Some examples of
related parties (see IRS Code Sec. 267 and 707 for more detail) are:

An individual and a member of his immediate family.

A corporation and an individual who owns, directly or indirectly, more than 10% of
the outstanding stock.

Two corporations that are members of the same controlled group.

A partnership and a person who owns, directly or indirectly, more than 10% of the
capital or profits of the partnership.

Two partnerships if the same persons own, directly or indirectly, more than 10% of
the capital or profits of each.

Two S corporations if the same persons own more than 10% of the outstanding
stock.

An S corporation and a C corporation if the same persons own more than 10% of the
outstanding stock of each corporation.

A corporation and a partnership if the same persons own more than 10% of the out-
standing stock of the corporation and more than 10% of the capital or profits of the
partnership.
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Anti-Churning Depreciation Methods

If property falls under the anti-churning rules and, therefore, cannot be depreciated
under MACRS, then the original date placed in service determines the correct deprecia-
tion method to use:

Date First Placed

in Service Depreciation Method
Before 1981 Pre-ACRS methods: SL or DB and based on useful life
After 1980 ACRS unless MACRS is less

Section 30: Tax Credit for Qualified Electric Vehicles

The Energy Policy Act of 1992 created a 10% credit for qualified electric vehicles
placed in service after June 30, 1993, and before the year 2005, of up to $4,000 (IRS
Code Sec. 30). The Job Creation and Worker Assistance Act extended the credit to pur-
chases through December 31, 2006. The 2005 Energy Bill sunsets the deduction for cer-
tain clean fuel vehicles and refueling property after 2005 instead of after 2006 as had
previously been scheduled but new credits for alternative fuel powered vehicles were
introduced in this bill.

The depreciable basis of the asset is reduced by the full amount of the credit. Any por-
tion of a qualified vehicle that is expensed under IRS Code Sec. 179 is not eligible.

If an amount of the Section 30 credit is not used in the year in which it is claimed—
because of the lack of tax liability—it is lost. Any unused credit may not be carried back
or forward.

How To:

The Section 30 credit for qualified electric vehicles is claimed on IRS Form 8834.

Section 30 Recapture Rules

The Section 30 credit must be recaptured if, within 3 years from the date the vehicle was
placed in service, it ceases to qualify as an electric vehicle. A disposition of the vehicle
does not trigger recapture unless the seller knows that it will be modified in such a way
that it will no longer qualify for the credit.

How To:

The amount to be recaptured is:

The original amount of the Section 30 credit times:
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*  100%, if the recapture event occurs within the first full year after it is placed in ser-
vice.

* 66 2/3%, if the recapture event occurs within the second full year after it is placed in
service.

* 33 1/3%, if the recapture event occurs within the third full year after it is placed in
service.

The recapture amount is included in taxable income for the year in which the recapture
event occurs. It will also increase the basis of the property.

We have included IRS Code Section 30 in Section VII: “Quick Reference.”
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Investment Tax Credit

The investment tax credit (ITC) provides several tax credits that are available for fixed
assets. As a reminder, a tax credit reduces the amount of tax to be paid, whereas a tax
deduction reduces the amount of net income subject to tax. A general tax credit of 6% or
10% was available for a wide range of qualifying assets placed in service 1976 through
1985. Since then, the ITC has been focused on specific types of property. Current credits
include:

*  Qualified rehabilitation credit

*  Energy credit

* Qualifying advanced coal project credit
*  Qualifying gasification project credit

*  Qualifying advanced energy project credit

Each credit is determined separately and has different provisions. The amount of each
credit varies and can range from 10%-30% of the asset's cost. Generally, when a credit is
claimed on an asset, the asset's depreciable basis is reduced by the amount of the credit.
Furthermore, most credits claimed on fixed assets are temporary and are only available
for a limited time period.

The investment tax credit is claimed on Form 3468 and is a component of the General
Business Credit.

ITC Recapture

When an asset, for which ITC was taken, is disposed of before the end of its estimated
life, a portion of the ITC is added back to the tax liability, also known as the ITC recap-
ture. The ITC recapture amount is calculated by multiplying the ITC taken by a recap-
ture percentage which is based on how long the asset was held. The ITC recapture is
reported on Form 4255. If the asset's basis was reduced for the original ITC, a percent-
age of the recaptured amount must be added back to the asset's basis.
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When you think of listed property, that is a good way of remembering some of the
included categories, although listed property encompasses much more. Properties that
lend themselves to personal use are listed property (IRS Code Sec. 280F). The most
common type of listed property is passenger automobiles.

There are special rules for the depreciation of listed property, as well as record-keeping
requirements, which differ from other types of property. These special rules cannot be
avoided by leasing listed property, since there are specific limitations on leasing
arrangements as well.

The limitations on the amounts of depreciation that may be claimed on listed property
are based on the type of property (a passenger car, defined below, will always be lim-
ited) and by type of use (qualified business use is explained below). Furthermore, for
this purpose, “depreciation” includes the Section 179 expense deduction as well.

Definition of Listed Property

Listed property consists of the following property placed in service after June 18, 1984:
*  Passenger automobiles.

* Any other type of transportation property.

* Any property generally used for entertainment, recreation, or amusement.

*  Any computer and related peripheral equipment. *

* Any cellular telephone or similar telecommunications equipment. **

*  The Tax Cuts and Jobs Acts removes computers and related peripheral equipment from their current classifi-
cation as listed property under Code Section 280F for tax years beginning after December 31, 2017.

**  The Small Business Jobs Act of 2010 removes cell phones and similar personal communication devices from
their current classification as list property under Code Section 280F for tax years beginning after December
31, 2009.
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Passenger Automobiles

A passenger automobile is any four-wheeled vehicle intended by the manufacturer to be
primarily used on public streets, roads, and highways and is placed in service after June
18, 1984. Such a vehicle is rated at 6,000 pounds or less of unloaded gross vehicle
weight. Trucks and vans are treated the same as automobiles under this rule if their gross
vehicle weight is 6,000 pounds or less. A passenger automobile includes all parts, com-
ponents, or items physically attached to the automobile or traditionally included in the
purchase price of the vehicle.

Note: Although such automobiles are referred to as “luxury” vehicles, they do not have
to be luxurious in any way.

A passenger automobile does not include:
* Ambulances.
* Hearses.

* Any vehicle used directly in a business that transports people or property for hire
(e.g., taxis, limousine services, etc.).

*  Certain commuter highway vehicles placed in service before 1986 (IRS Code Sec.

46(c)(6)(B)).

*  Qualified nonpersonal use vehicles.

Other Transportation Property

Other transportation property includes trucks, buses, boats, airplanes, trains, motorcy-
cles, and any other vehicles used for transporting people or goods.

It does not include transportation property that by its nature is not likely to be used more
than a minimal amount for personal purposes. Examples of such vehicles are police and
fire vehicles (including unmarked police vehicles if their use is officially authorized),
cement mixers, dump trucks, garbage trucks, forklifts, refrigerated trucks, moving vans,
and any vehicle designed to carry cargo with a loaded gross vehicle weight over 14,000
pounds. Delivery trucks are not included if they have seating for the driver only or for
the driver only plus a folding jump seat. School buses are never included, nor are other
buses with a seating capacity of 20 or more passengers.

Property Used for Entertainment

Property used for entertainment, recreation, or amusement includes property such as
photographic, phonographic, communication, and video recording equipment. It does
not include such property, however, if it is used either exclusively at the business estab-
lishment or in connection with a principal trade or business.
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Computers and Peripheral Equipment

The Tax Cuts and Jobs Acts removes computers and related peripheral equipment from
their current classification as listed property under Code Section 280F for tax years
beginning after December 31, 2017.

Computers and peripheral equipment are listed property unless they are used exclusively
at the business establishment. Peripheral equipment is any auxiliary machine (whether
on-line or off-line) that is designed to be controlled by the central processing unit of a
computer.

Computer or peripheral equipment does not include:
*  Equipment that is an essential part of other property that is not a computer.
e Typewriters, calculators, copiers, and similar equipment.

*  Equipment used mainly for the user’s amusement or entertainment.

Telecommunications Equipment

The Small Business Jobs Act of 2010 removes cell phones and similar personal commu-
nication devices from their current classification as list property under Code Section
280F for tax years beginning after December31, 2009.

All cellular telephones and similar telecommunications equipment qualify as listed
property if either placed in service or leased in tax years beginning after 1989.

Qualified Business Use

If listed property is not used predominantly for business, the amount of depreciation
claimed will be limited and no Section 179 expense deduction will be allowed. To be
used predominantly for business means that the property must be used more than 50% of
the time for “qualified business use” during any tax year. This is referred to as either the
“predominant use test” or the “more than 50% test.”

Note: When we speak of qualified business use and its predominant use test, keep in mind
that these are specialized terms used in connection with listed property only. Earlier, both
in our previous explanations of the “Elements of Depreciation,” page -7, and again in
“Depreciable Basis Determination for Midquarter,” page [V-47, we discuss “depreciable
basis,” which includes that portion of the property’s basis that is used in the business rath-
er than for personal purposes. Here, qualified business use is much more restrictive.
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Qualified business use is any use in a trade or business (it cannot simply be held for the
production of income), but does not include:

1. Leasing of property to any more than 5% owner or related party to the extent that it
is used by such owner or related party.

Note: See the discussion of related parties under the “Anti-Churning Rules,” page
IV-66, except substitute “more than 50%” ownership for the “more than 10%” own-
ership used for the anti-churning rules.

2. Use of property as compensation for services performed by:
Any more than 5% owner or related party, or

b. Any other person. However, unlike the more than 5% owner or related party, if
the value of the property’s use is included in the person’s taxable income, such
use will still be included as qualified business use.

Note: If an aircraft is used at least 25% of the time for qualified business use, the above
exclusions do not apply. Any use by a more than 5% owner or related party will be con-
sidered qualified business use (IRS Code Sec. 280F(d)(6)(C)(ii)).

Example: A business uses a computer 50% of the time to manage its investments (usu-
ally off site), 40% of the time in its consumer research business, and 10% of the time for
an employee to play games on it (such time is not considered compensation for ser-
vices).

Result: The qualified business use does not exceed 50% and the computer, therefore,
fails the predominant use test. However, its depreciable basis will be 90% of its acquired
value: 50% that is used for investment purposes plus the 40% that is used for business
purposes.

Example: A business owns several vehicles that are used for business purposes, but that
the employees are allowed to use occasionally for personal use. The value of any such
use is added to the employees’ gross income and tax is withheld.

Result: Since the personal use is reported as income to the employees, the vehicles are
considered to be used 100% of the time in qualified business use.

Example: Same as above, except that instead of employees using the vehicles, they are
being used occasionally for personal use by the two 50% shareholders.

Result: Even though the value of the vehicles’ use is being added to the shareholders’
gross income, because the two shareholders are more than 5% owners, any personal use
by them will not be considered qualified business use.
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The Predominant Use Test Requires Allocation

If any property is used for more than one purpose, its use must be allocated to the vari-
ous functions for which it is used. For transportation vehicles, you may allocate their
usage based on mileage. For all other property, the allocation should be made based on
units of time.

Note: Commuting cannot be qualified business use even if work, such as a business call
or a meeting, is performed during the trip. Also, if the vehicle has an advertising display
on it, that will not convert any otherwise personal use to business use.

Example: XYZ Corporation has a vehicle that is driven by the 100% shareholder to and
from work. The vehicle has the company’s logo painted on the side. The value of the
vehicle’s use is reported to the shareholder as income and tax is withheld. The vehicle
was driven 20,000 miles this tax year, of which 10,000 was for the sharcholder’s com-
mute.

Result: Since the vehicle is used by a more than 5% owner, the mileage it is driven for
commuting purposes is not qualified business use, even though its value is reported as
income and tax is withheld. It is also of no importance that the company’s logo is on the
vehicle. To compute the vehicle’s qualified business-use percentage:

10,000 qualified business use miles _ 50%
20,000 total miles driven for year

Therefore the vehicle does not pass the 50% test, since the qualified business use must
be more than 50%.

Example: XYZ has a desktop computer that it allows its employees to use at home for
personal purposes after hours (this is not considered compensation for services). This
past tax year, the computer was used for 2,500 hours, of which 2,000 were used strictly
in the business.

Result: The qualified business use exceeds 50%:

2,000 hours used in the business _ 80%
2,500 hours of total use

However, only 80% of the asset’s basis may be depreciated this year, as the personal use
portion does not qualify for depreciation purposes.

Applying the Predominant Use Test

If listed property is used more than 50% for qualified business use the first year it is
placed in service, for each tax year thereafter, a new determination must continue to be
made to see if it still passes the predominant use test. This must be done every year dur-
ing the longer straight-line recovery period, which would have been required if the prop-
erty had failed the test (see the next segment, “Depreciation Limitations on Listed
Property,” page IV-78).
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Example: Five-year ACRS class property is placed in service in 1985 and is used 100%
for qualified business use.

Result: The predominant use test must be applied each year for 12 years, since that is
the recovery period it would have been depreciated over had it previously failed the test.
This continues to hold true even after the property is fully depreciated at the end of its
S-year recovery period.

Once listed property fails the more than 50% use test, the straight-line method must be
used for that year and all later years. This is true even if the qualified business use
increases to over 50%. Straight-line depreciation must continue to be used.

Depreciation Limitations on Listed Property

If any listed property is not used more than 50% in qualified business use, the Section
179 expense may not be elected for it and the property must be depreciated under the
straight-line method.

If the property was placed in service after 1986, it must be depreciated under the
MACRS Alternative Depreciation System (ADS). Under ADS, the property will be
depreciated using the straight-line method, generally over a longer recovery period (see
Section [V: “Chapter 2: Modified Accelerated Cost Recovery System (MACRS).” for a
complete description of the ADS method).

If the property was placed in service before 1987, determine the ACRS class of property
and depreciate it using the straight-line method over the following periods:

Recovery Period

Class of Property for Listed Property
3-year property 5 years
5-year property 12 years
10-year property 25 years
18- or 19-year real property 40 years

If you are required to use the above recovery periods for ACRS listed property, use the
percentages from Tables ALP 1 and 2 in the back of this guide for computing deprecia-
tion.

Note: The required use of straight-line depreciation for listed property does not constitute
an “election.” Therefore, it will not have to be used for all property with the same class
life.
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Any improvements made to listed property that are capitalized (i.e., recorded as depre-
ciable assets) must be depreciated under the same method as the listed property to which
they are attached and are subject to the same limitations.

Since the predominant business use test must be applied each tax year, listed property
may initially fail the test either in the year it is first placed in service or in any subse-
quent year during its recovery period.

Predominant Use Test Failed in Year Property Is Placed in Service

If during the first tax year when listed property is placed in service, it is not used more
than 50% of the time in qualified business use, the property is not eligible for the Sec-
tion 179 expense deduction. Depreciation must be computed according to ADS if it is
MACRS property, or by straight-line ACRS over the listed property recovery lives if it
is ACRS property.

Example: XYZ buys a computer for $5,000 and uses it:

*  40% of the time in the business,

*  35% for investment purposes (i.e., held to produce income) for the business, and

e 25% for personal use by a shareholder at home.

Result: Since the qualified business use is only 40%, XYZ cannot elect the Section 179
expense deduction and must use the ADS method for depreciating the computer. The

computer has a 5-year recovery period under ADS. Only the business use portion of the
asset may be depreciated:

40% + 35%* = 75%
1/5 x 5,000 x 75% (business use portion) x 6/12 (half-year convention) = $375

*  Even though the 35% portion used for investment purposes of the business constitutes business use for claim-
ing depreciation, it does not constitute qualified business use for the listed property’s predominant business
use test.

Later Years’ Deductions

As stated earlier, once listed property fails the predominant use test, the straight-line
method must continue to be used for the remainder of its straight-line recovery period.
However, additional consideration needs to be given if, in a later year during the recov-
ery period, the property’s personal use is either reduced or eliminated. When this occurs,
you will need to determine if there is any unrecovered basis still to depreciate in that
later year.

How To:

To make this determination, compute depreciation for the earlier tax years as if the prop-
erty had been used 100% for business (per IRS Reg. 1.280F-4T(a)(1)).
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Example: Assume that the computer in the previous example is depreciated for its full
recovery period and that its use remained the same. Each year, therefore, only 75% of
the otherwise allowable depreciation was deducted. In the year following the recovery
period, the asset is changed to being used 100% in business.

Result: No more depreciation may be taken on the asset. If the asset had been used
100% in business, it would have been fully depreciated after 6 years (5-year MACRS
property is depreciated in 6 years due to the use of the half-year convention). Therefore,
there is no remaining basis to be recovered.

Predominant Use Test Failed in Subsequent Tax Year

Sometimes although listed property is used predominantly for qualified business use
when it is first placed in service, during a later year that use may fall to 50% or less. If
this occurs during any year during its recovery period (and remember that you must
make this determination during the longer recovery period, as if ADS or straight-line
ACRS is being used), depreciation recapture occurs, and income will need to be recog-
nized.

The amount of income to be recognized (with the same amount also to be added back to
the property’s depreciable basis) is the difference between the amount of depreciation
previously taken (before failing the more than 50% test) and the amount of depreciation
that would have been allowed had the property failed the more than 50% use test the
first year it was placed in service.

Note: When calculating depreciation recapture for listed property, you use only the de-
preciation amounts for the tax years before the first tax year in which the property was
not predominantly used for qualified business use. This is different, therefore, from com-
puting depreciation recapture for nonlisted property. For the latter, you include the year
in which the recapture is triggered.
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How To:

Accelerated Depreciation Taken to Date (i.e.,
before failing the more than 50% use test) =

plus Any Section 179 Expense (but only if actually
deducted*) =

Subtotal =

minus  Straight-Line Depreciation: ADS or SL ACRS
(computed from year 1 of the asset’s recovery
period)** = ( )

equals  Amount of Depreciation Recapture (to be
recognized as income and added back to the
asset's depreciable basis) =

*  If the Section 179 expense deduction was claimed but not expensed, due to the taxable income limit, any ouz-
standing carryover is not included here and is eliminated from the carryover amount available.

** For MACRS property, use the same averaging convention as originally used in the year the property was
placed in service and the percentages in Tables M 8—12. If it is ACRS property, use the special listed property
recovery periods, described earlier under “Depreciation Limitations on Listed Property,” page IV-78, and the
percentages in Tables ALP 1 and 2 (the half-year averaging convention is built into the tables).

Example: In 2000, a business places in service a computer, costing $11,000, which it
uses 100% for qualified business use. It elected to expense $6,000 of its cost per Section
179 and the half-year convention applies. In 2001, the qualified business use drops to
40%.

Result: A computer is 5-year property for both regular MACRS and the ADS method.

Accelerated Depreciation Taken:

1/5 x $5,000 x 2 x 6/12 = §$1,000
plus Any Section 179 Expense Deduction = 6,000
Subtotal = $7,000
minus  Straight-Line Depreciation:
1/5 x $11,000 x 6/12 = (1,100)
equals  Amount of Depreciation Recapture = $5,900

Example: In 1986, a business places in service a copier costing $20,000. It is used
100% for qualified business use until 1994, when it is used 60% for personal use. Using
ACRS, it is 5-year property and is fully depreciated.
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Result: Being 5-year ACRS property, it has a recovery period of 12 years for
straight-line purposes for depreciating listed property. (See Table ALP 1 on page VI-49
for the straight-line percentages used below.)

Accelerated Depreciation Taken $20,000

minus  Straight-Line Depreciation:
Year I:  1986: $20,000 x 4%
Years 2-5:  1987-1990:
$20,000 x 9% = 1,800
x 4 years
Years 6-8: 1991-1993:
$20,000 x 8% = 1,600
x 3 years

$ 800

7,200

4,800
SL Depreciation through 1993 = (12,800)

equals Amount of Depreciation Recapture $ 7,200

In 1994, the $7,200 of depreciation recapture is added to taxable income and the basis of
the asset is increased by the same amount. The 1994 depreciation deduction is:

$20,000 x 8% (9th year percentage) x 40% (business-use percentage) = $640

Summary of Depreciation Limits

The depreciation limits on listed property, when it is not used 100% for business pur-
poses, are summarized below:

Use ‘ Result
50% or Less Business Use from first year placed in No Section 179 Expense
service Straight-Line Depreciation

Changing to 50% or Less Business Use after first year | Recapture of Depreciation
of use Straight-Line Depreciation

Luxury Automobiles

A passenger automobile, as defined earlier, is frequently referred to as a “luxury auto-
mobile.” This is not “luxury” as defined by a car dealership, but rather by the IRS Code
Section 280F. If, for example, a Cadillac were to weigh more than 6,000 pounds, it
would not be deemed a luxury automobile for tax purposes. However, it may still be
included as listed property under “other transportation property.”

Although luxury automobiles are listed property and subject to the predominant use test
(the over 50% use test), they are also subject to some additional depreciation limitations,
which are applied first. For passenger automobiles acquired after June 18, 1984, there is
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a maximum amount of depreciation that may be claimed. Here, also, “depreciation”
includes any Section 179 amount.

If there are any improvements made to a luxury automobile that must be capitalized,
these maximum depreciation limits are applied to the combination of the automobile
plus improvements. The only exception to this rule applies to the installation of a device
that converts a nonclean-fuel vehicle into a clean-fuel vehicle. According to the Tax-
payer Relief Act of 1997, the cost of such a device is not subject to the luxury auto limits
for vehicles placed in service after August 5, 1997 and before January 1, 2005. How-
ever, the rest of the vehicle’s cost continues to be subject to the limitations.

Note: There is a special credit available for qualified electric vehicles. Under IRS Code
Sec. 30, there is a 10% credit of up to $4,000 for qualifying electric vehicles placed in
service after June 30, 1993, and before the year 2007. For more information, see “Section
30: Tax Credit for Qualified Electric Vehicles,” page [V-69.

Sport Utility Vehicles

Sport Utility Vehicles, defined as having a gross vehicle weight rating greater than 6,000
pounds and less than 14,000 pounds, do not fall under the luxury auto rules of Section
280F. SUVs are not subject to the annual depreciation limits because they are not con-
sidered passenger automobiles. However, the “American Jobs and Creation Act” limits
the Section 179 expense to $25,000 that can be taken on SUVs placed in service after
October 22, 2004. The Tax Cuts and Jobs Act of 2017 increases the limit annually for
inflation, starting with tax years beginning in 2019.

Light Trucks and Vans

On July 7, 2003, the IRS published temporary regulations that will benefit taxpayers who
purchase and use light trucks or vans for valid business purposes. First, the depreciation
limitaitons will be increased for light trucks and vans, and second, trucks and vans used in
a specified manner will be exempt from the limits.

Increase in 280F(a) limitations for light trucks and vans

Section 280F(a) of the Internal Revenue Code of 1986 limits the annual depreciation
deductions for passenger automobiles purchased for use in business. Passenger automo-
biles are defined in Section 280F(d)(5)(A) as any 4-wheeled vehicle rated at 6,000
pounds unloaded gross vehicle weight (or, in the case of a truck or van, 6,000 pounds
gross vehicle weight) or less.

For automobiles placed in service after December 31, 2007 and before January 1, 2018,
the annual limits are increased by $8,000 (if the 168 first-year bonus is taken).
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Section 280F(a) exclusion for certain light trucks and vans

Treasury and the IRS concluded that an exclusion from the Section 280F(a) depreciation
limits for trucks, vans and other vehicles used in a specified manner is appropriate as
long as it is based on objective factors and does not provide an incentive to purchase a
truck or van when a less expense automobile would meet the taxpayer’s business needs.
Therefore the temporary regulations exclude vans and light trucks purchased on or after
July 7, 2003 from the depreciation limitations if it is a qualified nonpersonal use vehicle
as defined in Section 1.274-5T(k)(2) and Section 1.274-5T(k)(7). Section
1.274-5T(k)(2) is a list of 17 vehicles including bucket trucks, qualified moving vans
and refrigerator trucks.

Treasury Decision 9133 and the final regulations, issued June 25, 2004, went one step
beyond and retroactively reclassified qualified nonpersonal use vehicles as not falling
under the Code Section 280F depreciation dollar caps. T.D. 9133 paves the way for
increased Section 179 expense deduction to be taken for qualified nonpersonal use vehi-
cles for tax year 2003 and going forward. Qualified nonpersonal use vehicles are defined
as light trucks and vans that have been specially modified for business purposes and by
reason of their nature and design are not likely to be used more than a de minimus
amount for personal use.

Depreciation Limitations on Luxury Automobiles

The depreciation limitation for luxury automobiles takes precedence over the amount
that may be claimed because of the predominant use test. Furthermore, the amount of
depreciation allowed on a luxury automobile is based on the date on which the automo-
bile is placed in service by the taxpayer. The dollar limitations each year are adjusted by
inflation.

Automobile Placed in
Service Maximum Depreciation !

6/18/84 1/1/85 4,000 6,000 6,000 6,000 6,000
12/31/84 4/3/85 4,100 6,200 6,200 6,200 6,200

4/2/85 1/1/87 3,200 4,800 4,800 4,800 4,800
12/31/86 1/1/89 2,560 4,100 2,450 1,475 1,475
12/31/88 1/1/91 2,660 4,200 2,550 1,475 1,475
12/31/90 1/1/92 2,660 4,300 2,550 1,575 1,575
12/31/91 1/1/93 2,760 4,400 2,650 1,575 1,575
12/31/92 1/1/94 2,860 4,600 2,750 1,675 1,675
12/31/93 1/1/95 2,960 4,700 2,850 1,675 1,675
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Automobile Placed in
Service Maximum Depreciation !

Before
12/31/94 1/1/97 3,060 4,900 2,950 1,775 1,775
12/31/96 1/1/98 3,160 5,000 3,050 1,775 1,775
12/31/97 1/1/99 3,160 5,000 2,950 1,775 1,775
12/31/98 1/1/00 3,060 5,000 2,950 1,775 1,775
12/31/99 1/1/04 3,060 3 4,900 2,950 1,775 1,775
12/31/03 1/1/05 2,960 4,800 2,850 1,675 1,675
12/31/04 1/1/06 2,960 4,700 2,850 1,675 1,675
12/31/05 1/1/07 2,960 4,800 2,850 1,775 1,775
12/31/06 1/1/08 3,060 4,900 2,850 1,775 1,775
12/31/07 1/1/09 2,960 4 4,800 2,850 1,775 1,775
12/31/08 1/1/10 2,960 5 4,800 2,850 1,775 1,775
12/31/09 1/1/12 3,060 © 4,900 2,950 1,775 1,775
12/31/11 1/1/15 3,160 © 5,100 3,050 1,875 1,875
12/31/14 1/1/16 3,160 © 5,100 3,050 1,875 1,875
12/31/15 1/1/17 3,160 7 5,100 3,050 1,875 1,875
12/31/16 1/1/18 3,160 7 5,100 3,050 1,875 1,875
12/31/17 /119 10,0008 | 16,000 9,600 5,760 5,760

1 This chart is based on a 12-month tax year and 100% business use. Therefore, if either is not the case, these
amounts will need to be adjusted. See “How To” below.

2 Notice that regardless of the auto’s recovery period (3 years for ACRS and 5 years for MACRS), you may
continue to depreciate a luxury auto for however many years it takes until the full basis is completely depreci-
ated.

3 The Job Creation and Worker Assistance Act of 2002 increases the first-year luxury auto limitation by $4,600
for autos purchased after September 10, 2001 for which the additional 30% first-year depreciation deduction
was claimed. The Jobs and Growth Tax Relief Reconciliation Act increases the auto limitation by $7,650 for
autos purchased after May 5, 2003 for which the 50% or 30% additional first-year depreciation deduction was
claimed. Refer to the rules in “Bonus Depreciation,” page 1V-62, for more information on this special
first-year depreciation deduction.

4 The Economic Stimulus Act of 2008 increases the first-year luxury auto limitation by $8,000 for autos pur-
chased between January 1, 2008 and December 31, 2008 for which the additional 50% first-year depreciation
deduction was claimed.

5 The American Recovery and Reinvestment Act of 2009 increases the first-year luxury auto limitation by
$8,000 for autos placed in service during 2009 for which the additional 50% first-year depreciation deduction
was claimed.
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The Small Business Jobs Act of 2010 increases the first-year luxury auto limitation by $8,000 for autos placed
in service during 2010 for which the additional first-year depreciation deduction was claimed. The Tax Relief,
Unemployment Insurance Reauthorization, and Job Creation of 2010 increases the first-year luxury auto limi-
tation by $8,000 for autos placed in service during 2011 and 2012 for which the additional first-year deprecia-
tion deduction was claimed. The American Taxpayer Relief Act of 2012 increases the first-year luxury auto
limit by $8,000 for autos placed in service during 2012 and 2013 for which the additional 168 first-year bonus
is claimed. The Taxpayer Increase Prevention Act of 2014 increases the first-year luxury auto limit by $8,000
for autos placed in service during 2014 for which the additional 168 first-year bonus is claimed.

The Protecting Americans from Tax Hikes Act of 2015 increases the first-year luxury auto limit by $8,000 for
autos placed in service during 2015-2017 for which the additional 168 first-year bonus is claimed.

The Tax Cuts and Jobs Act of 2017 nearly triples the luxury auto limits for 2018 along with the additional first
year bonus of $8,000. The first-year amount for 2018 with bonus is $18,000.

Truck or Van Placed
in Service Maximum Depreciation

Before
12/31/02 1/1/04 3,360 5,400 3,250 1,975 1,975
12/31/03 1/1/05 3,260 5,300 3,150 1,875 1,875
12/31/04 1/1/07 3,260 5,200 3,150 1,875 1,875
12/31/06 1/1/08 3,260 5,200 3,050 1,875 1,875
12/31/07 1/1/09 | 3,160 5,100 3,050 1,875 1,875
12/31/08 1/1/10 | 3,0602 4,900 2,950 1,775 1,775
12/31/09 1/1/11 3,160 3 5,100 3,050 1,875 1,875
12/31/10 1/1/12| 32603 5,200 3,150 1,875 1,875
12/31/12 1/1/14 33603 5,400 3,250 1,875 1,875
12/31/13 1/1/15| 34603 5,500 3,350 1,975 1,975
12/31/14 1/1/16 3,460 3 5,600 3,350 1,975 1,975
12/31/15 1117| 35604 5,700 3,350 2,075 2,075
12/31/16 1/1/18 | 35604 5,700 3,450 2,075 2,075
12/31/17 1/1/19| 10,0005 | 16,000 9,600 5,760 5,760

Note: The Economic Stimulus Act of 2008 increases the first-year luxury auto limitation by $8,000 for light
trucks and vans purchased between January 1, 2008 and December 31, 2008 for which the additional 50%
first-year depreciation deduction was claimed.

The American Recovery and Reinvestment Act of 2009 increases the first-year luxury auto limitation by
$8,000 for autos placed in service during 2009 for which the additional 50% first-year depreciation deduction
was claimed.

The Small Business Jobs Act of 2010 increases the first-year luxury auto limitation by $8,000 for autos placed
in service during 2010 for which the additional first-year depreciation deduction was claimed. The Tax Relief],
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Unemployment Insurance Reauthorization, and Job Creation of 2010 increases the first-year luxury auto limi-
tation by $8,000 for autos placed in service during 2011 and 2012 for which the additional first-year deprecia-
tion deduction was claimed. The American Taxpayer Relief Act of 2012 increases the first-year luxury auto
limit by $8,000 for autos placed in service during 2012 and 2013 for which the additional 168 first-year bonus
is claimed. The Taxpayer Increase Prevention Act of 2014 increases the first-year luxury auto limit by $8,000
for autos placed in service during 2014 for which the additional 168 first-year bonus is claimed.

4 The Protecting Americans from Tax Hikes Act of 2015 increases the first-year luxury auto limit by $8,000 for
autos placed in service during 2015-2017 for which the additional 168 first-year bonus is claimed.

5 The Tax Cuts and Jobs Act of 2017 nearly triples the luxury auto limits for 2018 along with the additional first
year bonus of $8,000. The first-year amount for 2018 with bonus is $18,000.

Note: The Taxpayer Relief Act of 1997 included two provisions that affect the luxury au-
tomobile limits:

e It tripled (approximately) the luxury automobile limits on depreciation allowed for
electric automobiles.

*  Where a vehicle is modified to burn clean fuel, the cost of the installed device that
converts a non-clean fuel vehicle into a clean-fuel vehicle is no longer subject to the
luxury automobile limits. However, the rest of the vehicle’s cost continues to be
subject to the limitations.

Both of the above provisions were effective for vehicles placed in service after August
5, 1997 and before January 1, 2007. Note that there is a fundamental difference between
the kinds of property covered in these two provisions. In the first provision, the vehicle,
an electric car, is originally designed and built by the manufacture to use a clean fuel. In
the second provision, the vehicle is modified to burn clean fuel after it is built.

The above charts are appropriate for electric vehicles placed in service after 2006.
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The process should proceed as follows:

How To:

If placed in service in current year:

1.

Look at the chart on the preceding page and determine the maximum amount of
depreciation that may be taken, based on the date placed in service and the year of
the recovery period. If this is a short tax year, multiply the amount in the chart by the
following fraction:*

Number of Months in the Tax Year
12

* Note: If the 30%, 50%, or 100% first-year depreciation deduction was claimed, the additional $4,600,
$7,650, or $8,000 does NOT have to be prorated for the short year.

Apply the predominant use test to the property:
2A. If the qualified business use is more than 50%, go to Step 3, or

2B. If the qualified business use is 50% or less, compute depreciation under ADS,
without any limitations,* except for the applicable averaging convention, and go
to Step 4.

Compute depreciation using regular MACRS (or one of the elective MACRS depre-

ciation methods if preferred), without any limitations,* except for the applicable

averaging convention.

* If this is a short tax year, the applicable averaging convention may need to be adjusted (for determining
the correct calculation, see Chapter 2, MACRS, and the segment on “Short Tax Years,” page IV-57). Do

not adjust, however, for the property being used less than 100% for business if this is the case, as this
adjustment will be handled in Step 5.

Compare the amount in Step 1 with Step 2B or 3 and use the smaller amount.

Determine the business-use percentage (the portion of the property not used for per-
sonal purposes) and multiply this by the result of Step 4. The result is the amount of
depreciation allowed this year.

If the business claims the 50% special allowance, the 2004 depreciation for the auto-
mobile would increase by $7,650 to a total of $10,610 for the year.

Example: In 2012, a business places in service a luxury automobile, costing $40,000
and used 100% in the business. The car is 5-year property and the half-year convention
applies. The tax year consists of 12 months.

Result:

1.

Looking at the chart, the maximum amount of depreciation that may be taken this
year is $3,160.

Since the auto is used 100% in the business, it passes the predominant use test.

Computing depreciation for the year using regular MACRS (DDB):
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1/5 x $40,000 x 2 x 6/12 = $8,000
Comparing Step 1 with Step 3, $3,160 is the lesser amount.
Business use is 100%; therefore, depreciation for the year is $3,160.

Note: Claiming the 168 first-year bonus depreciation would decrease the basis to
$32,000 ($40,000 - $8,000). It would be necessary to return to Step 3 to recalculate
depreciation for the year using regular MACRS (DDB):

1/5 x $32,000 x 2 x 6/12 = $6,400

Once again comparing Step 1 with Step 3, $3,160 is still the lesser amount and
along with the special allowance of $8,000, the depreciation for the year would be

$11.160.

Example: Assume the same facts as in the previous example, except that the auto cost
$30,000 and was only used 60% in the business.

Result:

1.
2.

Looking at the chart, the maximum amount of depreciation is $3,160.

Since the auto is used 60% in the business, it passes the predominant use test of
more than 50% qualified business use.

Computing depreciation for the year using regular MACRS (DDB):
1/5 x $30,000 x 2 x 6/12 = $6,000
Comparing Step 1 with Step 3, $3,160 is the lesser amount.

Business use is 60%; therefore, depreciation for the year is $1,896
($3,160 x 60%).

Example: Assume the same facts as above, except the auto is used only 40% in business
and it is a short tax year of 6 months.

Result:

1.

The maximum depreciation per the chart is $3,160. However, since this is a short
year of 6 months:

$3,160 x 6/12 = $1,580 = the maximum amount of depreciation

Since the auto is only used 40% in the business, it fails the more than 50% test and
depreciation must be computed under ADS: A 5-year asset also has a 5-year recov-
ery period for ADS.

1/5 x $30,000 x 3*/12 = $1,500

*  Since this is a short year, the averaging convention needs to reflect this.
Skip to Step 4.

Comparing Step 1 with Step 2, $1,500 is the lesser amount.

Business use is 40%; therefore, depreciation for the year is $600
($1,500 x 40%).
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TIP
Due to the limitations described above, there is no benefit to electing the Section 179 expense on
luxury automobiles.

How To:

If calculating depreciation on a luxury automobile in a subsequent tax year:

1. Look at the “Maximum Depreciation” Chart on page 1V-84, and determine the max-
imum amount of depreciation that may be taken, based on the date placed in service
and the year of the recovery period. If this is a short tax year, multiply the amount in
the chart by the following fraction:

Number of Months in the Tax Year
12

2. Apply the predominant use test to the property:
2A. If the qualified business use is more than 50%, go to Step 3, or
2B. If the qualified business use is 50% or less:

2B(a).Calculate the amount of depreciation recapture (for an explanation of
“How To,” see “Predominant Use Test Failed in Subsequent Tax Year,”
page IV-80, and

2B(b).Compute depreciation either under ADS (if MACRS property) or under
straight-line ACRS over the listed property recovery lives with the per-
centage from Table ALP 1 (if ACRS property) and go to Step 4.*

3. Compute depreciation using regular MACRS or ACRS (or one of the elective meth-
ods if preferred), depending on the year the property was placed in service.*

* If this is a short tax year, the applicable averaging convention may need to be adjusted (if MACRS prop-

erty, see “Property Placed in Service in a Short Year,” page IV-58, and, if ACRS property, see “Short Tax

Years,” page [V-106, for determining the correct calculation). Do not adjust, however, for the property
being used less than 100% in business if this is the case, as this adjustment will be handled in Step 5.

4. Compare the amount in Step 1 with Step 2B(b) or 3 and use the smaller amount.

5. Determine the business-use percentage (the portion of the property not used for per-
sonal purposes) and multiply this by the result of Step 4. The result is the amount of
depreciation allowed this year.

Leased Listed Property

Just as the luxury automobile and other listed property rules limit the available deprecia-
tion deductions for listed property, the leasing limitations are intended to limit the
amount of leasing expense available for such property. We need to consider the conse-
quences to both the lessor and the lessee when discussing leased listed property.
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For the lessor, the same limitations on the amount of depreciation expense allowed on
listed property, which we have just explained, will not apply if certain conditions are
met. If the lessor is regularly engaged in the business of leasing listed property, the
depreciation limitations will not apply. “Regularly engaged in the business of leasing” is
defined by whether or not the leasing contracts for the listed property are entered into
with some frequency over a continuous period of time. Individual facts and circum-
stances will need to be considered, but an occasional leasing of listed property will not
qualify.

Example: A business has one passenger automobile, which it rents out during the year.

Result: The business is not regularly engaged in the business of leasing, and the limita-
tions for leased listed property will apply.

For the lessee, the limitations on leased listed property are affected by including certain
amounts in income, thereby reducing the lease expense. The limitations apply only if the
lease lasts for a period of 30 days or more. The rules governing the inclusion amount are
different for passenger automobiles (luxury autos) and for other listed property. The
remainder of this segment pertains to the lessee.

Passenger Automobiles

Beginning after June 18, 1984, if a business leases a car for 30 days or more, it may
need to include in income an “inclusion amount.” This inclusion amount is the busi-
ness-use percentage® multiplied by the amount by which the fair market value** of the
leased car exceeds a specified amount. The specified amount, which the car’s fair mar-
ket value must exceed, depends on the date on which the lease starts. The inclusion
amount is then prorated for the number of days that the car is actually leased during the
tax year.
* If the business use (i.e., the use not attributable to personal use) of a leased luxury car is 50% or less, there
may be an additional inclusion amount, based on the fair market value of the car and the date it is first

leased. The following IRS Code Sections are provided as reference (we have not included these tables in this
guide):

Date First Leased ‘ IRS Code Section
Pre-April 3, 1985 1.280F-5T(d)(2)

April 3, 1985 thru Dec. 31, 1986 1.280F-5T(e)(6)

After December 31, 1986 No additional inclusion when less than
predominant use

** The fair market value is determined on the first day of the lease.

Pre-April 3, 1985

The following steps explain how to compute the inclusion amount for a car that is first
leased after June 18, 1984, but before April 3, 1985.
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How To:

1. Determine the Fair Market Value of the leased car on the first day of the lease.

1

Determine the number of tax years for which the car has been leased and subtract
3.*

Multiply Step 2 by $6,000 and add $16,500 to the product.
Subtract Step 3 from Step 1. This cannot be less than zero.
Multiply Step 4 by 6%.

AN U

If it is either a short tax year or the car was not leased for the full tax year, prorate
Step 5 by the number of days it was leased during the tax year.

7. If the car was not used 100% in business (either in an active trade or business or
held for the production of income), multiply Step 6 by the percentage of business
use.

* The inclusion amount for the first 3 years depended on whether or not the Investment Tax Credit, in effect

at that time, was passed through to the lessee. Therefore, a different percentage was in effect for those
years.

April 3, 1985, Through December 31, 1986

The following steps explain how to compute the inclusion amount for a car that is first
leased after April 2, 1985, but before January 1, 1987.

How To:

Determine the Fair Market Value of the leased car on the first day of the lease.
Determine the number of tax years for which the car has been leased and subtract 3.
Multiply Step 2 by $4,800 and add $13,200 to the product.

Subtract Step 3 from Step 1.

Multiply Step 4 by 6%.

AR A S A

If it is either a short tax year or the car was not leased for the full tax year, prorate
Step 5 by the number of days it was leased during the tax year.

7. If the car was not used 100% in business (either in an active trade or business or
held for the production of income), multiply Step 6 by the percentage of business
use.

Post-1986

If a car is first leased after December 31, 1986, the fair market value must be over
$12,800 ($19,000 for leases beginning in 2013) for there to be a possible inclusion
amount. Each year in a Revenue Procedure, the IRS publishes a new table for determin-
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ing the inclusion amount for automobiles with a lease beginning in the current year. You
can locate the tables by searching the internet for “lease inclusion table 20xx” where xx
is the desired year of the table, i.e. “lease inclusion table 2013 for the 2013 table. To
use these tables, you need to know the fair market value of the leased car on the first day
of the lease. You also need to know the year of the lease the business is now in. The
amounts from the tables also need to be prorated for the number of days that the car was
leased during the tax year.

Note: For the last year of the lease, as long as the lease did not both start and end in the
same tax year, use the dollar amount from the applicable table, but for the preceding tax
year.

Example: A calendar-year business leased a luxury car on April 1, 1998, which had a
fair market value of $32,300 on the first day of the lease. The lease will run for 5 years,
ending March 31, 2003. The car was used 80% for business until 2003, when it is only
used 40% for business purposes.

Result: For tax years 1998 through 2003, the business must include the following
amounts in income:

Amount From ‘ Inclusion

Tax Year IRS Table Proration Business Use Amount
1998 $137 275/365 days 80% $ 83
1999 $301 365/365 days 80% $241
2000 $449 366/366 days 80% $359
2001 $540 365/365 days 80% $432
2002 $624 365/365 days 80% $499
2003 $624 90/365 days 40% $ 62

Other Leased Listed Property

Similar to the rules governing leased luxury automobiles, there are rules for other leased
listed property. Again, there is an inclusion amount based on the fair market value of the
listed property on the first day of the lease term, and the amount of inclusion is deter-
mined differently depending on the date the lease began.
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As there are similarities to the leased luxury auto rules, there are also differences. The
inclusion amount for other leased listed property is:

1. Only required when the business use falls to 50% or less.

Note: This is different, since the business use for luxury autos can be 100% and the
income inclusion will still be required. Furthermore, if the lease on a luxury auto be-
gins prior to 1987, a second and additional inclusion amount is required if the busi-
ness use falls to 50% or less.

2. Only added to income the first year when the business use falls to 50% or less (sub-
sequent years are not affected, although see number 5 below).

3. Prorated based on the actual number of days in the lease term, if the lease term is for
less than 1 year. It is important to point out that this proration is required even if the
short lease term occurs over fwo consecutive tax years, since this is a one time
inclusion amount.

4. Limited to the sum of all deductible amounts incurred with respect to the leased
listed property for the tax year in which the inclusion amount must be added to
income.

5. Added to the lessee’s income in the next tax year (instead of in the tax year when the
business use first falls to 50% or less) when:

a. The lease term begins within 9 months before the close of the lessee’s tax year
in which the 50% or less business use occurs, and

b. The lease term continues into the lessee’s next tax year.

When the circumstances in 5. above apply, the inclusion amount is determined by using the
applicable percentage taken from the tables for the first year of the lease and multiplying it
by the average of the business-use percentages for both tax years (IRS Reg.
1.280F-5T(g)(1)). (An example of this is at the end of this segment.)

The Lease Term

For ACRS 18- or 19-year property and for MACRS 27.5-, 31.5-, or 39-year property, the
lease term does not include any options to renew. For all other listed property the options
to renew are included in the lease term. Also, 2 or more successive leases that are part of
the same transaction for the same or substantially the same property are treated as one
lease.

Lease With Option To Buy

A lease with an option for the lessee to purchase the property at the end of the lease may
be treated either as a lease or as a sales contract, depending on the terms and intent of the
parties. Some of the deciding factors will include whether interest is to be paid, whether
any equity is given, and whether there is a “bargain purchase price” (i.e., less than fair
market value) at the end of the lease term.
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Pre-1987

If listed property (other than luxury automobiles) is first leased after June 18, 1984, but
before January 1, 1987, the income inclusion amount is determined by the following for-
mula:

FMYV of property  x  Business-use percentage x Percentage
(on Ist day of lease) (all use that is not personal) (from table®)

*  Tables ALL 1 and 2 are included in the back of this guide for your convenience.

Post-1986

For listed property (other than luxury automobiles) leased after 1986, the lessee must
include in income an inclusion amount, which is the sum of the following:

FMYV x Business use %* x Applicable % from Table MLL 1

plus

FMV x Average business use %** x Applicable % from Table MLL 2

*  This should be the business-use percentage for the first tax year when it drops to 50% or less.

** The average business-use percentage is determined by averaging the business-use percentages for all tax years
in which the property is leased that precede the first tax year in which the business-use percentage is 50% or
less.

Example: On August 15, 1998, a calendar-year business begins leasing a computer with
a fair market value of $10,000. It is a 5-year lease. In 1998 the business use is 50%, and
in 1999 the business use is 90%. All business use is also “qualified” business use, and
the rest of the use is all personal use. In 1999, the business’s deductible rent for the com-
puter is $3,000.

Result: Since the computer is used only 50% for qualified business use, it fails the pre-
dominant use test and ADS straight-line depreciation must be used. The computer is
S-year MACRS property with a 5-year recovery period under ADS.

$10,000 (FMV) x 70%* x 2.1% (from Table MLL 1) =  $147
plus

$10,000 x 70%* x 0% (from Table MLL 2) = 0
Inclusion Amount in 1999* = $147

*  Since the lease term began within the last 9 months of the tax year, the business-use percentage is the average
of the 2 years’ percentages (90% + 50%/2), or 70%, and the inclusion amount is added to income in 1999, the
next tax year.

Example: On January 15, 1997, a calendar-year business starts leasing a computer with
a fair market value of $6,000. It is a 3-year lease. In 1997 the business use is 80%, and in
1998 and 1999 the business use is 40%. All business use is also “qualified” business use,
and the rest of the use is personal. In 1998, the business’s deductible rent for the com-
puter is $1,100.
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Result: The inclusion amount must be added to income in 1998, since that is the first tax
year when the business use fell to 50% or less. 1998 is the second year of the lease, and
the computer has a 5-year recovery period for ADS.

$6,000 (FMV) x 40%* x -7.2% (from Table MLL 1) = —S$173
plus

$6,000 x 70%* x 10% (from Table MLL 2) = 480
Inclusion Amount in 1998 = $307

*  Notice that the percentages in Table MLL 1 are, except for the first year percentages, all negative amounts.

Record-Keeping Requirements for Listed Property

No deduction is allowed for any listed property unless the use is substantiated by ade-
quate records.

For listed property placed in service after June 18, 1984, such records must be kept for
the length of the longer recovery periods required by ADS or the longer ACRS
straight-line recovery periods for listed property, even if the straight-line method is not
required to be used. Remember that the predominant use test must be applied each year
of the straight-line recovery periods to determine if the listed property continues to pass
the predominant use test (i.€., to see if the qualified business use remains over 50%) and,
therefore, whether depreciation recapture will be required.

In order to substantiate all deductions for the listed property, including depreciation
expense, either records, or sufficient evidence to corroborate the taxpayer’s statements,
must prove:

1. The amount of each expenditure for the listed property, such as acquisition cost,
repair expenses, and lease payments.

2. The amount of business use, as well as total use for the tax year, including personal
use (for example, the mileage for all cars, divided between qualified business use,
other business use and personal use).

3. The date for each expense or use.

4. The business or investment purpose for the expense or use.

A contemporaneous log book is not required, but the sooner an expense or use of the
property is recorded after the fact, the more credible the records become. A weekly
accounting is usually recommended.

It is also possible to keep an adequate record for a portion or portions of the tax year and
then use that record to substantiate the business use for the entire year, if it can be
proven that this is a true representation for the full year.
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The Economic Recovery Tax Act of 1981 (ERTA) introduced the Accelerated Cost
Recovery System (ACRS). ACRS is a modification of the Asset Depreciation Range
(ADR) method used during the 1970s. It applies to most depreciable property placed in
service after 1980 but before 1987.

Although both MACRS and ACRS “sound” similar, there are major differences between
the two, such as the class life categories, which determine the recovery periods for prop-
erty, depreciation methods allowed, averaging conventions, short-tax year rules, and the
rules governing dispositions.

Both systems do, however, use the same terminology of “recovery periods” and “cost
recovery,” rather than “useful lives” and “depreciation.”

For the most part, ACRS was well received, as it shortened the assets’ depreciable lives
(i.e., recovery periods) and speeded the rate of depreciation (i.e., rate of recovery).
ACRS was created to stimulate capital investment. By 1984, however, times had
changed and the Tax Reform Act of 1984 increased the recovery periods for certain

property.

Although ACRS is mandatory for depreciable property placed in service after 1980 and
before 1987, there are exceptions for certain property, due to either the anti-churning
rules (discussed later), the transitional rules, or a special election. The transitional rules
applied to certain property placed in service after 1986 that because of prior contracts or
construction caused it to be subject to ACRS. Also, there was an election allowed
whereby the taxpayer could use MACRS for qualifying property placed in service after
July 31, 1986, and before January 1, 1987. This election is irrevocable and was made on
a property-by-property basis.

Note: Generally, the recovery period was shorter under ACRS than under MACRS, mak-
ing it the preferable method when there was a choice.
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Even though assets now acquired are, for the most part, depreciated under MACRS
(there are exceptions that are discussed under the anti-churning rules), many businesses
still have fixed assets that are being depreciated under ACRS. These businesses must
continue to use ACRS until the end of the assets’ recovery periods. Therefore, it is
important to be knowledgeable about ACRS, as well as MACRS. This chapter will give
you a thorough understanding of the treatment of the ACRS property that is still being
depreciated, and will give you a general overview of how these assets were originally
recorded.

ACRS Recovery Periods

There are seven classes of property according to ACRS that determine the property's
recovery period. The assignment to a property class does not have anything to do with
the property’s actual useful life. The recovery periods are set by statute. The following
describes briefly each property class:

Class ‘ Description

3-year Property with a class life of 4 years or less and machinery and equipment used for
research and development. It includes cars and light trucks (less than 13,000
pounds), breeding hogs, race horses over 2 years old, and other horses over 12
years old.

S-year Most personal property with a class life of over 4 years (i.e., personal property
not included in any other class), single-purpose agricultural structures, and
petroleum storage facilities (other than buildings). It includes heavy trucks and
office furniture and equipment.

10-year Real property with a class life of 12.5 years or less, and public utility property
that is not real property and that has a class life of more than 18 but less than 26
years. It includes amusement park structures, mobile homes, and railroad tank
cars.

15-year Real property with a class life of over 12.5 years and placed in service before
3/16/84, and public utility property with a class life of over 25 years.

15-year Low-income housing (it is given its own class as it has a special depreciation
rate).
18-year Real property with a class life of over 12.5 years and placed in service affer

3/15/84 and before 5/9/85.

19-year Real property with a class life of over 12.5 years and placed in service after
5/8/85 and before 1987.

Note: The recovery period for real property with a class life of over 12.5 years is depen-
dent on when it was placed in service. This is because the tax laws changed the prescribed
recovery periods for such property twice.
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By using the ADR class lives, determining the ACRS recovery periods for depreciable
property was not that difficult. There were, however, some special rules when determin-
ing the recovery periods for improvements made to real property prior to 1987. Cur-
rently, however, any improvements, additions, or components placed in service after
1986 are depreciated using MACRS, even though the building to which they are
attached is ACRS property.

Note: Prior to ACRS, a business could depreciate its real property using “component de-
preciation.” In other words, each of a building’s components could be depreciated under
a separate depreciation method and life, as compared to the rest of the building (i.e., the
shell). Under ACRS, this was replaced by “composite depreciation,” whereby the build-
ing and all of its components had to use the same recovery period and method. There were
two exceptions to this rule:

1. The first post-1980 (but pre-1987) component, constructed for a building placed in
service before 1981, was treated as a separate ACRS asset. Any such component
was depreciated as 15-, 18-, or 19-year property, depending on when it was placed
in service. Thereafter, all future components added to the same building were depre-
ciated over the same recovery period and method as the first ACRS component.

2. If an improvement to a building was “substantial” (i.e., equal to 25% or more of the
building’s basis), it was treated as a separate building and depreciated over its own
recovery period, using whichever ACRS method the taxpayer wanted, with no cor-
relation to the building’s original ACRS method.

For the rules governing leasehold improvements placed in service after 1980 but before
1987, see “Property Excluded From ACRS,” page IV-109).

ACRS Depreciation Methods

There are two basic methods for depreciating ACRS property:

* Prescribed rates, which use accelerated depreciation, and for which percentage
tables are provided.

* An alternate ACRS method that uses straight-line depreciation over one of three
elective recovery periods.

Calculating ACRS Depreciation

In using either the percentage tables or the alternate straight-line method, you will be
using the property’s depreciable basis, which is first reduced by any Section 179
expense elected and any Investment Tax Credit basis reduction, but is not reduced by
any previous depreciation taken. Salvage value is ignored for ACRS purposes.
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Basis Reduced by Investment Tax Credit

Qualifying property placed in service after 1982 and before 1986 was subject to Invest-
ment Tax Credit (ITC), which gave the business a choice: it could have taken a lesser
amount of Investment Tax Credit and not reduced the asset’s basis, or it could have
elected to have taken the full amount of allowable Investment Tax Credit and reduced
the asset’s basis by 50% of the credit claimed. Investment Tax Credit was repealed for
property placed in service after 1985.

Note: There is also a required basis reduction for 50% of the allowable energy investment
credit (a 10% credit), and for 100% (50% before 1987) of the investment credit for reha-
bilitating certified historic structures (currently a 20% credit).

If the full amount of Investment Tax Credit was taken (thereby causing the asset’s basis
to be reduced), the amount of the credit depended on the recovery class of the property:

Amount of basis on

which the credit was Amount of
Class of property taken* credit
3-year 60% 10%
4 or more years 100% 10%
How To:

To determine the amount by which an asset’s basis must be reduced if the full amount of
Investment Tax Credit was taken:

Property's Applicable 0 0 — i i
ITC Basis Percentage* x 10% ITC x 50% = Basis Reduction

Note: There were several other factors that could have reduced the amount of Investment
Tax Credit and, thus, the amount of the basis reduction:

*  The Investment Tax Credit was taken on the asset’s cost, not its basis. If an asset
was acquired by trading in an old asset, the Investment Tax Credit could only be
claimed on the amount of cash paid.

e If the acquired property was purchased as a replacement for an old asset within 60
days of the old asset’s disposition, the business could only claim the credit on the
excess of the cost of the new property over the basis of the old property, unless there
was Investment Tax Credit recaptured on the old property.

*  The property’s ITC basis was reduced by any percentage of personal use.

IV-100

Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 5: Accelerated Cost Recovery System (ACRS) IV
Calculating ACRS Depreciation

* If the tax liability of the business was more than $25,000 in the year in which the
Investment Tax Credit was claimed, the credit was limited to $25,000 plus 85% of
the excess.

*  The credit could not exceed $1,000 for luxury automobiles placed in service before
4/3/85 and $675 for luxury automobiles placed in service after 4/2/85.

Miscellaneous Investment Tax Credit Rules

As you can see from just the above, the Investment Tax Credit, which was quite simple
when first created, became more and more complex. The following are various other
points to remember when depreciating an asset whose basis is reduced due to this credit:

1. There were certain transitional rules whereby qualified property placed in service
after 1985 received Investment Tax Credit. The depreciable basis of such property
was reduced by 100% of the credit claimed. (See IRS Code Sec. 49 for the amount
of credit allowed, as well as which property qualified for it.)

2. If the business elected to depreciate ACRS property over a longer recovery period
under the Alternate ACRS Method (i.e., straight-line), this did not change the prop-
erty’s class for the Investment Tax Credit. For example, depreciating 3-year recov-
ery property over 5 years, under the Alternate ACRS Method, did not change the
amount of basis on which the credit was taken from 60% to 100%.

ACRS Averaging Conventions

A half-year averaging convention is used for 3-, 5-, and 10-year property. All other
property that is real property, uses either a full-month convention (if placed in service
before 6/23/84) or a midmonth convention (if placed in service after 6/22/84). The aver-
aging conventions are built into the percentage tables for you.

e The half-year convention treats all property placed in service as if occurring at the
midpoint of the tax year and allows a half year of depreciation for that year. The
half-year convention also allows a half year of depreciation in the property's final
year, as long as it is still in service. In the year of disposition, no depreciation is
allowed for 3-, 5-, and 10-year property if disposed of before the end of its
recovery period!

e The full-month convention treats all property placed in service during a particular
month as placed in service on the first day of that month. If the asset is disposed of,
it allows no depreciation for the month in which the disposition occurs.

*  The midmonth convention treats all property either placed in service or disposed of
as if occurring at the midpoint of the month, thereby allowing a half month of depre-
ciation for the first and final months in which it is in service.

Percentage Tables

For 3-, 5-, and 10-year recovery property, the percentages from the tables below are
applied regardless of when during the year the property was placed in service. For real
property in the 15-, 18-, or 19-year class, the percentage used depends on which month
in the tax year the property is first placed in service.
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Note: Remember that the averaging conventions are built into the tables for you, so no
further adjustment needs to be made.

Generally, the prescribed rates used in the percentage tables are as follows:
*  150% declining-balance for personal property
e 175% declining-balance for most real property

e 200% declining-balance for low-income housing

Note: All of the above declining-balance methods will switch to the straight-line method
when that method results in a higher deduction. Again, this is built into the tables for you.

All property with either an ACRS 3-year recovery period (except luxury automobiles) or
an ACRS 5-year recovery period is, by now, fully depreciated.

The ACRS 3-year recovery percentages were:

Year 1 25%
Year 2 38%
Year 3 37%

The ACRS 5-year recovery percentages were:

Year 1 15%
Year 2 22%

Years 3-5 21%

The ACRS recovery percentages for 10-year property are:

Year 1 8%
Year 2 14%
Year 3 12%

Years 4-6 10%
Years 7-10 9%
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The ACRS recovery percentages for 15-year public utility property* are:

Year 1 5%
Year 2 10%
Year 3 9%
Year 4 8%
Years 5-6 7%

Years 7-15 6%

*  Public utility property with a class life of over 25 years and that is not real property is handled differently from
real property in the same 15-year class. It is, in fact, treated basically the same as 3-, 5-, and 10-year recovery
property and will be given no further detailed explanation in this guide.

The recovery percentages for all other ACRS property are found in the ACRS Percent-
age Tables A 1-15 starting on page 43.

How To:

1. Determine the property’s basis, reduced by any Section 179 expense claimed
(whether or not an actual deduction for the Section 179 amount has yet been taken
due to the taxable income limitation). Do not reduce the basis by any prior year’s
depreciation.

If it is 10-year property or 15-year public utility property, go to Step 2 and stop. If it
is 15-, 18-, or 19-year real property, go to Step 3.

2. Ifitis either 10-year property or 15-year public utility property, use the percentages
given above and apply the applicable percentage (based on the tax year in which it is
currently in service) to Step 1. This is the depreciation for a full 12-month tax year.

3. Ifitis 15- (including if it is low-income housing), 18-, or 19-year real property, turn
to “ACRS Percentage Tables,” page VI-41, and:

3A. Choose the correct table based on the date the property was placed in service.

3B. Find the applicable horizontal column by the month of the tax year in which it
was originally placed in service.

3C.Find the applicable vertical column for the tax year in which you are calculating
depreciation for the property.

3D. Apply the applicable percentage to Step 1. This is the depreciation for a full
12-month tax year.

Example: On March 11, 1986, XYZ Corporation placed in service an amusement park
structure (10-year property) costing $10,000.
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Result: The following depreciation is calculated:

Tax Year ‘ Depreciation Calculation
1986 $10,000x 8% =§ 800
1987 $10,000 x 14% = $1,400
1988 $10,000 x 12% = $1,200
1989-1991 $10,000 x 10% = $1,000 each year
For 1992 and each of | $10,000x 9% =8 900 each year
the next 3 years (if not
disposed of)

Example: On April 2, 1985, XYZ, a calendar-year corporation, placed in service a
building costing $100,000.

Result: This is 18-year recovery property (determined by the date it was placed in ser-
vice) and was put in service during the fourth month of the tax year. The following
depreciation is calculated to date, using the percentages in Table A 5:

Tax Year ‘ Depreciation Calculation
1985 $100,000 x 7% = $7,000
1986 $100,000 x 9% = $9,000
1987 $100,000 x 8% = $8,000
1988 $100,000 x 7% = $7,000
1989 $100,000 x 7% = $7,000
1990 $100,000 x 6% = $6,000
1991 $100,000 x 5% = $5,000
1992 $100,000 x 5% = $5,000
Alternate ACRS Method

An election to depreciate ACRS property by the straight-line method, over either the
regular recovery period or a longer recovery period, could have been made on a timely
filed tax return for the year the property was placed in service. This election can only be
revoked with the IRS Commissioner’s consent, which will be given only in extraordi-
nary circumstances.

While this election could be made on a property-by-property basis for most real prop-
erty, for property in the 3-, 5-, and 10-year classes, the election, if made, applied to all
other property in the same class placed in service that year.
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The following are the choices of recovery periods that could have been made:

Class ‘ Choices for Recovery Periods

3-year 3,5, or 12 years

S-year 5, 12, or 25 years

10-year 10, 25, or 35 years

15-year* 15, 35, or 45 years

18-year 18, 35, or 45 years

19-year 19, 35, or 45 years

*  This includes low-income housing.

Based on the above recovery periods available, the straight-line percentages to be used
for a full year’s depreciation are:

Recovery
Period Percentage*
5 years 20%
10 years 10%
12 years 8.333%
15 years 6.667%
25 years 4%
18, 19, 35, or | Use the ACRS percentage tables at
45 years the back of this guide for the
Alternate ACRS Method

*  Unlike using the tables, where you must know the tax year in which the property is currently in service in
order to determine the percentage to be used, here the required averaging conventions must be applied to these
percentages. This must be done when electing to use the Alternate ACRS Method over a recovery period of 5,
10, 12, 15, or 25 years and, thereby, using the above percentages.

To apply the half-year convention if you elected straight-line depreciation for property
in the 3-, 5-, or 10-year classes, you would have used one-half of the above percentage
figures in the year it was placed in service, and again in its last year of depreciation, if
the property is still in service. If the property is disposed of before the end of the recov-
ery period, however, it receives no depreciation in the year of disposition.

Example: A business elects to use the Alternate ACRS Method for 5-year ACRS prop-
erty and decides to elect the 5-year recovery period.

Result: The property’s depreciable basis will actually be recovered over 6 years (assum-
ing no short tax years occur): a half year of depreciation (10%) in year 1, followed by 4
full 12-month years of depreciation (20% each year), and finally, another half year of
depreciation (10%) in year 6.
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Example: XYZ, a calendar-year corporation, placed in service the following two prop-
erties in March of 1986:

1. S-year property, costing $500, which it elected to depreciate over the Alternate
ACRS Method, using a 12-year recovery period.

2. 19-year real property, costing $100,000, which it elected to depreciate over the
Alternate ACRS Method, using a 35-year recovery period.

Result: For 1986, you need to use the half-year convention for the 5-year property and
the midmonth convention for the 19-year property. However, remember that unlike the
5-year property, the adjustment for the 19-year property, which uses the midmonth con-
vention, is already built into the tables.

Therefore, for 1986, the following depreciation is calculated:

5-Year Property:

12-year straight-line percentage = 8.333%

8.333% x $500 = $42 (rounded)

$42 x 1/2 (half-year convention) = $ 21
19-Year Property:

Using Table A 13, the percentage for the first year,
placed in service in the third month, is 2.3%

$100,000 x 2.3% = 2,300
Total 1986 ACRS Deduction = $2321

For 1992, the following depreciation is calculated:

5-Year Property:

12-year straight-line percentage = 8.333%

8.333% x $500 = $§ 42
19-Year Property:

Using Table A 13, the percentage for the 7th year,
placed in service in the third month, is 2.9%

$100,000 x 2.9% = 2,900
Total 1986 ACRS Deduction = $2,942

Short Tax Years

The ACRS percentages in the tables are all based on a full 12-month tax year. If at any
time a tax year is less than 12 months, the depreciation should be determined for a full
year, and then prorated.
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How To:

Using the percentage found in the table, apply it to the property’s basis to determine the
deduction for a 12-month year. Multiply this by the following fraction:

Number of Months in the Short Year
12

Thereafter, you can continue to use the percentage tables in the following years, with no
further adjustment required. The property will still have depreciable basis, however,
after the recovery period has ended. The remaining unrecovered basis (the amount that
could not be deducted in the short tax year) may be deducted in the year following the
recovery period, as long as it does not exceed the amount of the deduction normally
allowed in the last year of the recovery period. If the latter is not the case (probably
due to more than one short tax year occurring during the property’s recovery period), the
remaining basis, in the same amount as allowed in the last year of the recovery period,
may continue to be deducted each year until completely recovered.

The above rules apply to both regular ACRS (accelerated depreciation) and the Alter-
nate ACRS Method (straight-line).

If a short tax year occurs in the year in which the asset is disposed of, no adjustment is
required. However, see the next segment for an explanation of why this is so.

Example: XYZ, a calendar-year corporation, places in service 10-year property, costing
$1,000, on January 1, 1982. In 1985, XYZ changed its accounting period to a July 31
year end, and filed a 7-month short-year return.
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Result: The following depreciation is calculated:

Depreciation
Tax Year Ending Calculation
12/31/82 $1,000 x 8%* = $80
12/31/83 $1,000 x 14% = 140
12/31/84 $1,000 x 12% = 120
7/31/85 $1,000 x 10% x 7/12 = 58
(7-month short tax year)
7/31/86 and 1987 $1,000 x 10% = 100 each year
7/31/88 —7/31/91 $1,000 x 9% = 90 each year
7/31/92 The remaining basis = 42

*  No adjustment needs to be made for the half-year averaging convention, since this is already built into the
tables.

Early Dispositions

An early disposition occurs when property is sold, exchanged, retired, abandoned, or
destroyed before the end of its recovery period.

If the early disposition involves 3-, 5-, or 10-year property, no depreciation is allowed
in the year of the disposition!

If the early disposition involves 15-, 18-, or 19-year real property, depreciation is taken
in the year of disposition for the number of months in service and according to the
proper averaging convention. This is best summarized in the chart below:

Dispositions of ACRS Real Property

Averaging
Class Convention Result
15-year Full-month No depreciation in month of disposition
18-year in service before Full-month No depreciation in month of disposition
6/23/84
18-year in service after Midmonth Half month depreciation in month of disposition
6/22/84 and 19-year

Note: If the year of disposition is a short tax year, it has no effect on the calculation, since
the 15-, 18-, and 19-year real property is only depreciated for the number of months in
which it is in use.
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Example: XYZ, a calendar-year corporation, placed in service a rental house, costing
$100,000, on February 4, 1984, and sold it on June 2, 1992.

Result: This is 15-year property. Using Table A 1, the full year’s depreciation for 1992
is $100,000 x 6% = $6,000. This amount is then prorated for the 5 months in 1992 (the
month of disposition is not counted):

$6,000 x 5/12 = $2,500, which is the 1992 ACRS deduction.

Example: XYZ, a calendar-year corporation, placed in service a rental house, costing
$100,000, on August 9, 1984, and sold it on October 20, 1992.

Result: This is 18-year property, and since it was placed in service after 6/22/84, the
midmonth convention applies. Using Table A 4, the full year’s depreciation for 1992 is
$100,000 x 5% = $5,000. Prorate this for the 9.5 months it was used in 1992 (a half
month’s depreciation is given for the month of disposition):

$5,000 x 9.5/12 = $3,958

Property Excluded From ACRS

There are certain categories of property that are specifically excluded from being depre-
ciated under ACRS. The following types of property are excluded from ACRS:

1. Any portion of an otherwise depreciable asset for which the Section 179 expense
was elected.

2. Property that the business elected to depreciate over a method that is not based on a
life in years, such as a Production or Use Method, or the Income Forecast Method.

3. Certain pre-1985 motion picture film or videotape.

4. Assets that are amortized (intangible assets and certain leasehold improvements).

Note: For leasehold improvements placed in service after 1980 and before 1987, if
the remaining lease term was shorter than the prescribed ACRS recovery period, the
leasehold improvements were amortized over the lease term, rather than depreciated
over the ACRS recovery period of 15, 18, or 19 years (depending on when the build-
ing was placed in service). The remaining lease term included renewal periods if (a)
the term remaining on the lease (excluding renewal periods) was less than 60% of the
ACRS recovery period and (b) it could not be shown that the lease would not be re-
newed.

5. Certain public utility property, unless a normalization method of accounting is used.

6. Property subject to the anti-churning rules, explained below.
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Anti-Churning Rules

As previously discussed in Chapter 2 on MACRS, special rules were created to prevent
the “churning,” or conversion, of pre-1981 property into recovery property in order to
claim the larger ACRS depreciation deductions. These rules, which originally were cre-
ated for ACRS property, were continued under MACRS, with some modifications.

Anti-Churning Transactions

To come under the anti-churning rules, and thus not be subject to ACRS, the property
must be acquired after 1980, in one of the following types of transactions:

1. The taxpayer or a related party owned or used the property in 1980.

2. The taxpayer leases the property to an entity (or a related party) that owned or used
the property in 1980.

3. [Itis personal property that was acquired from someone who owned it in 1980, and as
part of the transaction, the user of the property does not change.

4. It is personal property that was not ACRS property in the hands of the previous
owner from whom acquired, and the user of the property does not change after the
acquisition.

5. It is real property that was acquired in a transaction in which some gain or loss was
not recognized. ACRS only applies to the portion of the basis for which the business
paid cash or gave unlike property.

Note: The first two types of transactions apply to both personal and real property, the
third and fourth transaction types apply only to personal property, and the last transaction
type applies only to real property.

Also, under the anti-churning rules, property is not considered as owned before it is
placed in service. However, the property does not have to be used for business or
income-producing purposes to be considered as placed in service. Thus, if the property
is available for its intended function, even if it is being used personally, it is still consid-
ered as placed in service.

If the anti-churning rules apply, the property should be depreciated under the pre-1981
rules (see the next chapter).

For a discussion of the related party rules for all anti-churning transactions, see “Prop-
erty Excluded From MACRS,” page [V-66.

Changes in How Property Is Used

There are special rules for when a business changes the use of ACRS property (former
IRS Code Sec. 168(f)(13)). If the type of business use changes, the ACRS property class
may change. A good example of this is when ACRS property starts or ceases to be used
for research and development. When this occurs, the property is reclassified, and this
may result in the property acquiring either a shorter or longer recovery period.

IV-110

Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 5: Accelerated Cost Recovery System (ACRS) IV
Changes in How Property Is Used

Change to a Shorter Recovery Period

If a change in the use of the property results in its acquiring a shorter recovery period,
the business has a choice. The business may continue to depreciate the property as if the
change did not occur, or it may calculate the depreciation deduction for the year, and all
future years, as if the property was placed in service in the year the change occurred
(IRS Code Reg. 1.168-2(j)(3)(A)). If the latter is chosen, depreciation will be calculated
on the property's adjusted basis (per IRS Code Sec. 1016(a)(2)&(3) that includes an
adjustment for prior year depreciation).

Example: In 1984, a business with 5-year ACRS property costing $1,000, which it had
placed in service the previous year, begins to use the property solely for research and
development.

Result: The change in use for research and development causes the property to be
reclassified from 5-year property to 3-year property:

Property  Recovery Depreciabl Depreciatio
Class Year e Basis ACRS % n
5-year 1983 $1,000 X 15% = $ 150
3-year 1984 $§ 850* X 25% = 212
3-year 1985 850 X 38% = 323
3-year 1986 850 X 37% = 315
Total Depreciation = $1,000

* $1,000 basis less $150 depreciation previously taken.

Change to a Longer Recovery Period

If a change in the use of the property results in its acquiring a longer recovery period,
depreciation will be calculated as if the property was originally assigned to the longer
recovery class (IRS Code Reg. 1.168-2(j)(3)(B) and 1.168-2(d)(3)). In the year in which
the change occurs, however, depreciation must also be recalculated on the property as if
it had always had the longer recovery period since first placed in service. An adjustment
is then made for the excess depreciation claimed under the originally shorter recovery
period. When making the calculation, no change in the property’s unadjusted basis is
made.

How To:

1. Calculate depreciation on the property as if the property had always used the longer
recovery period percentage.

2. Subtract the result of Step 1 from the amount of depreciation originally calculated
using the shorter recovery period. This determines the excess of depreciation
claimed.
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3.

Multiply the result of Step 2 by the current year’s applicable percentage for the now
longer recovery period, divided by the sum of the remaining unused recovery per-
centage:

Result of Step 2, Applicable Recovery % for current year

(Excess Deprec.) 100% minus Sum of prior deprec. % that should have been
claimed (if the longer recovery period had been used)

Calculate current year depreciation on the unadjusted basis using the current year’s
applicable percentage for the longer recovery period.

Deduct the result of Step 3 from the result of Step 4. This is the amount of allowed
depreciation for the current year.

Example: In 1986, a business with 3-year ACRS property costing $1,000, which it had
placed in service the previous year for use in research and development, converts the
property’s use to its now being used daily in the operation of the business.

Result: The change in the property’s use causes it to be reclassified from 3-year prop-
erty to 5-year property.

Originally, in 1985, depreciation was calculated as follows:

Property  Recovery Depreciabl Depreciatio
Class Year e Basis ACRS % n
3-year 1985 $1,000 X 25% = $250%

Depreciation is recalculated for 1985, using the longer recovery period:

Property  Recovery Depreciabl Depreciatio
Class Year e Basis ACRS % n
S-year 1985 $1,000 X 15% = §$150%

* Subtract the result of Step 1 from the amount of depreciation originally claimed.
This determines that the amount of excess depreciation is $100 ($250 — $150).

Multiply the result of Step 2 ($100) by the current year’s (1986) applicable percent-
age for the 5-year recovery period (22%), divided by the sum of the remaining
unused recovery percentage:

22%

— = §26
100% — 15%

8100 (excess depreciation) x

In 1986, depreciation is calculated as follows, using the second-year percentage
(22%) for 5-year recovery property:

$1,000 x 22% = $220
Deduct the result of Step 3 from the result of Step 4:
$220 - $26 =$194
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Therefore, $194 of depreciation may be taken in 1986.

Note: In order to determine the amount of allowable depreciation on foreign property
(i.e., property used outside of the United States) for which there is a change in use, see
IRS Proposed Reg. 1.168-2(j)(4).

Sage Fixed Assets - Depreciation Fundamentals IV-113



IV Section IV: Chapter 5: Accelerated Cost Recovery System (ACRS)
Changes in How Property Is Used

IV-114 Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 6:
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Differences Compared With Recovery Property ................................ IV-116
Depreciation Methods . .. ... ... Iv-116
Principles for Calculating Depreciation for Nonrecovery Property .................. IV-120

Property that is not subject to either ACRS or MACRS is often referred to as “nonrecov-
ery” property. Just as there are still assets being depreciated under ACRS, so are there
assets first placed in service before 1981 and that are still being depreciated according to
the methods available at that time. Such methods must continue to be used until the
property’s depreciable basis has been fully recovered, or until the property’s useful life
has expired.

In addition to property placed in service by a business prior to 1981, there are other situ-
ations that cause property to be classified as nonrecovery. We have already mentioned
that there are certain types of fixed assets that lend themselves better to a depreciation
method not based on a life in years, and for which an election is made to utilize a pro-
duction or use method of depreciation. For other property, the income forecast method
may be used. Also, due to the anti-churning rules, there exists some property that was
originally placed in service prior to 1981 and, although not used in a business until much
later, may not be considered recovery property; for this property, the older methods of
depreciation must be used. Finally, there are certain states that for state income tax pur-
poses have not accepted the federal government's rules for MACRS or ACRS and con-
tinue to use the pre-1981 methods.
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Differences Compared With Recovery Property

There are three basic differences between depreciation for recovery versus nonrecovery
property:

1. Prescribed Life. While the depreciable basis of recovery property is deducted over a
statutory recovery period, for nonrecovery property there is more of a choice. A
business may use the property’s realistic useful life, the class life under the Asset
Depreciation Range System (ADR), or a depreciation method not related to a mea-
surement of time.

Note: The ADR class life can only be used for property placed in service after 1970
(IRS Reg. 1.167(a)-11).

2. Salvage Value. While MACRS and ACRS both recover the property’s entire depre-
ciable basis, nonrecovery property usually has an amount determined to be its sal-
vage value that is not recovered through depreciation.

3. Depreciation Method. While MACRS and ACRS use depreciation methods pre-
scribed by law, nonrecovery property may use any reasonable method of deprecia-
tion. There are, however, a few limitations that will be discussed later in this
chapter.

Depreciation Methods

There are various depreciation methods used for nonrecovery property. Except for cer-
tain limitations, which will be discussed shortly, any reasonable method may be used.

Straight-Line, Declining-Balance, and Sum-of-the-Years’-Digits

The most common depreciation methods used for nonrecovery property are
straight-line, declining-balance, and sum-of-the-years’-digits. All of these are described
in detail in Section III: “Depreciation for Financial Reporting.” To use any of these
methods, you need to first determine the property’s useful life, its depreciable basis, and
its salvage value, if any. To understand everything that needs to be considered when
deciding on the property’s life, basis, and salvage value, you may want to refer to Sec-
tion [: “Fundamentals of Depreciation.”

Production or Use Method

If the property’s usefulness is more dependent on its frequency of use, many businesses
elect to use a production or use method of depreciation. These methods are described in
detail in Section III: “Depreciation for Financial Reporting.”
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Income Forecasting

The use of certain types of property is more accurately related to the amount of income
earned by them, rather than any passage of time or output produced. Such property may
be depreciated under the income forecast method.

What Property Can Use This Method?

There are some types of property that are specifically excluded from both ACRS and
MACRS, and either the straight-line method of depreciation or the income forecast
method are required to be used. Generally, this rule applies to motion picture films, vid-
eotapes, and sound recordings placed in service after March 28, 1985.

TIP

If a business can show that a videotape has a useful life of less than 1 year, the tape may be
expensed in the year placed in service. For businesses that rent videotapes, this is often the case
for the more popular movies.

The Taxpayer Relief Act of 1997 specifically limits the use of the income forecast
method of depreciation to the following types of property, placed in service after August
5, 1997: film, video tapes, sound recordings, copyrights, books, and patents. Although
the 1997 Tax Act also includes “other property to be specified by regulations,” it clearly
states that any forthcoming regulations must restrict the use of the income forecast
method to property either whose life cannot be adequately determined by the passage of
time or that generates income on such an irregular basis that using any other deprecia-
tion method would distort income.

Furthermore, the 1997 Tax Act states that the income forecast method cannot be used to
calculate depreciation on consumer durables (i.e., property generally used in the home
for personal use such as televisions and furniture) that are subject to rent-to-own con-
tracts. Such property must be depreciated according to MACRS.

How Do I Use This Method?

Under the income forecasting method, the property’s annual depreciation is based on the
following two amounts:

* An estimate of the total amount of income the property will earn over its life. (For
property placed in service after 9/13/95, the estimate only includes income that the
property generates in the first eleven years of its life; see the note below.)

*  The percentage of that income actually earned each year.
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Note: September 14, 1995 is the effective date for several changes that were made to the
income forecasting rules with the passage of the Small Business Job Protection Act of
1996. Another change requires property with an unadjusted basis of more than $100,000
to be subject to the “look-back method.” This requires that depreciation be recomputed
based on actual income earned by the property and interest paid on any underpayment of
tax in the property’s third and tenth years of use.

How To:

¢ *
Depreciable Basis x Current Year's Net Income* From Asset _ Annual Depreciation

Total Estimated Net Income From Asset

*  Net income does not include depreciation expense.

Example: XYZ owns a motion picture, costing $50,000, and that is expected to earn
$800,000 over the next several years. The film will be depreciated using the income
forecast method. Assume there is no salvage value.

Result: The following depreciation is calculated, based on the income earned each year
from the film, given below:

Income Earned
Year From Film Depreciation Calculation
1 $500,000 $50,000 x (500,000/800,000) = $31,250
2 $250,000 $50,000 x (250,000/800,000) = $15,626
3 -0- No depreciation allowed! = 0
4 $50,000 $50,000 x (50,000/800,000) = $ 3,125
Total Depreciation =  $50,000

Asset Depreciation Range System

Property placed in service after 1970 and before 1981 that is not recovery property may
be depreciated under the Asset Depreciation Range System (ADR). ADR is based on the
asset guideline system, which groups assets by industry type and, except for land
improvements, gives a range of years (in addition to the “class life”’) over which the
property can be depreciated. Each asset depreciation range has both an upper and lower
limit that is about 20% above and below the class life. Land improvements are assigned
a class life over which they are depreciated.

ADR was never mandatory. It was elected on an annual basis, but if elected for a partic-
ular tax year, all assets placed in service during that year for the business had to use it.
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Note: An advantage of ADR is that it gives the taxpayer peace of mind that the useful
lives chosen cannot be questioned by the IRS.

ADR Vintage Accounts

When a business elected to use ADR in any particular year, it also needed to decide
whether to depreciate its assets in individual item accounts or in multiple asset accounts,
grouped by the year placed in service. These accounts are called “vintage accounts,”
with the “vintage” being the tax year in which the asset or assets are placed in service. If
multiple asset vintage accounts are used, each account is set up for assets with an identi-
cal class life and that are placed in service during the same year. There is no limit to the
number of vintage accounts that may be set up. There may be more than one vintage
account for different assets with the same class life.

Note: Certain types of property that may have the same class life are not allowed to be in
the same vintage account. Separate vintage accounts are required for personal and real
property, new and used property, and assets for which additional first-year depreciation
was elected.

ADR Depreciation Methods

Allowable methods of depreciation are straight-line, declining-balance, and
sum-of-the-years’-digits. The same depreciation period is used for an entire vintage
account.

ADR Early Dispositions

There is a set of rules governing ADR retirements that is much more complex than the
rules for dispositions of other types of property (IRS Reg. 1.167(a)-11(d)(3)). In addi-
tion, there are different rules depending on whether the asset is in an individual item
account or in a multiple asset account.

ADR distinguishes between two types of retirements: ordinary and extraordinary. By
definition, ordinary is any retirement not classified as extraordinary. An extraordinary
retirement of ADR property is a retirement of:

e Real property.
*  Personal property retired due to a casualty for which the taxpayer consistently treats

all similar casualties as extraordinary (such as fire or theft).

*  Personal property retired as a direct result of the termination or disposition of a busi-
ness facility.

*  Personal property retired by qualifying as a deductible charitable contribution after
1980.

Every vintage account has a reserve account for depreciation claimed on it in prior years.
The reserve account is also adjusted when an asset is retired, but again, the various
adjustments are complex. For example, if an ordinary retirement occurs, any proceeds
from the retirement are added to the reserve account.
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No loss is recognized on an ordinary retirement until the last asset in the account is
retired. Gain may be recognized per the limits of IRS Reg. 1.167(a)-11(d)(3)(iii).

The treatment of extraordinary ADR retirements is very complicated and will not be
handled in this guide. See IRS Reg. 1.167(a)-11(d)(3)(iv).

Once the last asset in a vintage account is retired, the vintage account itself is elimi-
nated.

Principles for Calculating Depreciation for Nonrecovery Property

As with all depreciation methods, there are certain principles that must be followed
when depreciating nonrecovery property:

Consistency

Although any reasonable method of depreciation is used for nonrecovery property, once
used, the chosen method has to be used consistently throughout the property’s useful
life. The only changes in methods that are allowed without prior approval by the IRS
Commissioner are:

*  Changing to straight-line when using a declining-balance method.

* Changing to a less accelerated method for residential rental property when the 80%
test is not met (see “Limitations on Using Accelerated Methods,” page [V-122).

e If using the ADR system, changing from a declining-balance method to the
sum-of-the-years’-digits, or from either of these methods to straight-line.

Note: Once chosen, the same depreciation method must be followed for the life of the
property, except for the above exceptions, unless the taxpayer applies for a change in ac-
counting method with the IRS. However, the same method of depreciation does not have
to be used for all assets placed in service the same year or for similar assets placed in ser-
vice in different years.

Useful Life

Although the depreciation method being used generally cannot be changed, the prop-
erty’s useful life sometimes may be revised. In order for an asset’s life to be changed,
the change must be significant and there must be a good reason for it. The life originally
assigned may simply no longer reflect the property's true life due to such factors as tech-
nological change, obsolescence, or inadequate maintenance on the asset.

If an asset’s useful life becomes either shorter or longer, future depreciation on the asset
will be calculated on its remaining depreciable basis over its newly determined life.

Example: XYZ places in service a $15,000 computer in 1980. It decides to depreciate it
over 10 years, using the straight-line method, and estimates no salvage value. In 1983,
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due to technological improvements, XYZ decides the computer will be used for only 3
more years before it will be replaced.

Result: Using the half-year convention:

Year Depreciation Calculation
$15,000 _ 1 _

1980 10 years X > $ 750

1981 and 1982 315,000 = $1,500 each year
10 years

315,000 — 383,750 (prior depreciation)

1983-1985
3 years

$3,750 each year

Averaging Conventions

Unlike ACRS and MACRS, there are no prescribed averaging conventions for nonre-
covery property. Whatever method is used must be reasonable and applied consistently.
Generally, depreciation is computed based on the actual period of use, unless the prop-
erty is being depreciated under the ADR system.

If the ADR system is being used there are two common averaging conventions:

*  Half-Year Convention. This convention allows a half year of depreciation in the
year in which the property is either placed in service or disposed.

*  Modified Half-Year Convention. This convention treats all property placed in ser-
vice in the first half of the tax year as if occurring on the first day of the tax year.
Any property placed in service during the second half of the tax year is treated as if
occurring on the first day of the next tax year.

The modified half-year convention results in a full year of depreciation on property
placed in service during the first half of the year and no depreciation on property placed
in service in the second half of the year. The treatment of dispositions under the modi-
fied half-year convention is more complex. Their treatment is based on when the asset
was originally placed in service and may best be summarized in the following chart:
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If Asset Was Placed in Amount of Depreciation in
Service in the: AND Disposed of in the: Disposal Year:

First half of year First half of year No depreciation

First half of year Second half of year 50% of full year's depreciation

Second half of year First half of year 50% of full year's depreciation

Second half of year Second half of year* Full year of depreciation

*  To earn the full year of depreciation, the disposal must have been in a year after the year it was placed in ser-
vice.

Limitations on Using Accelerated Methods

There are certain limitations as to what property may be depreciated using the acceler-
ated methods of depreciation:

*  200% declining-balance or sum-of-the-years’-digits may be used for:

*  Property with a useful life of 3 years or more.

*  New (versus used) personal property.

* New residential rental real property.

*  Used residential rental property placed in service before July 25, 1969.
*  150% declining-balance may be used for:

* All of the above.

*  Used personal property.

* New nonresidential real property.
*  125% declining-balance may be used for:

*  All of the above.

*  Used residential rental property with a life of 20 years or more.
e Straight-line may be used for:

e All of the above.

e Used nonresidential real property.

* Used residential rental property with a life of less than 20 years.
Property for which the business is not the original owner is considered to be “used.”

Any improvements to used property, however, are considered “new” and may be depre-
ciated using the more accelerated methods.

Residential Rental Property

To qualify as residential rental property, at least 80% of the property’s gross rental
income must be derived from dwelling units that are not for transient use. In other
words, a motel or hotel does not qualify as residential rental property. Also, the 80% test
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must be met each year. Any year in which new residential property does not qualify as
rental property, the depreciation method must be changed to either the 150% declin-
ing-balance method or any less accelerated method. Used residential property that no
longer qualifies as rental property must use straight-line depreciation.

Note: The above change does not require the approval of the IRS, as long as the property
originally qualified for and used the most accelerated method available (either 200% de-
clining-balance or sum-of-the-years’-digits for new residential property or 125% declin-
ing-balance for used residential property) and also reverts back to one of those methods
as soon as the property once again qualifies under the 80% test.

How To:

The above rule will sometimes result in several changes in depreciation methods over
the life of the property:

1. If changing to straight-line:

(Property ‘s basis — Accumulated depreciation) — Salvage value
REMAINING useful life in years

2. If changing to a declining-balance method:

Property s basis — Accumulated depreciation
ORIGINAL useful life

x Applicable percentage*

* The applicable percentage will be 200%, 150%, or 125%, depending on the facts and circumstances of the
particular property.

3. [If changing to sum-of-the-years’-digits:

Useful life remaining
SYD of REMAINING life

(Property‘s basis — Accum. deprec.) — Salvage value x

Example: XYZ, a calendar-year corporation, places in service a new residential rental
building, costing $100,000, on January 1, 1970. The building has a 40-year useful life
and a salvage value of $10,000. The building has the following history of use:

* In 1970, it does not meet the 80% rental income test. XYZ uses 150% declining-bal-
ance, the most accelerated method available for new real property that does not
qualify as rental property.

* In 1971, it qualifies as rental property by passing the 80% test and XYZ uses the
sum-of-the-years’-digits method.

* In 1972, it fails the 80% test once again and XYZ returns to using 150% declin-

ing-balance.

Result: Since XYZ always used the most accelerated depreciation method available, the
changes do not require the consent of the IRS:
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1970 — Using 150% Declining-Balance:

3100,000 Basis (no accumulated depreciation yet) x 1.5 (depreciation rate) = $3,750
40-year life ' '

1971 — Using Sum-of-the-Years'-Digits:

(8100,000 — $3,750 depreciation) — $10,000 salvage x S9.2¢4rS - fg”(;ji”i”g life _ 431250

*  The sum-of-the-years’-digits of the remaining life of 39 is 780. As we discussed in the earlier Section III of

this guide, Depreciation for Financial Reporting, the formula for computing the sum-of-the-years’-digits,
where n represents the life in years, is:

nm+1)
2

Here we are using the remaining life of 39 years:

3939+ 1) _ 50,
2

1972 — Using 150% Declining-Balance:

$100,000 — $8,062.50 Accum. depreciation
40 years (original life)

x 1.5 Depreciation rate = $3,447.66

Additional First-Year Depreciation

For depreciable personal property with a useful life of at least 6 years and placed in ser-
vice before 1981, additional depreciation, or “additional bonus depreciation,” could
have been claimed for 20% of its basis, up to $2,000 a year. Such depreciation is han-
dled the same as the present Section 179 expense deduction in that it reduces the asset’s
basis before computing depreciation.

Basis Reduced by Investment Tax Credit

As explained in the previous chapter on ACRS property, the Investment Tax Credit
(ITC) for qualifying property placed in service after 1982 and before 1986 permitted a
reduction in the asset’s basis. This credit allowed a business to reduce an asset’s basis by
50% of the credit claimed in order to take the full amount of the allowable credit. There
were several types of nonrecovery property that were placed in service after 1982 but
that still qualified for Investment Tax Credit. These included property depreciated by a
production or use method, certain property used outside of the U.S., and certain public
utility property.
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If the full amount of Investment Tax Credit was taken (thereby causing the asset’s basis
to be reduced), the amount of the credit depended on the useful life of the property:

Amount of basis on

which the credit was Amount of
Useful life of property taken credit
7 or more years 100% 10%
5 or 6 years 66 2/3% 10%
3 or 4 years 33 1/3% 10%
How To:

To determine the amount by which an asset’s basis must be reduced if the full amount of
Investment Tax Credit (ITC) was taken:

ITC Basis of Property x Applicable %* x 10% ITC x 50% = Basis Reduction

*  The “applicable percentage” is the percent of the property’s basis on which the ITC is taken; it is based on the
property’s useful life. As displayed in the previous table, if the property’s useful life is seven or more years,
the applicable percentage is 100%; if it is five or six years, the applicable percentage is 66 2/3%; and if it is
three or four years, the applicable percentage is 33 1/3%.

Note: There were several other factors that could have reduced the amount of Investment
Tax Credit and, thus, the amount of the basis reduction. A list of these factors may be
found in the previous chapter on ACRS property, in “ACRS Depreciation Methods,”
page IV-99.
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Note: The Alternative Minimum Tax (AMT) was repealed by the Tax Cuts and Jobs Act
of 2017 for corporations, effective for tax years beginning January 1, 2018 and later.

AMT is still in effect for individuals.

The purpose behind the Alternative Minimum Tax (AMT) is to ensure that taxpayers
with high incomes pay at least a minimum amount of income tax. Frequently, high
income taxpayers are able to avail themselves of various tax benefits and income exclu-
sions, which allow them to greatly reduce their tax liabilities. The Alternative Minimum
Tax is an attempt to make the tax laws more equitable. It applies to C corporations, indi-

viduals, trusts, and estates.

Note: Although S corporations and partnerships are not assessed the AMT at the entity
level, the items that are used to compute it are passed through to the shareholders and

partners on their K-1s.

The Alternative Minimum Tax computation starts with the entity’s taxable income,
makes various adjustments to it, subtracts out an exemption amount, and applies a flat
tax rate to the result. This is then compared to the regularly computed income tax for the
entity. Only if the computed Alternative Minimum Tax is more will the AMT then take
precedence over the regular tax. In other words, AMT is not an additional tax, but rather
a minimum tax. If the regular income tax is more than AMT, then the AMT calculation

is ignored.

While the Alternative Minimum Tax for individuals has been in place for some time, the
Alternative Minimum Tax for corporations came later. The Corporation Alternative
Minimum Tax, created by the Tax Reform Act of 1986, replaced the former add-on min-
imum tax for corporations, for tax years starting after 1986. Now, the Taxpayer Relief
Act of 1997 has changed the Alternative Minimum Tax rules for corporations once

again.

Sage Fixed Assets - Depreciation Fundamentals
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With the passage of the Taxpayer Relief Act of 1997, certain “small business corpora-
tions” are exempt from the Alternative Minimum Tax beginning after December 31,
1997. To qualify for the AMT exemption, a corporation must have average gross
receipts of less than $5 million for the last three taxable years beginning after December
31, 1993. A qualifying corporation does not have to compute AMT beginning in 1998.
However, once a small business corporation has average gross receipts exceeding $7.5
million for a three-year period (not including the first year that the corporation achieves
its small business corporation status), it loses its exemption. Although it must once again
calculate AMT, the change is prospective. For example, the corporation must begin cal-
culating AMT depreciation on assets placed in service in the year after the loss of small
business status.

The objective of the Alternate Minimum Tax is to eliminate the tax advantages, for the
higher income taxpayers, of some of the items that receive favorable tax treatment.
There is a wide range of tax areas that are affected by the Alternative Minimum Tax,
with depreciation being one of the most common. With the appearance of ACRS and
MACRS, which allow accelerated depreciation for most assets, depreciation became a
major issue when calculating the Alternative Minimum Tax.

Generally, for assets placed in service before 1999, depreciation for the Alternative Min-
imum Tax is calculated over longer recovery periods than for regular tax purposes, using
either less accelerated or straight-line depreciation methods. For assets placed in service
after December 31, 1998, AMT depreciation uses the same recovery period for AMT
purposes and regular tax purposes, but the depreciation method may be less accelerated.
The differences between depreciation used to compute regular taxable income and that
used to compute AMT income are of three types:

1. An “Adjustment” for depreciation on personal and real property placed in service
after 1986.

2. A “Tax Preference” affecting:
a. Accelerated depreciation on real property placed in service before 1987 and

b. If the entity is either an individual or a personal holding company, accelerated
depreciation on leased personal property placed in service before 1987.

Note: Aside from the different types of property affected by AMT Adjustments ver-
sus Preferences, the biggest difference between them is that while AMT Adjustments
can either increase or decrease AMT income, AMT Tax Preferences can only in-
crease it.

3. An “Adjusted Current Earnings” (ACE) adjustment, which affects a broad range
of depreciation for property placed in service after 1980 and before 1994. This will
be discussed in detail in Section [V: “Chapter 8: Depreciation and Adjusted Current
Earnings (ACE).”
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How To:

To compute the Alternative Minimum Tax for:
e A Corporation — use IRS Form 4626.
* An Individual — use IRS Form 6251.

* An Estate or Trust — use IRS Form 1041 for 1992 and later; use IRS Form 8656 for
1991 and earlier.

The AMT Adjustment Affecting Depreciation

Although there are many Adjustments to taxable income in order to compute the Alter-
native Minimum Tax, only one affects depreciation and it involves only MACRS prop-
erty. In determining the Alternative Minimum Tax, certain MACRS depreciation is
recalculated. The difference between the depreciation for AMT purposes and the depre-
ciation for regular tax purposes becomes an Adjustment to income. An AMT Adjustment
may either increase or decrease income.

To Which MACRS Property Does the AMT Adjustment Apply?

The AMT depreciation Adjustment applies to all pre-1999 MACRS personal and real
property that is not using straight-line depreciation over the Alternative Depreciation
System (ADS) lives. For post-1998 MACRS property, it applies only to personal prop-
erty using the 200% declining-balance method of depreciation.

The AMT Adjustment applies to any transitional property (placed in service after July
31, 1986) for which MACRS was elected, but it does not apply to property that the busi-
ness excluded from MACRS, such as property that is being depreciated under a produc-
tion or use method. Furthermore, the AMT Adjustment does not apply to any property
that was expensed under Section 179.

The AMT Adjustment does not apply to property to which the additional first-year depre-
ciation deduction was claimed. The first-year depreciation deduction and all depreciation
calculated on the remaining basis are deductible for both regular tax and AMT purposes.

Note: If property was placed in service after 1986 but is being depreciated under ACRS,
due to the transitional rules in effect for certain property (usually property subject to ear-
lier contracts), then such property will not be subject to an AMT Adjustment. However,
this property will be treated as an AMT Tax Preference item. This will be discussed under
“AMT Tax Preferences Affecting Depreciation,” page [V-134.
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Depreciation for Property Subject to the AMT Adjustment

The calculation of depreciation for the Alternative Minimum Tax Adjustment is handled
differently for personal and real property. In addition, the Taxpayer Relief Act of 1997
changed the AMT depreciation Adjustment for property placed in service after Decem-
ber 31, 1998. Although any previously owned property must continue to be depreciated
for AMT purposes under the pre-97 Tax Act rules, there is now a new set of rules for
post-1998 property.

Besides exempting small corporations from the Alternative Minimum Tax, the Taxpayer
Relief Act of 1997 made two significant changes to the AMT depreciation Adjustment,
effective for property placed in service after December 31, 1998:

*  The AMT depreciation Adjustment is eliminated for property that is depreciated for
regular tax purposes under the straight-line method.

*  The recovery periods for calculating AMT depreciation on all other property will be
the same as for regular tax purposes, which will decrease the amount of the AMT
depreciation Adjustment.

Personal Property

Under MACRS, there are four alternative methods for depreciating personal property.
Depending on the method used and when the asset is placed in service, the depreciation
calculation for the Alternative Minimum Tax will be different. If, for regular tax pur-
poses, MACRS property is being depreciated using:

1. Straight-Line Over the Alternative Depreciation System (ADS) Life: There is no
Adjustment for the Alternative Minimum Tax.

2. Straight-Line Over the General Depreciation System (GDS) Life: 1f the asset is
placed in service before 1999, compute AMT depreciation on the asset using
straight-line depreciation over its Alternative Depreciation System (ADS) life. If the
asset is placed in service after 1998, there is no Adjustment for AMT.

3. 200% Declining-Balance Over the GDS Life: If the asset is placed in service before
1999, compute AMT depreciation on the asset using 150% declining-balance, over
its Alternative Depreciation System (ADS) life, switching to straight-line deprecia-
tion when it results in a larger deduction. If the asset is placed in service after 1998,
compute AMT depreciation using 150% declining-balance (with the same rules for
switching to straight-line) over the same recovery period as you are using for regular
tax purposes.

4. 150% Declining-Balance Over the Alternative Depreciation System (ADS) Life (if
placed in service before 1/1/99) or the GDS life (if placed in service after 12/31/98):
There is no Adjustment for the Alternative Minimum Tax.
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How To:

As described above, depending on the type of depreciation used for regular tax pur-
poses, recalculate depreciation using either the ADS method or the 150% declining-bal-
ance method. Use the same averaging convention that was used for regular tax purposes
(either the half-year or midquarter convention), and do not consider salvage value under
either depreciation method. The difference between this and the depreciation used for
regular tax purposes is the AMT depreciation Adjustment.

Example: On March 3, 2001, XYZ places in service 3-year MACRS property, costing
$1,500, which it depreciates using 200% declining-balance and the half-year conven-
tion. The property has a 4-year ADS life.

Result: XYZ computes depreciation as follows:

For Regular Tax Purposes:

81,500 5 6 — g500
3 2

For AMT Purposes:

81,500

15x 5 = $281.25
4 2

Therefore, for the current year, XYZ has a positive Adjustment when determining its
AMT of $§218.75 ($500 — $281.25).

Note: Remember that a positive AMT Adjustment increases income and thus the AMT,
and a negative AMT Adjustment decreases income and reduces the AMT.

Example: Assume the same facts as above, except that XYZ elected to use the
straight-line method over the asset’s GDS life of 3 years.

Result: XYZ computes depreciation as follows:

For Regular Tax Purposes:

81,500 6 _ $250
3 12

For AMT Purposes:

$1,500

x5~ 518750
7 12

Therefore, for the current year, XYZ has a positive Adjustment when determining its
AMT of $62.50 ($250 — $187.50).
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When the 200% declining-balance method is used for regular tax purposes, the regularly
computed MACRS depreciation will be greater than that computed for the AMT Adjust-
ment in the early years of an asset's life. However, in later years the AMT depreciation
will be greater, and when this occurs, the Adjustment will be a negative amount.

Example: Assume that 7-year MACRS property, costing $10,000, is placed in service
prior to 1999. It is being depreciated using 200% declining-balance and the half-year
convention. Assume its ADS life is 10 years.

Result: For the AMT Adjustment, 150% declining-balance is used and the following
results are computed over the asset’s life:

MACRS ‘ ‘ AMT
Year Depreciation Depreciation Adjustment*
1 $ 1,429 § 750 $ 679
2 2,449 1,388 1,061
3 1,749 1,179 570
4 1,249 1,002 247
5 893 874 19
6 892 874 18
7 893 874 19
8 446 874 (428)
9 874 (874)
10 874 (874)
11 437 (437)
Total $10,000 $10,000 0

*

The AMT Adjustment is the difference between MACRS depreciation and AMT depreciation.

The above example demonstrates several points for MACRS property that is placed in
service prior to 1999:

Starting in the property’s later life (the eighth year in this example), the AMT
Adjustment becomes a negative amount.

AMT depreciation can be significantly slower than regular MACRS. In this exam-
ple, for an asset costing $10,000, during the first 3 years, MACRS depreciation is
$5,627, while the AMT depreciation is only $3,317, or a $2,310 difference.

The difference between regular MACRS depreciation and AMT depreciation
becomes even greater if the gap is wider between the asset’s life for MACRS and its
life for ADS. For example, an airplane, with a 7-year life for MACRS, has a 12-year
life for ADS and the AMT calculation.

Finally, the above example demonstrates that all AMT depreciation Adjustments are
simply “timing” differences. In other words, if the property is held for its entire

IV-132

Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 7: Depreciation and the Alternative Minimum Tax (AMT) IV
The AMT Adjustment Affecting Depreciation

recovery period, the same amount of depreciation is eventually taken ($10,000 in
the above example) for both regular and AMT purposes. An AMT depreciation
Adjustment will initially be an increase for computing AMT income, but later in the
asset's life, it will actually decrease income.

The AMT Adjustment for excess MACRS depreciation for newer property is netted
with the negative AMT Adjustment for older property, and is thereby reduced. It is also
possible for the resulting AMT Adjustment to end up being a negative amount. If that
occurs, then the taxable income will be reduced.

Example: XYZ has two assets: Property A, which is new, and Property B, which is
much older. It has computed the following depreciation for the current year:

Property Property

A B
For regular tax purposes: $5,000 $3,000
For AMT purposes: 3,000 5,500
Difference: $2,000 ($2,500)

The two amounts are netted and result in a negative Adjustment for AMT of ($500), or
(52,000 — $2,500).

TIP

There are several ways by which the AMT Adjustment for personal property might be avoided,
but each technique needs to be thought through and all resulting consequences need to be consid-
ered. The following lists the available techniques and suggests some of the possible results
(remember that the overall effect on the business must be considered and each situation will be
unique):

1. Expensing qualifying property under Section 179.
Result: Electing Section 179 expense will greatly speed up depreciation. However, because
of the taxable income limitation, it may not be able to be deducted in the current year.

2. Using a production or use method of depreciation where appropriate.
Result: Depending on the facts and circumstances, this could result in either a quicker or
slower rate of depreciation.

3. Electing to use 150% declining-balance for personal property.
Result: Using 150% declining-balance will reduce the yearly depreciation deductions, as
compared to using 200% declining-balance. See also 4. below for other possible effects.

4. Electing to use the ADS method.
Result: Electing ADS will reduce the yearly depreciation deductions. This may, however, be
inconsequential if the business has a large net operating loss either in the current year or
being carried forward from prior years. Also, if the business is planning on selling the prop-
erty or disposing of it some other way before the end of its recovery period, using ADS will
either reduce any future gain or increase a future loss.

5. Leasing rather than buying property.
Result: There are a large number of arguments for and against leasing property, beyond the
scope of this guide. There are, however, no AMT Adjustments required for lease payments.

Note: The last two techniques are also available to be used for real property.
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Real Property

Under MACRS, real property is depreciated using the straight-line method over either
27.5,31.5, or 39 years. For AMT purposes, straight-line depreciation will also be used,
but if the property is placed in service before 1999, it is depreciated over a 40-year
recovery period. By using the longer recovery period, such depreciation will be less for
AMT purposes, until the final years. If the property is placed in service after 1998, there
will be no AMT depreciation Adjustment.

How To:

For real property placed in service before 1999, use straight-line depreciation over a
40-year life. Use the midmonth convention and do not consider salvage value. The dif-
ference between this and the depreciation used for regular tax purposes is the AMT
Adjustment.

Example: XYZ is depreciating its factory, which is MACRS property placed in service
May 1, 2001, over its recovery period of 39 years. The factory cost $100,000.

Result: Except for the property’s first and last recovery years (due to the midmonth con-
vention), XYZ computes depreciation annually as follows:

For Regular Tax Purposes:

$100;)000 = $2,564.10
For AMT Purposes:
_$_1_0_0_b_0_0__0 = $2,500

Therefore, each year there will be a positive Adjustment for AMT of $64.10 ($2,564.10
— $2,500). However, after the 39 years have elapsed, the property will be fully depreci-
ated for regular tax purposes, but not for AMT purposes. When this occurs, there will be
a negative Adjustment for AMT of ($2,500) in the next year, assuming the property is
still in service.

AMT Tax Preferences Affecting Depreciation

In general, there are fewer AMT Tax Preferences as compared with Adjustments. Two
Tax Preferences affect depreciation. For the most part, both of the depreciation Tax
Preferences are for property placed in service before 1987. The AMT Tax Preferences
are for property being depreciated under either ACRS or the pre-1981 (i.e., nonrecov-
ery) methods.

Unlike the previously described AMT Adjustments, Tax Preferences may only increase
income when computing the Alternative Minimum Tax! However, like the AMT Adjust-
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ments, depreciation on certain property is recalculated, and the difference between the
depreciation calculated for AMT purposes and the depreciation calculated for regular
tax purposes becomes the Tax Preference amount.

To Which ACRS and Pre-1981 Property Do AMT Tax Preferences Apply?

Tax Preferences apply to property placed in service before 1987 that is either:
e real property using accelerated depreciation, or

* leased personal property using accelerated depreciation, but only if the entity is
either an individual taxpayer or a personal holding company.

The above description is correct for most property. However, for property that fits either
of the above categories, there are three exceptions to the “before 1987 date for being
placed in service:

1. Any property being depreciated under MACRS will not be treated as a Tax Prefer-
ence item, even if placed in service before 1987. Such property is, instead, handled
as an AMT Adjustment item.

2. Any property being depreciated under ACRS, even if placed in service after 1987, is
treated as a Tax Preference item.

3. Even if the property is placed in service before 1987, the AMT Tax Preference will
not apply if the business was exempt from AMT due to the Taxpayer Relief Act of
1997 and later lost its exemption. In such a case, the business has to calculate AMT
depreciation, but only on a prospective basis.

Note: The reason for these exceptions to the date placed in service is due to two types of
property: property that, because of earlier construction contracts, qualifies as transitional
property and property that falls under the anti-churning rules. Neither of these types of
property can be categorized as either MACRS or ACRS property based only on their date
placed in service.

As with the AMT Adjustment, property that is being depreciated under the Alternate
ACRS method (straight-line depreciation) is excluded from being a Tax Preference
item.

Depreciation for Property Subject to an AMT Tax Preference

Depreciation for the Alternative Minimum Tax Preference is calculated on a prop-
erty-by-property basis for both categories of property (i.e., real and leased personal
property). If, at any point, the AMT depreciation calculated for a particular property is
more than the depreciation calculated on the same property for regular tax purposes, it is
ignored and no Tax Preference results. AMT depreciation for the Tax Preference com-
putation is handled differently for real and leased property.
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Note: The Tax Preference is not computed for any property in the year in which it is dis-
posed. Therefore, any depreciation allowed in the year of disposition is ignored for AMT
purposes. (IRS Reg. 1.57-1(b)(3) & 1.57-1(c)(3))

Real Property

The Tax Preference depreciation for the AMT computation affects two types of real
property if they are being depreciated under an accelerated method: ACRS recovery
property and pre-1981 nonrecovery property.

Recovery Property

Under ACRS, real property may be depreciated over a 15-, 18-, or 19-year recovery
period, based on the date it was first placed in service. For AMT, the property is depreci-
ated using the straight-line method over the same ACRS life that was used to depreciate
the property for regular tax purposes and salvage value is not taken into consideration.
However, if the property is being depreciated under the Alternate ACRS method
(straight-line over a choice of recovery periods) for regular tax purposes, there will be
no Tax Preference for AMT.

How To:

Use straight-line depreciation over a 15-, 18-, or 19-year life (i.e., the same life that is
used for regular tax purposes). Use the midmonth convention and salvage value is
ignored. The difference between this and the depreciation used for regular tax purposes
is the AMT Tax Preference.

Note: Depreciation for low-income housing is handled the same way as above for the
AMT calculation.

Example: XYZ, a calendar-year corporation, owns real property that was placed in ser-
vice on January 1, 1986, costing $100,000. It is being depreciated under regular ACRS
with a 19-year class life. XYZ needs to compute depreciation for 1992.

Result: XYZ computes depreciation as follows:
For Regular Tax Purposes:

$100,000 x 5.2% (ACRS Table A 6) = $5,200
For AMT Purposes:

$100,000 x 5.3% (ACRS Table A 9) = $5,300

Since the AMT depreciation is more than the depreciation calculated for regular tax pur-
poses, there is no Tax Preference on the property for 1992.
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Nonrecovery Property

For real property that is excluded from ACRS and MACRS, and is therefore considered
nonrecovery property, the AMT Tax Preference applies if the property is being depreci-
ated using an accelerated method.

How To:

For AMT, the property is depreciated using the straight-line method over the property’s
useful life and salvage value must be deducted from the property’s basis. The difference
between this and the depreciation used for regular tax purposes, is the AMT Tax Prefer-
ence.

Leased Personal Property

If an individual or a personal holding company is depreciating personal property that it
is leasing to others, using an accelerated method, such property is subject to the AMT
Tax Preference rules. Therefore, the only time a corporation is affected is if it is a per-
sonal holding company. The treatment for recovery and nonrecovery property is slightly
different.

Recovery Property

For ACRS personal property that is being leased to others and is depreciated using an
accelerated method (i.e., straight-line depreciation was not elected), recompute the
depreciation for AMT by the straight-line method using the following extended recov-

ery periods:
Use a recovery
For: period of:
3-year property 5 years
5-year property 8 years
10-year property 15 years
15-year public utility property 22 years
How To:

Use straight-line depreciation over the longer recovery period above. Use the half-year
convention and do not consider salvage value. The difference between this and the
depreciation used for regular tax purposes is the AMT Tax Preference.

There is no Tax Preference if the property is being depreciated over a recovery period
longer than that given above.
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Nonrecovery Property

If a business owns nonrecovery property that it is leasing to others and that is depreci-
ated using an accelerated method:

How To:

Recompute the depreciation for AMT by the straight-line method over the same useful
life used by the taxpayer when computing depreciation for regular tax purposes, deduct-
ing out salvage value. The difference between this and the depreciation used for regular
tax purposes is the AMT Tax Preference.

Note: If you depreciated the property under a method that did not require a useful life or
salvage value, then select the useful life and salvage value that would have been correct
had the straight-line method been used originally.

AMT Depreciation in General

When computing depreciation for the Alternative Minimum Tax calculation, there are
various issues that you need to keep in mind:

IV-138 Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 7: Depreciation and the Alternative Minimum Tax (AMT) IV
Miscellaneous AMT Rules Pertaining to Depreciation

Averaging Conventions

When computing the AMT depreciation, use the same averaging convention as used for
regular tax purposes:

Property Type ‘ Convention
MACRS Personal Half-year or midquarter
Real Midmonth
ACRS Personal Half-year
Real Full-month or midmonth
Nonrecovery Personal Convention or actual days*
Real

*  For nonrecovery property, use whatever was used for regular tax purposes. Nonrecovery property did not
always use an averaging convention.

Percentage Tables

Just as there are percentage tables for MACRS depreciation and for ACRS depreciation
on real property, there are also percentage tables for calculating the AMT depreciation
for all of MACRS property and for ACRS real property. These are included with the
tables in the back of this guide. See either “MACRS Percentage Tables,” page VI-14, or
“ACRS Percentage Tables,” page VI-41, preceding the tables, for assistance in locating
the appropriate table.

Salvage Value

As in computing MACRS and ACRS depreciation for regular tax purposes, even when
using the straight-line method, salvage value is ignored and never deducted from the
property’s basis when computing depreciation on such property for AMT purposes.
However, when computing an AMT Tax Preference on nonrecovery property, salvage
value must be deducted from the property’s basis before the AMT straight-line
depreciation is computed.

Miscellaneous AMT Rules Pertaining to Depreciation

The other issues that you need to be aware of are:

1. Basis of Property. One effect of having an AMT Adjustment for MACRS property
depreciation is that the property will then have a different basis for AMT when com-
puting gain or loss if the property is disposed of before the end of its recovery
period. Therefore, yet another AMT Adjustment is created in the year the property is
disposed.
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2.

Note: Unlike AMT Adjustments, AMT Tax Preferences do NOT create a separate
adjusted basis in property for AMT purposes.

Example: In 1995, XYZ places in service an asset costing $1,000. It is 7-year
MACRS property, the half-year convention applies, and XYZ is depreciating the
asset using 200% declining-balance. The property has a 12-year ADS life. In 1997,
the asset is sold for $600.

Result: XYZ makes the following computation:

For
Regular For AMT
Tax Tax
Purposes Purposes
Original Cost $1,000 $1,000
Depreciation (using percentage tables) (475) (231)
Adjusted Basis $ 525 $ 769
Sales Price $ 600 $ 600
Adjusted Basis (525) (769)
Gain on Disposition* $ 75
AMT Loss on Disposition* $ (169)

*How To:

Enter the difference between the AMT and the regular tax gain or loss as follows:
e Ifa Corporation: 2013 Form 4626, Line 2e.
e Ifan Individual: 2013 Form 6251, Line 18.

Luxury Automobile Rules. Although it has not been clarified in the existing IRS
Code or Regulations whether or not the luxury automobile limitations on deprecia-
tion apply to the amounts calculated for AMT, it is generally presumed that in fact
they do apply. Therefore, when computing the AMT depreciation on luxury auto-
mobiles, limit the amount calculated to the luxury auto depreciation allowed for the
year. Hence, in most cases, there will be no AMT Adjustment or Tax Preference on
luxury automobiles.

Uniform Capitalization Rules. Depreciation that is capitalized under the uniform
capitalization rules of IRS Code Sec. 263A must be recalculated using the above
rules for AMT purposes.

Certified Pollution Control Facilities. A certified pollution control facility that is
being amortized will generate either an AMT Adjustment (if placed in service after
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1986, but before 1999) or a Tax Preference (if placed in service before 1987). For
more detail, see IRS Code Sec. 56(a)(5) and IRS Reg. 1.57-1(d)(1).

AMT Summary

Except for the ACE Adjustment, which will be discussed in the next chapter, the AMT
Adjustments and Tax Preferences are best summarized in chart form:

If Depreciated for | Then Depreciate AMT Adjustment
Regular Tax for AMT AMT Recovery or Tax
Type of Property Purposes: Purposes: Period or Life Preference
MACRS 200% DB 150% DB! ADS Life or Adjustment
Personal GDS Life GDS Life?
Pre-1999 MACRS Straight-Line Straight-Line ADS Life Adjustment
Personal GDS Line
Pre-1999 MACRS Straight-Line Straight-Line 40 years Adjustment
Real 27.5/31.5/39-yr.
ACRS Accelerated Straight-Line 15, 18, 19 Tax Preference
Real Same as Tax
Pre-81 Accelerated Straight-Line Useful Life Tax Preference
Real Deduct Salvage Same as Tax
ACRS Accelerated Straight-Line Extended Recovery Tax Preference
Leased Personal® Periods*
Pre-81 Accelerated Straight-Line Useful Life Tax Preference

Leased Personal®

Deduct Salvage

Same as Tax

When 150% declining-balance is applicable for computing the AMT depreciation, you must switch to the

straight-line method when it results in a larger deduction.

If the property is placed in service before 1999, use the ADS life. If it is placed in service after 1998, use the
same recovery period as for regular tax purposes.

This applies only to personal holding companies and individual taxpayers.

These are specific recovery periods. See “Leased Personal Property,” page [V-137, for detailed information.
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Remember that there is neither an Adjustment nor a Tax Preference for the following:

Depreciation for Regular Tax

Type of Property Purposes
MACRS — Pre-1999 Personal Straight-Line
and Real ADS Life
MACRS — Post-1998 Personal and Real Straight Line
GDS or ADS Life
MACRS — Pre-1999 Personal 150% DB
ADS Life
MACRS — Post-1998 Personal 150% DB
GDS Life
ACRS — Real and Leased Personal Straight-Line
Alternate ACRS
Pre-81 — Real and Leased Personal Straight-Line

In addition, if a company qualifies as a small business corporation that is exempt from
AMT (according to the Taxpayer Relief Act of 1997), and then loses its AMT exemp-
tion, there is neither an Adjustment nor a Tax Preference for any property placed in ser-
vice through the end of the year in which the corporation loses its exemption.

There is no AMT Adjustment for Indian Reservation property.

Finally, there is no Adjustment for property on which the bonus depreciation was
claimed.
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AMT Depreciation Worksheet

AMT Adjustment

Depreciation for regular tax purposes on all MACRS
property not depreciated under ADS

AMT Depreciation on personal property using 150%
declining-balance

plus

less AMT Depreciation on personal property using
straight-line over ADS life

plus

AMT Depreciation on real property using straight-line
over 40 years

Subtotal = AMT Depreciation ( )

AMT Adjustment*

* Ifa Corporation: 2013 IRS Form 4626, Line 2a. If an Individual: 2013 IRS Form 6251, Line 18.

AMT Tax Preference on Real Property

Depreciation for regular tax purposes on all ACRS and Pre-1981
Real Property using an accelerated method

less AMT Depreciation on real property using straight-line over same
ACRS recovery period or Pre-81 property life ( )

AMT Tax Preference*

*  Ifa Corporation: 2013 IRS Form 4626, Line 20. If an Individual: 2013 IRS Form 6251, Line 27.
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AMT Tax Preference on Leased Personal Property

Note: This is only for a personal holding company or an individual taxpayer.

Depreciation for regular tax purposes on all ACRS and Pre-1981
Leased Personal Property using an accelerated method

less AMT Depreciation on leased personal property using straight-line
over either longer ACRS recovery period or same Pre-81 property
life ( )

AMT Tax Preference*

* Ifa Corporation: 2013 IRS Form 4626, Line 2o0. If an Individual: 2013 IRS Form 6251, Line 27.
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The Adjusted Current Earnings (ACE) Adjustment is part of the Alternative Minimum
Tax (AMT). It is an additional adjustment after making the computations for the other
AMT Adjustments and Tax Preferences described in the previous chapter. The Revenue
Reconciliation Act of 1989 (IRS Code Sec. 56(g)) attempted to simplify an earlier AMT
adjustment that applied to a corporation's book income. The ACE Adjustment only
applies to C corporations and is effective for tax years beginning after 1989.

The purpose of the Adjusted Current Earnings Adjustment is to recapture some of the
overall tax savings by corporations that may report large earnings to their sharecholders
but, due to a variety of tax advantages, avoid paying much tax. Notice that it does not
apply to S corporations.

Note: The ACE Adjustment also does NOT apply to a Regulated Investment Company
(RIC), a Real Estate Investment Trust (REIT), or a Real Estate Mortgage Investment
Conduit (REMIC).

Although the ACE Adjustment is still part of the Alternative Minimum Tax calculation,
the depreciation component of the ACE Adjustment is being eliminated. The Revenue
Reconciliation Act of 1993 eliminates the depreciation adjustment for ACE for property
placed in service after December 31, 1993. However, all earlier-owned property that had
a depreciation adjustment for computing ACE must continue to be depreciated sepa-
rately for the ACE Adjustment until the end of its recovery period (or until it is no lon-
ger used in the business). The one exception to this is when a corporation is exempt
from AMT due to the Taxpayer Relief Act of 1997. When this occurs, the qualifying
corporation no longer computes either AMT or ACE, beginning in 1998. Even if the
corporation later loses its AMT exemption, it does not need to compute the ACE Adjust-
ment. In such a case, the business only has to calculate AMT depreciation again, on a
prospective basis. Therefore, the exemption from the ACE depreciation calculation is a
permanent one.
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Simply put, when the ACE Adjustment applies, C corporations must recompute current
year income (i.e., adjust current earnings, thus “ACE”) by adding back certain income
that is excluded from regular income tax, as well as adding back the excessive portions
of certain deductions. One such “excessive deduction” is accelerated depreciation. Even
though the ACE Adjustment was not effective until tax years beginning after 1989, it
applies to current depreciation on property that was placed in service after 1980 but
before 1994.

The result of the ACE Adjustment is that a C corporation must increase its AMT income
by 75% of the excess, if any, of the amount by which its Adjusted Current Earnings
exceed its “Pre-Adjustment AMT Income.” Pre-Adjustment AMT Income, which is line
4 of the 2008 IRS Form 4626, is AMT income computed before the calculation of any
ACE Adjustments or AMT net operating loss.

How To:

Adjusted Current Earnings (ACE) — Pre-Adjustment AMTI = Excess

Excess x 75% = ACE Adjustment

Note: The above is an overview of the “ACE Adjustment,” of which the ACE Deprecia-
tion Adjustment is a major component.

Example: Suppose that XYZ, a C corporation, has calculated the following:

Adjusted Current Earnings (ACE)

$1,500
Pre-Adjustment AMTI = § 500

Result: To determine XYZ’s ACE Adjustment:

$1,500 (ACE)
less - 500 (Pre-Adjustment AMTI)
$1,000 (Excess)
times x 75%
$ 750 ACE Adjustment
The $750 ACE Adjustment is added to the Pre-Adjustment AMT Income of $500, to
equal $1,250. This amount is then reduced by any AMT net operating loss and any

adjustment based on energy preferences, to produce the final Alternative Minimum Tax-
able Income.
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Note: A negative ACE Adjustment is possible to the extent that there was a positive ACE
Adjustment in a prior year.

This chapter will explain the ACE Adjustment for depreciation.

ACE Depreciation in General

Of the various items that comprise the ACE Adjustment, depreciation is a major compo-
nent. In general, for purposes of the ACE computation, depreciation is recalculated for
most assets using the MACRS Alternative Depreciation System (ADS). The difference
between this and the depreciation recalculated for AMT is the amount of the ACE
Depreciation Adjustment.

Note: Understanding the ADS method of depreciation is, therefore, essential to under-
standing the ACE Depreciation Adjustment. ADS is described in detail in Section IV:
“Chapter 2: Modified Accelerated Cost Recovery System (MACRS).” Basically, ADS
uses straight-line depreciation, with the same MACRS averaging convention rules, but
usually over a longer recovery period.

ACE Depreciation Adjustment Worksheet

less

equals

less

*

Depreciation for Regular Tax Purposes

AMT Adjustment Amount (from line 2a*)

plus

AMT Tax Preference on Real Property (line 20%*)

plus

AMT Tax Preference on Personal Property (line 20%)
Subtotal = AMT Adjustment and Tax Preferences

Total Depreciation Expense Recomputed for AMT
(before the ACE Adjustment)**

Total Depreciation Expense Recomputed for ACE (an
additional worksheet (see page [V-160) will be needed
to determine this number)

ACE Depreciation Adjustment***

Line references are to the 2013 IRS Form 4626, Alternative Minimum Tax — Corporations. Remember that

while the Tax Preference amounts can only be positive numbers, the Adjustment amount can be either a
positive or a negative number. 4 negative AMT Adjustment amount will increase the “Total Depreciation
Expense Recomputed for AMT.”
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*% If you prefer, and have available your worksheet showing what the total depreciation expense recomputed

for AMT purposes is, you can skip the above computation and start with this line. However, it is important
to remember that “fotal depreciation expense recomputed for AMT purposes” includes the regular tax
depreciation for any property for which it was NOT necessary to recalculate depreciation for AMT pur-
poses.

*%* This ACE Depreciation Adjustment is then added to “Preadjustment alternative minimum taxable income

(AMTI),” line 3 of the 2011 IRS Form 4626, along with the various other ACE Adjustments, to determine
the corporation’s Adjusted Current Earnings.

The ACE Depreciation Adjustment may be either a positive or a negative amount:

1.

If ACE depreciation is less than AMT depreciation, a positive amount results, and
the difference will increase ACE. Remember that the goal of the ACE Adjustment is
to increase current earnings in order to increase the amount of tax. Generally, before
recomputing depreciation per the prescribed ACE method, the depreciation expense
is higher, causing current earnings to be lower. Thus, the object of the ACE Adjust-
ment is to lower the depreciation expense and cause the current earnings to
increase.

If ACE depreciation is more than AMT depreciation, a negative amount results, and
the difference will decrease ACE. This eventually will occur, since ACE deprecia-
tion represents a “timing difference.” We will demonstrate this later with an exam-
ple.

Example: XYZ has three assets, two of which are MACRS property, subject to the
AMT Adjustment, and a third property, which is being depreciated under Income Fore-
casting. All three assets were placed in service before 1994. The following depreciation
has already been computed:

Asset Asset Asset
A B C Total
Depreciation for regular tax purposes $6 $8 $9 $23
Depreciation for AMT purposes 5 6 9* $20
AMT Adjustment Amount $1 $2 N/A $3
Total Depreciation for ACE purposes $3 $4 $9* $16

Determine the ACE Depreciation Adjustment.
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Result: Using the above worksheet:

Depreciation for Regular Tax Purposes
AMT Adjustment Amount
plus
less AMT Tax Preference Amount
Subtotal = AMT Adjustment and Tax Preferences
equals  Total Depreciation Expense Recomputed for AMT**
less Total Depreciation Expense Recomputed for ACE

ACE Depreciation Adjustment

$23
$3
0
3)
$20
(16)
$ 4

*  Notice that both the AMT and ACE depreciation amounts include the regular tax depreciation on Asset C,

which was not affected by any AMT or ACE adjustments.

**  Alternatively, you could have started with this line, completing it by the filling in the $20 amount computed

above.

Example: Assume the same example as above, but reverse the depreciation amounts for

regular tax and AMT purposes:

Asset Asset Asset
A B C Total
Depreciation for regular tax purposes $5 $6 $9 $20
Depreciation for AMT purposes 6 8 9 $23
AMT Adjustment Amount ($1) ($2) N/A $ 3)
Total Depreciation for ACE purposes $3 $4 $9 $16
Determine the ACE Depreciation Adjustment.
Result: Again, using our worksheet:
Depreciation for Regular Tax Purposes $20
AMT Adjustment Amount ($3)
plus
less AMT Tax Preference Amount 0
Subtotal = AMT Adjustment and Tax Preferences*
* We are subtracting a negative amount. ((3)
equals  Total Depreciation Expense Recomputed for AMT** $23
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less Total Depreciation Expense Recomputed for ACE (16)

ACE Depreciation Adjustment $ 7

To Which Property Does the ACE Adjustment Apply?

The 75% ACE Adjustment applies to all property, since it is applied to the excess of
Adjusted Current Earnings over Pre-Adjustment AMTI, both of which include an
amount of depreciation expense for every asset that is currently being depreciated.

The question, therefore, is on which property do we need to recalculate depreciation by
a different method in order to determine the ACE Depreciation Adjustment? The answer
is that depreciation for the ACE Adjustment is recalculated only on ACRS and pre-1994
MACRS property.

Therefore, for ACE purposes, depreciation does not need to be recalculated on:

*  Property placed in service after December 31, 1993.

*  Nonrecovery property (this includes pre-1981 property and any property not subject
to either MACRS or ACRS because of the anti-churning rules).

e Property that the business elected to depreciate over a method that is not based on a
life in years, such as a Production or Use Method.

*  Films, videotapes, and sound recordings.
e Certain public utility property, unless a normalization method of accounting is used.
In addition to the above, depreciation does not need to be recalculated for ACE purposes

on any property if a corporation becomes exempt from AMT due to the Taxpayer Relief
Act of 1997 (even if it later loses its exemption).

Note: For purposes of this chapter we will refer to the above-mentioned property as “All
Other Property,” which, as explained earlier, is included in the 75% ACE Adjustment but
is not recalculated for ACE.

Property, or any portion thereof, that was expensed under Section 179 is excluded from
the ACE depreciation recalculation.

The easiest way to understand ACE depreciation is to divide all MACRS and ACRS
depreciable property into three categories, based on the year in which it was placed in
service:

1. Post-1989, Pre-1994 MACRS Property
2. Pre-1990 MACRS Property
3. Pre-1990 ACRS Property
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Note: In the above categories, you will notice that the key date is 1990. The reason for
this is that the ACE Adjustment was created for tax years beginning in 1990 and later.

Because each of these three categories receives a different treatment for computing ACE
depreciation, each will be described individually on the following pages. We recom-
mend that you look at each category separately. At the end of this chapter, we will put
the separate components together, into one worksheet, to come up with the ACE Depre-
ciation Adjustment.

Basis of Property Being Depreciated for ACE Purposes

Unlike the adjustments for AMT depreciation described in the previous chapter, when
computing depreciation for ACE purposes, the basis of the asset sometimes needs to be
adjusted. One of the reasons, in fact, for dividing the property into the three categories
mentioned above is to keep straight the different treatment given for determining the
depreciable basis of property in each category for the ACE computation.

For some assets, there is no special basis adjustment for the ACE calculation, and the
same basis as for regular tax purposes is used. However, for other assets, the basis used
to compute ACE depreciation may be either the original basis (usually cost) or the AMT
basis, either of which is then reduced by the total depreciation claimed on the asset
through the close of the last tax year beginning before 1990. (Notice, again, that the key
date is 1990.) As you read through the descriptions of the various categories, we will
explain what basis must be used for each.

Post-1989, Pre-1994 MACRS Property

MACRS property that is placed in service in tax years beginning after 1989 but before
1994 is depreciated for ACE purposes under the MACRS Alternative Depreciation Sys-
tem (ADS). The property’s basis for ACE is the same as that used for regular tax pur-
poses. No special adjustment to basis is required, since no depreciation is claimed on
such property before 1990.

Since both of the following classes of property, placed in service after 1989 but before
1994, are depreciated, for both ACE and AMT purposes, using the ADS method and the
same basis, the ACE and AMT depreciation will be the same for:

*  MACRS real property in either the 27.5-, 31.5-, or 39-year class, and

*  MACRS personal property that, for regular tax purposes, is depreciated using
straight-line depreciation (either over its General Depreciation System—GDS—Iife
or its ADS life).

Example: In 1992, XYZ, a calendar-year business, placed in service an asset costing
$1,200, which it is depreciating using 200% declining-balance. The half-year conven-
tion applies. For regular tax purposes, it has a 5-year recovery period. For ADS, it has a
6-year recovery period.
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Post-1989, Pre-1994 MACRS Property

Result: XYZ computes depreciation as follows:

For Regular Tax Purposes:*

81,200, 5% 8~ $240
5 12

For AMT Purposes:*

$1,200
6

*  When making these calculations, we could have used the percentage from the tables given in the back of this
guide, instead of manually making the computation as we have done here.

«1.5x 5 = 8150
i3]

For ACE Purposes:

81,200

6
— = $100
6 12 §

Therefore, to calculate the ACE Depreciation Adjustment in this example:

Total Depreciation Expense Recomputed for AMT $150
less Total Depreciation Expense Recomputed for ACE (100)
ACE Depreciation Adjustment $50

Or, if using our worksheet: **

Depreciation for Regular Tax Purposes $240

less  AMT Adjustment Amount ($240 — $150) (90)
Total Depreciation Expense Recomputed for AMT $150

less Total Depreciation Expense Recomputed for ACE (100)
ACE Depreciation Adjustment § 50

** At this point, the reader might wonder about whether it is really necessary to use the steps in the worksheet.
However, remember that in this example we are depreciating only one asset and, therefore, it is very over-sim-
plified! The danger of the above shortcut is forgetting to include an asset that required no AMT depreciation
adjustment.

Continuing with the same example, a complete summary of the depreciation for this
asset is as follows:

AMT ACE
Adjustme Adjustme
Year Regular AMT nt ACE nt
1992 $240 $150 $ 90 $100 $ 50
1993 384 262 122 200 62
1994 231 197 34 200 (3)
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AMT ACE
Adjustme Adjustme

Year Regular AMT nt ACE nt
1995 138 169 (31 200 (31)
1996 138 169 (31) 200 (31)
1997 69 169 (100) 200 (31
1998 - 84 (84) 100 (16)
Total $1,200 $1,200 0 $1,200 0

The above example demonstrates several points:

The AMT Adjustment is the difference between the depreciation calculated for reg-
ular tax purposes and the depreciation calculated for AMT purposes.

The ACE Depreciation Adjustment is the difference between the depreciation calcu-
lated for AMT purposes and the depreciation calculated for ACE purposes.

Both AMT and ACE depreciation are simply “timing differences,” in that the same
amount of depreciation (i.e., $1,200) is eventually taken under all three methods of
depreciation: regular tax, AMT, and ACE.

Since both the AMT Adjustment and the ACE Depreciation Adjustment allow for
positive or negative amounts, by the end of the asset’s recovery period, both have
“zeroed out.” In other words, by the end of the asset’s recovery period, the positive
adjustments have equally offset the negative adjustments.

In this example, since the asset was being depreciated for regular tax purposes by
the most accelerated method available (i.e., 200% declining-balance), there is a dif-
ference between AMT depreciation (150% declining-balance) and ACE deprecia-
tion (straight-line), even though both are using the asset’s ADS life.

Pre-1990 MACRS Property

MACRS property that is placed in service in tax years beginning before 1990 is depreci-
ated for ACE purposes under the MACRS Alternative Depreciation System (ADS)
using:

the basis of the property for AMT purposes as of the close of the last tax year begin-
ning before 1990, and

over the remaining ADS recovery period as of the close of the last tax year begin-
ning before 1990.
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How To:

To compute ACE depreciation on assets included in this category, it is best to use the
following steps:

1. Determine the asset’s depreciable basis for calculating ACE depreciation (i.e., the
AMT adjusted basis):

Original Basis of Property When First Placed in Service

less (Total Depreciation Recalculated on Property for AMT Purposes as of
the close of the last tax year beginning before 1990%)

equals Basis of Property on Which To Calculate ACE Depreciation

* For a calendar-year business, this is the total AMT depreciation claimed through December 31, 1989.
2. Determine the asset’s remaining ADS life:

e It begins on the first day of the first tax year beginning after 1989.

e It ends on the last day of the recovery period that would have applied had the
property been depreciated using the ADS method since it was first placed in ser-
vice and applying the same averaging convention as originally used.

3. To compute the ACE depreciation, the following formula is used:

AMT Adjusted Basis (Step 1)
Remaining ADS Life (Step 2)

Example: On January 1, 1988, XYZ, a calendar-year business, placed in service an
asset costing $1,200, which it is depreciating using 200% declining-balance. The
half-year convention applies. For regular tax purposes, it has a 5-year recovery period.
For ADS, it has a 6-year recovery period.

Result: To compute depreciation for ACE purposes, we will follow the steps described
above:

1. Determine the asset’s AMT adjusted basis:

Original basis of asset $1,200
less AMT Depreciation through 1989 ($150 in 1988 + $262 in 1989) (412)
Basis of Property on Which To Calculate ACE Depreciation $788

2. Determine the asset’s remaining ADS life:

e It begins on January 1, 1990, the first day of the first tax year beginning after
1989.

e Itends on June 30, 1994. The asset has a 6-year ADS life and the half-year con-
vention applies. Therefore, as of 12/31/89, 1.5 years of the asset’s ADS recov-
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ery period had expired, leaving another 4.5 years (6 years less 1.5 years)
remaining.

3. Compute the ACE depreciation:

83788 (asset s basis as computed for AMT)

— - = $§175
4.5 years (remaining ADS life)

Therefore, since this is straight-line depreciation, XYZ will expense $175 of deprecia-
tion for ACE each year for 4 years and $88 in the final half-year. A complete summary
of the depreciation for this asset is as follows:

AMT ACE
Adjustme Adjustme

Year Regular AMT nt ACE nt
1988 $240 $150 $ 90 N/A* N/A
1989 384 262 122 N/A* N/A
1990 231 197 34 175 22
1991 138 169 (31) 175 (6)
1992 138 169 (31) 175 (6)
1993 69 169 (100) 175 (6)
1994 - 84 (84) 88 (4)
Total $1,200 $1,200 0 $788** 0

*  There is no ACE Depreciation Adjustment in either 1988 or 1989, as it was not effective until 1990.

** The $788 was the asset’s AMT adjusted basis determined above in Step 1.

Pre-1990 ACRS Property

ACRS property is depreciated for ACE purposes under the MACRS Alternative Depre-
ciation System (ADS) using:

* the regular tax basis computed as of the close of the last tax year beginning before
1990, and

* over the remaining ADS recovery period as of the close of the last tax year begin-
ning before 1990.

Note: Even though this category is for ACRS property, notice that the depreciation meth-
od used for ACE purposes is the MACRS ADS method, not the ACRS Alternate
Straight-Line method.
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Pre-1990 ACRS Property

How To:

To compute ACE depreciation on assets included in this category:

1. Determine the asset’s depreciable basis for calculating ACE depreciation (i.e., the
regular tax basis):

Original Basis of Property When First Placed in Service

less (Total Depreciation Calculated on Property for Regular Tax Purposes as
of the close of the last tax year beginning before 1990)

equals Basis of Property on Which To Calculate ACE Depreciation

2. Determine the asset’s remaining ADS life:

e It begins on the first day of the first tax year beginning after 1989.

e It ends on the last day of the recovery period that would have applied had the
property been depreciated using the ADS method since it was first placed in ser-
vice and applying the averaging convention that would have been used under
MACRS, except that the midquarter convention is not used (IRS Code Reg.

1.56(g)-1(b)(3)(ii)(C)).

3. To compute the ACE depreciation, the following formula is used:

Regular Tax Adjusted Basis (Step 1)
Remaining ADS Life (Step 2)

Note: Since depreciation for ACE purposes is computed over the remaining ADS recov-
ery period, this means that some ACRS property that may be fully depreciated for regular
tax purposes is still being depreciated for ACE purposes! (In order for this to apply, the
property cannot be fully depreciated for regular tax purposes prior to 1/1/90.)

The next two examples will demonstrate how the remaining ADS life affects ACRS
property:

Example: Assume that XYZ, a calendar-year business, placed in service on December
31, 1985, ACRS personal property with an ACRS recovery period of 5 years and a
MACRS ADS life of 9.5 years.

Result: Since ACRS has built into its percentage tables the half year convention, as of
December 31, 1989, 5 recovery years will have expired and the property is fully depreci-
ated. The property now has a basis of zero. Therefore, even though the full ADS life of
the asset has not yet expired, there is no ACE depreciation computed.

Example: Assume the same facts as in the preceding example, except that the property
was placed in service on December 31, /986, or 1 year later.

IV-156

Sage Fixed Assets - Depreciation Fundamentals



Section IV: Chapter 8: Depreciation and Adjusted Current Earnings (ACE) IV
Pre-1990 ACRS Property

Result: Unlike the previous example, as of December 31, 1989, the property is not fully
depreciated, having been depreciated for only 4 of its 5 recovery years. Since under
MACRS the property would have used the half-year convention (remember that the
midquarter convention is not an option for ACE purposes), as of December 31, 1989,
3.5 years of its ADS life will have expired. Therefore, of its 9.5 ADS life, 6 years (9.5
years less 3.5 years) of depreciation for ACE purposes remain.

The next example demonstrates how to calculate depreciation for ACE purposes:

Example: On January 1, 1986, XYZ, a calendar-year business, placed in service an
asset costing $1,000, which it is depreciating using the regular ACRS method of 150%
declining-balance. For regular tax purposes, it had 5-year recovery period. For ADS, it
has a 9.5-year recovery period.

Result: To compute depreciation for ACE purposes:

1. Determine the asset’s regular tax adjusted basis:

Original basis of asset $1,000
less Regular Tax Depreciation through 1989

($150 in 1986, $220 in 1987, $210 in 1988 and 1989) (790)

Basis of Property on Which To Calculate ACE Depreciation $210

2. Determine the asset’s remaining ADS life:

e It begins on January 1, 1990, the first day of the first tax year beginning after
1989.

* It ends on December 31, 1995. The asset has a 9.5-year ADS life and the
half-year convention applies. Therefore, as of 12/31/89, 3.5 years of the asset’s
ADS recovery period has expired, leaving another 6 years (9.5 years less 3.5
years) remaining.

3. Compute the ACE depreciation:

$210 (asset s basis as computed for regular tax purposes) _ $35
6 years (remaining ADS life)

Therefore, XYZ will expense $35 of depreciation each year for 6 years. A complete
summary of the depreciation for this asset is as follows:

AMT ACE
Adjustme Adjustme

Year Regular AMT nt ACE nt
1986 $150 $150 N/A N/A N/A
1987 220 220 - N/A N/A
1988 210 210 - N/A N/A
1989 210 210 - N/A N/A
1990 210 210 - 35 175
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AMT ACE
Adjustme Adjustme

Year Regular AMT nt ACE nt
1991 - - - 35 (35)
1992 — - - 35 (35)
1993 - - - 35 (33)
1994 - - - 35 (35)
1994 - - - 35 (35)
Total $1,000 $1,000 0 $210 0

The above example demonstrates several points:

We are assuming that this is not leased personal property and that XYZ is not a Per-
sonal Holding Company. Therefore, AMT depreciation equals regular tax deprecia-
tion.

Since AMT depreciation is the same as regular tax depreciation, there is no Tax
Preference adjustment for AMT. (Remember that since this is ACRS property, if an
AMT adjustment had been required, it would have been an AMT Tax Preference,
not an Adjustment.)

There is no ACE Depreciation Adjustment until 1990.

The XYZ Adjusted Current Earnings is increased in 1990 and decreased in later
years.

Miscellaneous ACE Rules Pertaining to Depreciation

The other issues that you need to be aware of are:

1.

Basis of Property. Just as the other AMT Adjustments create a different basis for
AMT purposes, so too does the ACE Depreciation Adjustment. Therefore, if during
the tax year, a business disposes of property for which it has made an ACE adjust-
ment, then it must recompute the property’s adjusted basis for ACE purposes and
recalculate the property’s gain or loss. (For an example of the required computation,
see “Miscellaneous AMT Rules Pertaining to Depreciation,” page [V-139.)

Luxury Automobile Rules. The luxury automobile rules of IRS Code Sect. 280F for
listed property, which limit the amount of allowable depreciation, apply to ACE
depreciation, the same as they do for regular and AMT depreciation purposes.

Uniform Capitalization Rules. Depreciation that is capitalized under the uniform
capitalization rules of IRS Code Sec. 263A must be recalculated using the above
rules for ACE purposes.

Separate Set of Records. A separate set of records to record ACE depreciation must
be kept even if the corporation is not in an AMT situation in a given year. It is still
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necessary to compute ACE depreciation in order to keep track of both the corpora-
tion’s Adjusted Current Earnings and the property’s basis for ACE purposes.

5. Although property placed in service after December 31, 1993, has no depreciation
adjustment for ACE, the depreciation adjustment for such property for the Alterna-
tive Minimum Tax still applies.

ACE Summary

The ACE Adjustment for depreciation on property placed in service before 1994 is best
summarized in chart form:

Year Basis of Property

Property To Be Used for ACE
Property | Placed in ACE Depreciatio ACE Recovery
Type Service Depreciation n Method Period
MACRS Post-1989, Original Basis Straight-Line | ADS Recovery Period
Pre-1994
MACRS Pre-1990 AMT Adjusted Straight-Line Remaining ADS
Basis! Recovery Period?
ACRS Pre-1990 Regular Tax Straight-Line Remaining ADS
Adjusted Basis! Recovery Period”
All Other ACE Depreciation Will Be the Same as for Regular Tax Purposes
Property

' Adjusted basis as of the close of the last tax year beginning before 1990.

2 Remaining ADS recovery period as of the close of the last tax year beginning before 1990.

In addition to the above, remember that depreciation does not need to be recalculated for
ACE purposes on any property if a corporation becomes exempt from AMT due to the
Taxpayer Relief Act of 1997 (even if it later loses its exemption).
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ACE Depreciation Worksheet

Total Depreciation Expense Recomputed for AMT
(see the worksheet on page [V-147)

Depreciation Expense Recomputed for ACE Purposes:

Post-1989, Pre-1994 MACRS Property:

Original Basis
ADS Recovery Period

plus
Pre-1900 MACRS Property:

AMT Adjusted Basis*
Remaining ADS Recovery Period*

less plus

Pre-1990 ACRS Property:

Regular Tax Adjusted Basis*
Remaining ADS Recovery Period*

plus
All Other Property:

Use same depreciation method as for
Regular Tax Purposes

Subtotal = Total Depreciation Expense Recomputed for ACE ( )
ACE Depreciation Adjustment**

*  As of the close of the last tax year beginning before 1990.

** The ACE Depreciation Adjustment may be either a positive or negative amount!
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IRS Form 4562, Depreciation and Amortization, is used by all types of entities and has
several purposes:

* To claim a deduction for depreciation and amortization expense.
e To elect Section 179 expense.
e To provide detailed information on the use of vehicles.

e To provide general information on listed property other than vehicles.

Whether or not a business that is claiming depreciation* must file Form 4562 depends
first on the type of entity it is. A regular C corporation (i.e., any corporation other than
an S corporation) must file Form 4562 with its federal tax return every year that it is
claiming any depreciation. Other types of businesses (partnerships, S corporations, etc.)
only need to file Form 4562 if they have depreciation expense for property placed in ser-
vice in the current year, any Section 179 amount (including any Section 179 carryover
amount being expensed in the current year), or are depreciating any listed property. In
other words, a business that is claiming depreciation expense does not have to file Form
4562 if it is not operating as a C corporation, has no listed property, is not claiming any
Section 179 expense, and does not place any depreciable property in service in the cur-
rent year.

Note: *For the purpose of this discussion, the term depreciation will include regular de-
preciation, amortization, and Section 179 expense.

Although IRS requires detailed information on current-year depreciation, it does not
require any detail on depreciable assets that were placed in service in earlier years. How-
ever, all such information (depreciable basis, depreciation method, recovery period, etc.)
must be kept in your permanent records.

Form 4562 consists of six parts; each is designed to capture specific information. Before
we discuss each part in detail below, see the Form 4562, Depreciation and Amortization
page on the IRS web site to view (or download) the latest version of the form. All line
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Part I: Section 179 Election

references refer to the 2015 version but should apply to most other years since signifi-
cant changes are rare.

Part I: Section 179 Election

Completion of Part 1 of Form 4562 for new property constitutes an election to claim
Section 179 expense. In addition, Part 1 is designed to limit the amount of Section 179
expense by the three principal parameters:

e Dollar limit - The maximum dollar limitation is entered on Line 1.
* Investment limit - The investment limit is entered on Line 3.

* Taxable income limit - The taxable income limitation, if applicable, is entered on
Line 11.

Completing Part I

Prepare a listing of property, other than listed property, on which you claimed Section
179 expense this year. Also, look at line 13 of your prior year Form 4562 to see if there
is a carryover amount of disallowed Section 179 expense from last year.

Line 1:

Generally, this is $500,000 for the current year. However, if the entity is located in a spe-
cial zone, this amount is increased by a specified amount described in “Miscellaneous
Section 179 Rules,” page [V-19.

Line 2:

This is the total cost of qualifying Section 179 property placed in service in the current
year. For an enterprise zone, only include 50% of any qualified zone property.

Line 3:

Generally, this is the investment limit of $2,000,000 for the current year. However, if the
entity is located in a special zone, this amount is increased by a specified amount
described in “Miscellaneous Section 179 Rules,” page [V-19.

Lines 4 - 6:
Self-explanatory.

Line 7:

All information on listed property is entered in Part V of Form 4562, page two. If Section
179 expense is claimed on such property, it is entered both in Part V and here on Line 7.
If the property is a luxury vehicle, the combined amount of Section 179 and depreciation
expense claimed on it cannot exceed the annual limit.

Line 8 and 9:
Self-explanatory.
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Line 10:

Enter any carryover of Section 179 expense that was disallowed in previous years. This
is the amount on line 13 of your prior year Form 4562.

Line 11:

Enter the smaller of:

* Line 5 (the amount of allowable Section 179 expense after the previous two limita-
tions are applied), or

* The entity’s taxable income. Taxable income is calculated without regard to the
Section 179 expense deduction or any net operating loss carryforward or carryback.

Line 12:

This is the amount of Section 179 expense allowed for the current year.

Line 13:

This is the unallowable amount of Section 179 expense, which may be carried forward
indefinitely.

Part I1: Special Depreciation Allowance and Other Depreciation

Part Il of Form 4562 is where the 168 first-year depreciation allowance, ACRS, and
other depreciation is entered.

Completing Part I1

Prepare a listing of all qualified special zone properties for which you are taking the 168
first-year depreciation allowance and all non-MACRS property placed in service in an
earlier year that is still being depreciated. Exclude listed property. Although it is impor-
tant to keep detailed records, no attachment is required for this part of the form.

Line 14:

Enter the special Depreciation Allowance taken on all qualified special zone assets
placed in service in the current year.

Line 15:

This is a separate line for property that you elect to depreciate under a method not based
in terms of years, such as the units-of-production method. You must attach a statement
showing the property’s:

*  Description
*  Depreciation method

*  Depreciable basis
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Line 16:

This line includes the following:
*  ACRS property
*  Nonrecovery property

*  Property subject to the anti-churning rules. See “Anti-Churning Rules,” page [V-66,
and “Anti-Churning Rules,” page IV-110, for a detailed explanation.

*  Videotapes, sound recordings, and motion picture films (income forecasting)

* Intangible property that is not Section 197 property. An example is computer soft-
ware that is depreciated over 36 months.

*  Property depreciated under ADR.

Part I1I: MACRS Depreciation

Part I1II of Form 4562 is where property other than listed property is entered if it is
depreciated under MACRS. For record-keeping purposes, this is the most important sec-
tion of the form. It identifies all of the essential information for depreciating these assets
in future years.

Part I1I is divided into three sections:

1. Section A: MACRS depreciation for assets placed in service in a prior year, and the
election to use general asset accounts.

2. Section B: Property depreciated under the General Depreciation System (GDS).
3. Section C: Property depreciated under the Alternative Depreciation System (ADS).

Completing Part I11

Prepare a listing of your MACRS assets, but exclude all listed property. Distinguish
between those assets depreciated under the General Depreciation System (GDS) and
those depreciated under the Alternative Depreciation System (ADS). Next, group the
assets by their recovery-period classification.

Section A

Enter MACRS depreciation for assets placed in service in a prior year.

Check the box on the following line to make the general asset account election. This is
sometimes referred to as mass-asset or multiple-asset accounting. Under this system,
you can depreciate a large number of similar assets in one account, rather than depreciat-
ing each asset individually. This election is irrevocable and applies to the current year
and all future years.
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Section B

This is where you enter current year acquisitions that are depreciated under MACRS and
for which you have not elected the Alternative Depreciation System (ADS). It includes
property that you have elected to depreciate using 150% declining-balance, but over
their longer ADS recovery periods. Each line represents a property classification* based
on the asset’s class life, assigned under the Asset Depreciation Range (ADR) System.
For a detailed listing of property classifications, see “IRS ADR Class Life Table,” page
VI-4.

Note: *Notice that the term “classification” is not the same as an asset s class life! For
example, a desk has a 7-year recovery period based on a 10-year ADR class life. A desk
belongs on the line for 7-year property. If you elect to depreciate an asset using the 150%
declining-balance method over its ADS life, the classification of the asset does not
change. Therefore, the line on which it is reported does not change. Whether a desk is
depreciated using 200% declining-balance over its GDS life of 7 years or by 150% de-
clining-balance using its ADS life of 10 years, it is entered on the line for 7-year property.

For each classification of property, which is preprinted in Column (a), enter:

*  Column (b) - Month and year placed in service, but only if it is residential rental or
nonresidential real property.

*  Column (c) - Basis for depreciation: For an explanation of how to compute depre-
ciable basis, see “Basis Used for Depreciation,” page I-12. Remember to deduct out
any Section 179 expense.

*  Column (d) - Recovery period: Note that the recovery periods for 25-, 27.5-, and
39-year property are preprinted on the form.

*  Column (e) - Averaging convention: For personal property enter either “HY”
(half-year) or “MQ” (midquarter). For residential rental and nonresidential real
property, the averaging convention (“MM?” for midmonth) is preprinted on the form.

*  Column (f) - Depreciation method: This is where you elect to use 150% declin-
ing-balance (enter “150 DB”) or straight-line (enter “S/L”) for personal property. If
neither of these elections is made, enter “200 DB” for 200% declining-balance.

*  Column (g) - Depreciation expense: Enter the amount calculated for the current
year.

Section C

The election to use the Alternative Depreciation System (ADS) is made by completing
Section C. The instructions to complete this section are the same as for Section B except
that for Column (f) the depreciation method is preprinted as “S/L.”

Part IV: Summary

Part IV of Form 4562 is a summary of the total depreciation expense. It does not include
amortization expense. It does include the depreciation for listed property from the sec-
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ond page of the form and totals it along with the depreciation and Section 179 expense
amounts entered in Parts I, II, and III. However, it does not include any Section 179
expense if the entity completing the form is either a partnership or S corporation. This is
because Section 179 expense for such entities is passed through to the individual part-
ners or shareholders.

This summary section also asks for the amount of any increase in the basis of assets sub-
ject to the uniform capitalization rules of IRS Section 263A. Generally, manufacturers
are the ones most likely to be affected by this code section.

Part V: Listed Property

Part V pertains to all types of listed property, whether or not it actually has any personal
use and whether or not it was placed in service in the current year. For a complete dis-
cussion of the definition of listed property, see “Definition of Listed Property,” page
IV-73. Now that Section 179 expense has been limited to $25,000 for sport utility vehi-
cles purchased after October 22, 2004, SUV detailed information will appear under
listed property, even though an SUV is not considered to be listed property.

Part V is divided into three sections:

1. Section A: Lists all listed property and includes depreciation and other important
information about each asset.

2. Section B: Requests information on the use of business vehicles.

3. Section C: Contains questions for employers who provide vehicles for use by their
employees.

Depreciation deductions for listed property are allowed only for the percentage of the
property’s basis used for business and investment purposes. There are substantiation
requirements for proving such use. For an explanation, see “Record-Keeping Require-
ments for Listed Property,” page [V-96. There are also two types of written policy state-
ments that will satisfy these substantiation requirements. These are described in
“Completing Part V,” in the explanation for “Section C,” page IV-167.

Completing Part V

Prepare a listing of all listed property regardless of the tax year the property was placed
in service. Include all relevant information about each property's depreciation. Divide
the property into two groups: property used more than 50% in qualified business use and
property used 50% or less in qualified business use. For a detailed explanation, see
“Qualified Business Use,” page [V-75.

Section A

List any automobiles first, followed by all other listed property. If there are more than
five vehicles and they are all used 100% for business purposes, you may group them by
tax year. If employees reimburse the company for their personal use of a vehicle or the
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value of the personal use is included in the employees’ gross income, the vehicle is
treated as being used 100% for business purposes.

Note: Remember that:

e The ceiling limitations for vehicles are the maximum amounts of depreciation and
Section 179 expense that may be claimed. Also, such limitations must be reduced if
the tax year is a short year or if the business use is less than 100%.

e If listed property is not used more than 50% of the time for qualified business use,
no Section 179 expense may be claimed and straight-line depreciation must be used.

* If business use of listed property falls to 50% or less in a subsequent year, it may be
necessary to recapture depreciation and Section 179 expense. This is done on the
IRS Form 4797.

Section B

First answer the questions in Section C, the next section. For each vehicle identified in
Section A, information about its mileage and its specific use must be provided here
unless:

* Any of the questions in Section C are answered “Yes,” or

* A vehicle is only used by employees who are not more than 5% owners.

Section C

If any of the questions in this section are answered “Yes,” Section B above does not
have to be completed.

If the employer keeps one of the two types of written policy statements described below,
the employee who uses a company vehicle does not need to keep a separate set of
records and the company will have also satisfied its substantiation requirements as well:

1. A policy statement that prohibits all personal use, including commuting, of the com-
pany vehicles by employees and all of the following conditions are met:

*  *The employer owns or leases the vehicle and provides the vehicle to one or
more employees for use in the employer’s business.

e The vehicle is kept on the employer’s business premises when not in use.
*  No employee who uses the vehicle lives at the employer’s place of business.

*  *An employee may only use the vehicle personally if that use is de minimis in
nature (such as the employee stopping for lunch between two business calls).

*  *The employer reasonably believes that his employees are not using the vehi-
cles for personal use.

e The employer can provide evidence to support all of the preceding five condi-
tions.

1. A policy statement that prohibits all personal use, except commuting, of the com-
pany vehicles by employees and all of the following conditions are met:
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e *All of the same preceding three conditions with an asterisk in front of them,
except add the words “other than commuting” to the last two.

*  The employer requires that the employee commutes to work in the vehicle for
legitimate noncompensatory business reasons.

* The employee is not an officer, director, or a 1% or more owner of the
employer’s business.

*  The employer includes the commuting value in the employee’s gross income.

* The employer can provide evidence to support all of the preceding six condi-
tions.

As an alternative to the above, an employer can treat all use of a vehicle by an employee
as personal use. In other words, the employer can include the value of the availability of
the vehicle in the employee’s gross income, without any exclusion for a working condi-
tion fringe benefit to the employee, and withhold the required taxes. This would consti-
tute sufficient evidence and would satisfy the substantiation requirements for the
employer (per IRS Reg. 1.274-6T(c)). The employee, however, would then have to sub-
stantiate any deduction.
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Part VI: Amortization

Each year, you may elect to amortize certain qualifying property over a prescribed num-
ber of years. The election to amortize any newly acquired property is made by complet-
ing Part VI. You only provide detailed information for amortizable property acquired in
the current year. IRS does not require detail on amortizable property that was placed in
service in earlier years.

For current year property, you must provide the IRS code section under which it is being
amortized. Most intangible property is amortized over 15 years, under Code Section 197.
For a detailed explanation, see Section II: “Amortization.” Other types of amortizable
property and their appropriate IRS code sections are:

Pollution control facilities: Sec. 169

Certain bond premiums: Sec. 171

Cost of acquiring a lease: Sec. 178
Reforestation expenses: Sec. 194

Start-up expenses: Sec. 195

Organization costs for a corporation: Sec. 248

Organization costs for a partnership: Sec. 709

Tips on Completing Form 4562

If a tax return (generally an individual return) has more than one business activity, pre-
pare a separate Form 4562 for each activity. However, prepare only one Part I when
computing the allowable amount of Section 179 expense.

Since the Form 4562 only shows detail for current year acquisitions, you must main-
tain detailed records for property depreciated and/or amortized from previous years.

The Form 4562 must be filed with any C corporation income tax return that is
claiming a depreciation expense. However, an S corporation, partnership, or an indi-
vidual filing a Schedule C (Profit or Loss from Business) only needs to file it if
depreciable property is placed in service during the current year or the entity is
claiming any depreciation on any listed property. In addition, an individual filing a
Schedule C must file the Form 4562 if claiming any Section 179 expense, either
from the current year or as a carryover amount from a previous year.

Rounding off to whole dollars is acceptable to IRS. Eliminate any amount less than
fifty cents and increase any amount from fifty cents to ninety-nine cents to the next
higher dollar.
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We have covered a wide range of depreciation issues in this guide, both from a financial
reporting perspective and according to IRS rules. We started with the basic concepts and
then went on to specifics. There are two principal goals when calculating depreciation:

*  To accurately match depreciation expense with business income.

*  To correctly follow both GAAP and IRS rules.

Initially, the myriad of rules surrounding depreciation may have seemed overwhelming.
However, as you have learned, if taken one step at a time, depreciation is not difficult.

A key to correctly calculating depreciation is simply remembering to ask yourself all of
the necessary questions. Most depreciation errors are either errors of omission or errors
caused by not fully understanding one's options. For example:

*  “Do you need to keep an ACE book?”
*  “Do you start depreciating an asset as soon as you purchase it?”
The list goes on. Obviously, before you even begin wondering if you know all of the

correct answers, you need to be sure you know all of the questions. The “Depreciation
Questions,” page V-5, is intended as a checklist to insure that nothing is forgotten.
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The Fundamentals of Depreciation

By starting with the fundamentals in Section I, you have been able to see that the depre-
ciation rules are built upon certain basic concepts:

*  Property type

*  Depreciable basis
* Date placed in service
*  Property’s useful life or recovery period

e Depreciation method

Having read through this guide, it should also be apparent that most depreciation meth-
ods are based on either the straight-line method or a declining-balance method. Each
method has several variations, some of which are optional, while others are required to
be used at certain times.

Depreciation for Financial Versus Tax Reporting Purposes

In distinguishing between depreciation used for financial reporting versus tax reporting,
although the same basic fundamentals are used, the intent behind the choice of deprecia-
tion method is quite different.

Financial reporting attempts to find which depreciation method, approved by GAAP,
most realistically reflects the business’s use of the property. Tax reporting, on the other
hand, attempts to find which depreciation method, approved by the IRS, will allow the
business to pay the least amount of income tax, as late as possible, within the law.

Allowed or Allowable Depreciation

A concept that is unique to depreciation for tax reporting purposes is “allowed or allow-
able.” If an income tax return is filed and accepted by the IRS, the amount of deprecia-
tion expensed on that return has been technically “allowed.” However, because of any
number of reasons, the amount of depreciation claimed may not be correct. In other
words, it may not equal the amount “allowable” by the IRS. When this occurs, the
amount claimed may be either too much or not enough.

When an incorrect amount of depreciation is claimed on a tax return, there are two pos-
sible methods for rectifying this:

* File an amended return if the statute of limitations has not expired.

How To:

An amended tax return may be filed within three years from the date the original
return was filed, or two years after the tax was paid, whichever is later. A return that
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is filed early is considered to have been filed on the due date of the return.

e File a Form 3115, Application for Change in Accounting Method.

What happens if you discover that an incorrect amount of depreciation was claimed, it is
too late to file an amended return, you did not file Form 3115, and you are now dispos-
ing of the property and need to determine the property’s basis to compute the amount of
gain or loss? The answer is that the property’s basis must be reduced by the greater of
the allowed or allowable depreciation:

When the If too much depreciation was claimed, the business must reduce the
allowed amount property’s basis by the amount deducted on the tax return, to the extent of
is greater: any tax benefit received from the excess deduction.

or
When the If too little depreciation was claimed, the business must reduce the
allowable property’s basis by the correct amount of depreciation to which it was
amount is entitled, even though no tax benefit was ever derived!
greater:

Multiple Depreciation Calculations

As stated earlier, different depreciation methods are used for different types of reporting
(i.e., financial vs. tax). In addition, different depreciation methods may be used within
any one income tax return.

A C corporation will, in many instances, be required to keep at least four separate sets of
depreciation records:

1. Financial statement depreciation.

2. Regular income tax depreciation.

3. AMT depreciation*.

4. ACE depreciation®.

*  Beginning in 1998, if a corporation qualifies as a “small business corporation” under the Taxpayer Relief Act
of 1997, it does not have to compute either AMT or ACE depreciation. Furthermore, corporation that began
business in 1994 or later will not be subject to the ACE Depreciation Adjustment.

In addition to the above, the business may also need to keep a separate set of records for
state depreciation. This will occur if you are filing a state income tax return for a state
that has its own set of depreciation rules.

TIP
To simplify your record-keeping requirements:

Electing to use the MACRS Alternative Depreciation System (ADS), whenever possible, will
eliminate the depreciation adjustment for AMT, as well as eliminating any recalculation of depre-
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ciation for the computation of Earnings and Profits. (For assets placed in service prior to 1994,
electing ADS also eliminated the depreciation adjustment for ACE.)

Note: You need to be aware, however, that the above is only appropriate when the business does
not need to reduce its taxable income to avoid paying more tax, such as when it is in a loss situa-
tion.

V-4
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Decisions, decisions . . .

The key to correctly calculating depreciation is simply remembering to ask yourself all
of the necessary questions. None of the questions are difficult. However, they are al/
important, and missing even one of them may give you an incorrect calculation.

Here are the questions, all very simple. In case you forget any of the terminology or
need a “How To” reminder, we have included subtitles and page references so you can
quickly turn to the appropriate discussion of what may be involved in the decision-mak-
ing process and find a quick clarification:

No. ‘ Question ‘ Where to find the answer

1. Are you the entity that may claim the depreciation on | Who May Claim Depreciation?
this particular property? (Section I: page 1-2)

A. | If you cannot claim depreciation, but you are leasing | Leased Listed Property
the property (note that some lessees are entitled to (Section IV: Chapter 3: page [V-90)
depreciation), is it listed property?

2. Is the property depreciable? What Property May Be Depreciated?
(Section I: page 1-2)

3. What type of property is it? Is it tangible or intangible | Elements of Depreciation, Type of Property

property? Is it personal or real property? (Section I: page 1-10)
Is it amortizable? Section II: Amortization
B. |Isitlisted property? Section I'V: Chapter 4: Passenger

Automobiles and Other Listed Property

C. |Isit Low-Income Housing that was placed in service | Section IV: Chapter 4: page IV-98
after 1980 but before 1987?

4. What date was the property first placed in service? Elements of Depreciation, The Date Placed
in Service
(Section I: page I-11)

5. What is the property's depreciable basis? (Remember | Basis Used for Depreciation
to ask if the property was used for personal purposes.) | (Section I: page 1-12)

6. Are you depreciating the property for financial ISection I1I: Depreciation for Financial
statement purposes! or for tax reporting purposes?? Reporting

(You may be depreciating the property for both types | 2Gection IV: Depreciation for Income Tax
of reporting.) Reporting

Questions 7-10 Are For Financial Reporting Purposes:
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No. ‘ Question ‘ Where to find the answer
7. Does the property have a salvage value? Section III: page I11-1
8. What is the property's useful life? Section III: page I11-1
9. What depreciation method will you use? Section III: page I1I-1 and
Depreciation Methods for Financial
Reporting
(Section III: page I11-2) and:
A. | Ifusing the straight-line method: Straight-Line Method
(Section III: page I11-2)
B. | Ifusing an accelerated method: Accelerated Methods
(Section III: page 111-2)
C. | Ifusing a production or use method: Production or Use Methods
(Section III: page I11-6)
D. |Ifusing income forecasting: Depreciation Methods, Income Forecasting
(Section IV: Chapter 5: page [V-117)
10. Was the property in service for less than 12 months Depreciation for Partial Periods
during the current tax year? (Section III: page 111-9)
Questions 11-21 Are for Tax Reporting Purposes:
11. What date was the property placed in service? (You Section IV: chart on page [V-2
will, in most cases, need to know the month as well as
the year.) Based on the chart in Section IV, page [V-2,
you will be able to determine which chapter of this
guide will give you a detailed explanation for the type
of property you are depreciating.
For MACRS Property Only:
12. If the property qualifies, are you expensing the Section IV: Chapter 1: First-Year Expensing
property under the Section 179 expense deduction?
13. What is the property's recovery period? MACRS Recovery Periods
(Section IV: Chapter 2: page [V-42)
14. What averaging convention must be applied? MACRS Averaging Conventions
(Section IV: Chapter 2: page IV-44)
15. What depreciation methods may you use? MACRS Depreciation Methods
(Section IV: Chapter 2: page [V-49)
16. How is the depreciation method that you have chosen | Section IV: Chapter 2: Modified Accelerated
calculated? Cost Recovery System (MACRS)
A. | Canyou use the percentage tables? Calculating MACRS Depreciation,
Percentage Tables
(Section IV: Chapter 2: page IV-51)
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No. Question Where to find the answer
B. | Ifyou are not using the percentage tables, do youneed | Calculating MACRS Depreciation, Manual
to understand the manual calculation? Calculation
(Section IV: Chapter 2: page IV-52)
C. | Are you using the Alternative Depreciation System ADS
(ADS)? (Section IV: Chapter 2: page IV-56)
For All Types of Property:
17. Is the current tax year less than 12 months? If yes:
A. | Isit MACRS property? Short Tax Years

Was the property placed in service this year?

Was the property placed in service during an earlier
year?

(Section IV: Chapter 2: page [V-57), and

Property Placed in Service in a Short Year
(Section IV: Chapter 2: page IV-58)

Short Year After the Property Is Placed in
Service
(Section IV: Chapter 2: page [V-62)

B. |Isit ACRS property? Short Tax Years
(Section I'V: Chapter 4: page IV-106)
C. | Isitnonrecovery property (pre-1981)? Principles for Calculating Depreciation for
Nonrecovery Property, Averaging
Conventions
(Section IV: Chapter 5: page IV-121) and
Depreciation for Partial Periods
(Section III: page I11-9)
18. Is the property subject to the anti-churning rules? Property Excluded From MACRS,
Anti-Churning Rules
(Section I'V: Chapter 2: page IV-66)
19. Was the property disposed of this year while its
recovery period has not yet expired? If yes:
A. |Isit MACRS property? Early Dispositions
(Section I'V: Chapter 2: page IV-63)
B. | Isit ACRS property? Early Dispositions
(Section I'V: Chapter 4: page IV-108)
C. | Isitnonrecovery property (pre-1981)? Principles for Calculating Depreciation for
Nonrecovery Property, Averaging
Conventions
(Section IV: Chapter 5: page [V-121)
20. Was there a change in the type of use of the property?
If yes:
A. |Isitlisted property (either MACRS or ACRS)? Depreciation Limitations on Listed Property,

Predominant Use Test Failed in Subsequent
Tax Year
(Section I'V: Chapter 3: page IV-80)
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No. ‘ Question ‘ Where to find the answer

B. |Isit ACRS property? Changes in How Property Is Used

(Section IV: Chapter 4: page IV-110)

C. | Isit both nonrecovery property (pre-1981) and Principles for Calculating Depreciation for
residential rental property that either passes or fails Nonrecovery Property, Limitations on Using
the “80% rental test” in the current year? Accelerated Methods, Residential Rental

Property
(Section IV: Chapter 5: page [V-122)
21. Has the business used any form of accelerated Section IV: Chapter 7: Depreciation and the
depreciation for any property? Alternative Minimum Tax (AMT), and, if a

C corporation with pre-1994 property,
Section IV: Chapter 8: Depreciation and
Adjusted Current Earnings (ACE)
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Guide To Using the Tables . ...t e e VI-1
Tables [=3 . .o VI-2
IRSADR Class Life Table .. ..... ... e VI-4
MACRS Percentage Tables .. ............ . VI-14
ACRS Percentage Tables .. ...t VI-41
Tables for Listed Property . ....... ... . VI-48

Guide To Using the Tables

We have organized the necessary tables by labeling each with both a letter(s) and num-
ber as follows:

1. T #— These are the three tables that are based on the ADR Class Life system. See
page VI-2.

2. M #— These are the 18 MACRS Percentage Tables. See page VI-14.

3. A #— These are the 15 ACRS Percentage Tables. See page VI-41.

4. ALP # — These are the two tables for ACRS Listed Property. See page VI-49.

5. ALL # — These are the two tables for ACRS Leased Listed Property. See page
VI-50.

6. MLL # — These are the two tables for MACRS Leased Listed Property. See page
VI-51.

Note: The tables for MACRS Listed Property that is not leased are located with the
MACRS Percentage Tables described in 2. above, since such property uses the ADS
method.
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Tables 1-3

Table 1

Table 2

Table 3

All three of the following tables may be used to determine the proper classification of
MACRS property. These tables will simplify the IRS ADR Class Life Table, which is
also included here. You should use these tables when determining the MACRS recovery
period (i.e., the GDS life) for any depreciable property newly acquired, as well as for
determining either the class life or the ADS life of MACRS property. Remember that the
ADS life is also used for Alternative Minimum Tax (AMT) calculations on MACRS

property.

This is an alphabetical listing for determining the recovery periods for commonly used
assets.

This table is for determining the recovery periods for property used in a manufacturing
business. It is alphabetized according to the particular type of manufacturing industry.

You will notice that the first column in this table shows the “asset class number.” Once
you have located the correct industry, you may need further detail. If that is the case,
turn to the IRS ADR Class Life Table, located just behind these tables, and refer to the
asset class number, which in the IRS table is found in numerical order.

For correctly classifying fools used in the manufacture of a particular type of product,
look at Table 2 under the type of product being manufactured, and then look for “spe-
cial tools.” For example, special tools used in manufacturing rubber products may be
found in Table 2 under the listing: “rubber products—special tools.”

This table is for determining the recovery periods for property according to the type of
business in which it is used. The different types of businesses are sorted alphabetically.

As in Table 2, we have included the “asset class number” from the IRS ADR Class Life
Table. It is a good idea to reference the IRS table as well, since there are various excep-
tions for specific assets, too numerous to include in our table.

VI-2
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Which table should you use?

* If it is an asset most likely being used in many different types of businesses, use
Table 1.

e Ifitis an asset used in a manufacturing business, use Table 2.
e Ifitis an asset fairly unique to a particular type of business, use Table 3.
Remember that under MACRS, any personal property without a class is automatically

7-year property for regular MACRS depreciation, with a /2-year recovery period for
ADS.

Help: Enter “IRS table” on the Index tab of the Sage Fixed Assets Depreciation online
Help to review the information in Tables 1-3.
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Table B-1. Table of Class Lives and Recovery Periods

Recovery Periods
{in years)
Asset Class Life| GDS
class | Description of assets included (in years) [ [MACRS) ADS

SPECIFIC DEPRECIABLE ASSETS USED IN ALL BUSINESS ACTIVITIES, EXCEPT AS NOTEL:

0044 Office Fumniture, Fixtures, and Equipment:
Includes furniture and fodures that are not a structural component of a building. Includes such 10 7 10
assats a5 dosks, files, safes, and communications equipmant. Does not inclu
communications equipment that is included in other classes.

0042 | Information Systems:
Includes computers and their paripheral equipment usad in administering normal businass [i} 5 5
transactions and the maintenance of business records, their retrieval and analysis.
Information systems are defined as:
1} Computers: A computer is a programmable electronically activated device capable of
accapting information, appl'_ﬂ'nﬁ prescribed processas to the information, and supplying the
results of thesa processes with or without human intarvention. It usm consists of a Central
DCAssIng unit containing extensive storage, logic, anthmetic, and rol capabilitias.

luded from this category are adding machines, electronic desk calculators, efc., and othar
equipmeant dascribed in class 00.13.
2} Peripheral uiﬁamant consists of the auxiliary machines which are designed to be placed
under control of the canfral processing unit. Nonlimiting examples are: Card readers, card
punches, magnetic tape feeds, high spead printers, oplical character readers, tape casseties,
mass storage units, paper [gp_e equipmeant, kg)rpunchas. data antry devicas, telaprintars,
tarminals, tape drives, disc drives, disc filas, disc packs, visual image projector tubes, card
sortars, plotters, and collators. Peripheral equipment may be used on-line or off-line.
Does not incuds equipment that is an integral part of other capital equipment that is included
in other classes of economic activity, i.e., computers used grimarih.r for process or production
control, switching, channeling, and automating distributive trades and servicas sucl point
of sale (POS) computer systems. Also, does not include equipment of a kind used primarily for
amusement or entartainment of the user.

00.43 | Data Handling Equipment; axcept Computars:

Includes only typewntars, calculators, adding and accounting machines, copiers, and [} 5 [i]
duplicating equipment.
00.24 | Airplanes [airframas and uﬁim@ , except those usad in commercial or contract carrying [i} 5 [i]
of passengers or freight, and all helicopters (airframes and engines)
00.22 | Automobiles, Taxis a 5 5
00.23 | Buses a 5 a
00.244 | Light General Purpose Trucks: .
Includes trucks for use ower the road (actual weight less than 13,000 pounds) 4 5 5
00.242 | H General Purpose Trucks:
Includes heavy ganeral purpose trucks, concrete ready mix-tnucks, and one trucks, for usa [} 5 ]
ower tha road {actual unlcaded weight 13,000 pounds or mone)
0025 | Railroad Cars and Locomotives, except those owned by railroad transportation 15 7 15
companias
00.26 | Tractor Units for Use Over-The-Road 4 3 4
00.27 | Trailers and Trailer-Mounted Containers [ 5 ]
0028 | Vessels, Barges, Tugs, and Similar Water Transportation Equipment, except those used 18 10 18
in marine construction
00.3 Land Improvements:
Includes improvemants directly to or added to land, whather such improvemeants are saction 20 15 20

1245 property or saction 1250 property, Med such improvaments are depreciabla.
Examples of such assats might include s%ﬂh‘alks, roads, canals, watorways, drainage
facilities, sewsrs (not including municipal sewears in Class 51), wharves a docks, bridges,
fances, landscaping shrubbery, or radio and television transmitting towers. Does not include
land improvements that are explicitly included in any other class, and buildings and structural
componants as defined in section 1.48-1(g) of the Eulaﬁon& Excludes public utility initial
clearing and grading land improvements as specified in Rev. Rul. 72-403, 1972-2 C.B. 102.

00.4 Industrial Steam and Electric Generation and/or Distribution Systems:

: Includes assets, whether such assets are section 1245 properrr or 1250 property, providing 22 15 22
such assets are depreciable, used in the production andfor distribution of electricity with rated
total capacity in excess of 500 Kilowatts andfor assets used in the production or
distribution of steam with rated total capacity in excess of 12,500 pounds per hour for use
the taxpayer in its industrial manufacturing process of plant activity and not ordinarily available
for sale to others. Does not include buildings and structural components as defined in saction
1.48-1(g) of the regulations. Assats usad to genorate andfor distnbute alectricity or steam of
the typa descri above, but of lesser capacity, are not included, but are included in
the appropriate manufacturing equipment classes elsewhers specified. includes alectric
generating and steam distribution assets, which may ufilize steam produced by a waste
reduction and resource recovary plant, used by the taxpayer in its industrial manufacturing
process or plant activity. Steam and chemical recovery boiler systems usad for the recovery
and regeneration of chamicals used iIn manufacturing, with rated capacity in excass of that
descrbed abowve, with specifically related distnbution and retumn systems are not included but
ara included in appropriate manufacturing equipment classes elsawhera specified. An example
of an axcluded steam and chemical recovery boiler system is that usad in the pulp and paper
manufacturing equipment classas elsawhere specified. An example of an excluded steam and
chemical recovery boiler system is that used in the pulp and paper manufacturing industry.
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Table B-2. Table of Class Lives and Recovery Periods

Aszat
class

Dascription of assets Included

Recovery Periods
(In years)

Class Lite
(In years)

GDS
[MACRS)

ADS

DEPRECIABLE ASSETS USED IN THE FOLLOWING ACTIWITIES:

01.4

Agricutture:

Includes machinery and equipment, grain bins, and fences but no other land Improvements,
tnat are used In thie producticn of crops or plants, vines, and fraes; ivestock; the operation of
farm dalries, nursenes, greennoussas, sod fams, mushroom callars, cranbermy bogs, aplaries,
and fur farms; the performance of agricutiure, animal husbandry, and horticultura servicas.

10

10

01.41

Cotton Ginning Assets

12

12

01.21

Cattle, Breeding or Dalry

01.221

Any Dreading or Work horse that I1s 12 years old or less at the time It Is placed In sarvice™

10

10

01.222

Any breeding or work horse that Is more than 12 years old at the time it Is placed In sarvice™

10

10

01.223

Any race horse that Is more than 2 years old at the ime It Is placed In service™

12

01.224

mﬂmmm more than 12 years old at the time It Is placed In service and that Is
neither a race horse nor a horse described In class 04.222"

e | e | e [ = en| =

12

01.225

Any horse not described In classes 01.221, (H.222, 01.223, or 01.224

01.23

Hogs, Breading

w

01.24

Sheep and Goats, Breeding

en | e | =

013

Farm bulldings except structures Included In Class 01.4

25

25

014

Single purposa agricultural or horticultural structuras (within the meaning of section
168[1)(13) of the Coda)

15

10

15

10.0

Mining:
Includes assats usad In the mining and quamying of metallic and nonmetallic minerals (ncluding sand,
gravel, stong, and clay) and the milling, benaficiation and oiher primary preparation of such materals.

10

10

13.0

offshore Driliing:

Includes assets Used In offshore arliling for ol and gas such as Noating, seli-propslied and
other driling vessels, barges, platfiorms, and drlling equipment and support vessels such as
fendars, barges, towboats and crewboats. Excludes oll and gas production assats.

75

7.5

134

Drilling of Ol and Gas Wells:

Includes assets used In the arling of onshore oll and gas wells and tha provision of
geophysical and other exploration services; and the provizion of such oll and gas flald sarvices
as chemical traatmant, mu% and abandoning of wells and cemeanting or pertorating well
cazings. Does not Includa = U=ad In the performancs of any of thass activities and
sarvices by Integraton peiroleum and natural §as prooucers for thelr own account.

132

Exploration for and Production of Petroleum and Matural Gas Deposits:
InCludes assats usad by pefroleum and natural gas producers for dnling of walls and production of
petroleum and natural gas, INciuding gathenng plpelines and related storage faciities. AlSe INCudes
petroleum and natural gas offshore ransportation facllities used by producers and others consisting
of platiorms (other than driling platioms classified In Class 13.0), compresskon of pumping
equllament. and gath and transmission Ines to the first cnshore transshipment faclity. The assets
In the first onshore transshipment faciity are also Included and consist of separation equipment
{used for separation of natural gas, liquids, and In Class 49.23), and quid holding or storage facities
(other than those classified In Class 48 25). Does not Include support vessals.

14

14

133

Patroleum Reflning:
Includes assats usad for the distilation, fractionation, and catalytic cracking of crude pefroleum
Into gasoline and its other componeants.

16

10

16

15.0

Construction:

Includes assots used In construction by general bullding, special trade, heavy and marine
construction contractors, operative and Investmeant buliders, real estato subdividers and
developers, and othars except ralroads.

Manufacture of Grain and Graln Ml Products:
Includes assote wsed In the production of flours, coreals, Ivestock feods, and other grain and
grain milll products.

17

10

17

Manufacture of Sugar and Sugar Products:
Inciudes assets used In the production of raw sugar, syrup, or finlshed sugar from sugar cane
OF sugar beats,

18

10

18

Mamufacture of Vegetable ©lis and Vegetable Ol Products:
Inciudes assets used In the production of oll from vegsatable matenals and the manufacture of
related vegetable oll products.

18

10

18

20.4

Manufaciure of Other Food and Kindred Products:
Includes assets used In the production of foods and beverages not Included In classas 201,
20.2 and 20.3.

12

12

20.5

Manufacture of Food and Beverages—Speclal Handling Devices:

Includes assets defined as speclallzed materals handiing devices such as refumable pallats,
palistized containers, and fish processing equipment Including boxes, baskets, carts, and Nlaking trays
used In activities as defined In classes 20.1, 20.2, 20.2 and 20.4. Does not Include general purposa
sl tools Such as wrenches and drills, both hand and power-driven, and other genaral purposa
equipmant such as conveyors, transfer equipment, and materials handling devices.

" Property described in assst classes 01.223, 01.224, and 01.225 are essigned recovery periods but have no class lives.
* A horse i more than 2 [or 12) years old sfter the day that is 24 {or 144) months after its actual bithdate.
* 7§ property was placed in sarvica before 1988,
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Table B-2. Table of Class Lives and Recovery Periods

Recovery Perlods
{In years)
Asset Class Life| GDS
class | Description of assets Included {in years) | [MACRS) | ADS
21.0 Manufacture of Tobacco and Tobacco Products:
Includes assets usad In the production of clgarettes, cigars, =moking and chewing tobacco, 15 7 15

snuft, and other tobacco products.

22,4 Manufacture of Knitted Goods:
Includes assats usad In the production of knitted and netted Tabrcs and lace. Assats usad In 7.5 5 7.5
;.ram pr ration, bleaching, dyeing, printing, and othar simikar Anishing processes, texturing,

ging, are elscwhore v::lass.nﬁx1

222 Mmurar:mra of Yarn, Thread, and Wowen Fabric:

Inchudias assals used n tI‘E uction of spun Inciuding the Dianding, spinnl

twisting of fpers Into yams ggdmmaas mg'lpna‘i'rarmpamun or ya?ns ap&npgng 5ting, warpim rlljg ng windamng. the
production of covered elastic yam and thread, cordage, wowven fabric, tire fabric, bralded fabrc, twisted ute
for packaging, matiresses, pads, sheets, and Industrial bafts, and the processing of texdile mil waste i
recover fibars, flocks, and shoddies. Assats used io manufeciure , man-mada flars, and NoNWoVens,
and assefs usad In textunng, bisaching, dyelng, printing, and ofher simitar fnishing processas, are alsawhers
classiied.

22.3 Manufacture of ts and , Finlshing, and Packaging of Textlle Products and
Manufacture ot Ical and Dental Supplies:

Inciudes assals usad in the procuction of ca'pg;. rugs, mats, wowen carpet backing, chanila, and other 9 5 9
futted products, and assats usad In the joining together of backing with carpat yam or fabric. Includes assels
usad In washing, scouring, bieaching, dyalng, printing, drying, and simliar finishing processes applied to
fentia fabrics, yams, fhreads, and r tedllie Inciudas assats used n the pmﬂuulnn ann pacl-aglng
of taxtlle products, ofner than appars, by creesing, forming, timming, cutting, &nd sewing, Suc

praparation of carpet and fabric samples, or simiiar [oining together processes (othar than the |:m:|uc1i:|n of
SCrIM reinforcad pEper products and laminated paper products) such as the seWing and fkding of noslery
and panty hose, and the creasing, folding, fimming, and cutting of fabrics fo produce nonwaowen products,
such as disposabie diapars and saniiary . Also Includes assels usad In the production of medical
and dental supples oter than drugs medicines, Assafs uzad In the manufacture of nonwoven capet
backing, and hard sutace N0or coverng such 85 tile, rubber, and Cork, are aisewnens classified.

22,4 Manufacture of Textlle Yams:

Includes assets usad In the processing of yams to Impart bulk andsor stretch prﬂgﬁﬁas fo the g 5 B
yarn. The princlpal machinas Imvolved are falsetwist, draw, beam-to-baam, and
textunng equipment and redated nighspeed twisters and winoars. Assets, as described above,
which are used to further process man-made fibers are elsewhera classiflied when located In
tho zame plant In an Integrated operation with man-made fibar producing assets, Assets used
o manwtacture man- fibars and assets used In bieaching, dyeing, printing, and othar
simillar finkshing procassas, are elsewners classifliad.

225 Manufacture of Nonwoven Fabrics:
Inciudes assats used In the production of nomwoven fabrics, falt goods including felf hats, padding, batting, 10 7 10
wacding, cakum, and Mings, from new matarials and from textiie mill waste, Nonwosen fabrics are dafined
s Tabrcs [otnar than reinforcad and laminated compostas consisiing o NONWOVENS and otnar products)
manufaciured by l:m:lnF natural and'or synthetic ibers andior flaments by means of induced mechanical
Intariocking, fuld entanglemant, chemical adhesion, tharmal or soivent reaction, or by combination thereof
ofher than natural hydration bonding a3 ocurs with natural cedulosa fibars. Such maans Nchide resin
bonding, web bonding, &nd mait bonding. Specifcally Includes assats used to make focked and needis
punched products other than carpets and rugs. Assels, & described above, which are usad to manutacture
NOMWOVENS 578 SISEWNEns classimad when IDcated In tne same plant i an nmg'aieu oparztion witn
man-mada fioar producing asssis. Assefs usad to manufaciure man-made fMbers and assets usad In
blaaching, dyeind, prnting, and other similar inishing procasses, &e alsewnars classified.

23.0 Manufacture of Apparel and Other Finished Products:
Includes assats usad In the production of clothing and fabricated toxtile products by the cutting 9 5 o
and sewing of woven fabrics, other textile products, and furs; but does not Include assets used
In the manutacture of apparel from rubbar and leatner.

241 Cutting of Timber:

Includes logging machinery and equipment and roadbuliding equipment wsad by logaing and 6 5 i
sawmill oparators and pulp manufacturars for thelr own account.

24.2 Sawing of Dimensional Stock from Logs:
Includes machinery and equipment Installed In parmanent or well established sawmills, 10 7 10

24.3 Sawing of Ddimensional Stock from Logs:

Includes machinery and equipment In sawmills charactarized by temporary foundations and a B 5 &
lack, or minimum amount, of lumbernandiing, drying, and reskdue disposal equipment and
facillies.

24.4 Manufacture of Wood Products, and Furmniture:
Includes assats usad In the production of plywood, nardboard, flooring, venesars, fumiiure, and 10 7 10
other wood products, Including the treatmeant of poles and timber.

26.1 Manufacture of Pulp and Paper:
Includes assats for pulp materials handing and storage, pulp mill processing, bleach processing, paper and 13 7 13

d manufacturing, and on-ina finishing. Includes poliution conbrol assats &nd all land Improvamants
associaiad with the factory slie or production process such as affuent ponds and canals, provided such
Improsemeants are deprackable but does not Inciuda bulidings and ral components a8 definad in
section 1.48-1(8)1) m‘ the reguiations. Includes sieam and chemical recovery boller systems, witn any rated
capacity, used for the recovary and regeneration of chemicals used In manufaciunng. Does nof Include
assats used efner in pulpwood logging, or in the manufacture of hardboard.

11 7 11
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Aszet
class

Description of assets Included

Recovery Parlods
{in years)

Class Life
(In years)

GDS
(MACRS]

ADS

2.2

Manufacture of Converted Paper, Paperboard, and Pulp Products:

Includes assets used for modification, or remanufacture of paper and pulp Into converted
products, such as paper coabed off the paper machine, paper bags, paper boxes, cartons and
apmlc-ms. Does not Include assets usad for manufacture of nonwovens that are elsawnens
classified.

i0

7

i0

2T.0

Printing, Publishing, and Allled Indusiries:

Includes assets used In printing by ona or mare 5505, such as letter-prass, lithography,
gravure, or screen; the perfommance of services for the printing trade, such as bockbinding,
fypesatting, engraving, photo-engraving, and electrotyping; and the publication of newspapers,
Dooks, and periodicals.

11

11

28.0

Manuracture of Chemicals and Allled Products:

Includes assets used fo manufacture basic organic and Inorganic chemicals; chemical products
to be used In furiner manutacture, such as synthetic fibars and plastics materals; and finished
chamical products. Includas assets used to further process man-mada fibers, to manufactura
plastic fim, and to manufacturs nonwoven tabrcs, when such assets are located In the sama
plant In an Integrated operation with chemical products producing assets. Also Includes assets
usad to manufactura photographic supplies, such as mm, photographic paper, sansitized
photographic paper, and developing chemicals. Includes all land Improvemants assoclated with
plant sita c:-ggmductlcn processes, such as effiuent pends and canajrfb?mmed such land
|mﬁ-m-.rgma ara depraciable but does not Include bulldings and structural componants as
definad In section 1.48-1(g) of the %Iaﬂms. Does not Include assats usad In the manutacture
of finished rubber and plastic prod or In the production of natural gas products, butame,
propane, and by-products of natural gas production plants.

8.5

8.5

Manufacture of Rubber Products:

Includes assets used for the production of products from natural, synthatic, or reclaimead
rubber, gutta parcha, balata, or gutta =slak, such as tires, tubaes, rubbear footwear, mechanical
rubber goods, heols and soles, ficoring, and rubber sundries; and In the recapping, retreading,
and rebuliding of tires.

14

14

Manufacture of Rubber Products —Special Tools and Devices:

Includas assats defined as special tools, such as Jigs, dies, mandrels, molds, lasts, pattemns,
speclaity contalners, pallets, shells; and tire molds, and accessory parts such as rings and
Insart plates used In activities as defined In class 30.1. Does not Include tire bullding drums
and accassory parts and general purpose small tools such as wrenches and drllis, Doth power
and nan%dm-an. and other general purpose equipment such &s conveyors and franster
aquipment.

0.2

Manufacture of Finished Plastic Products:

Includes assets usad In the manufacture of plastics products and the medding of primary
plastics for the trade. Doas not Include assets wsad In the manutacturs of basic plastics
matarals nor the manufacture of phonograph recors.

11

ik

30.21

Manufacture of Finished Plastic Products —Special Tools:

Includes assets defined as special tools, such as |igs, dies, fxtures, molkds, pattarr;s.zgaugas.
and spacialty fransfar and snipping devices, usad In activities as defined In class 30.2. Specla
tools are spachically designed for the production or processing of particular parts and have no
signiflcant utiitarian value and cannot be adapied to further or differant use after changes or
Improvements are made In the model design of the particular part producad by the spactal
tools. Does not Include ganeral purposa small tocls such as wranches and dnlls, both hand and
power-driven, and other genaral purpose equipment such as conveyors, transfer equipment,
and matenals nanding oavices.

3.5

35

Ho

Manufacture of Leather and Leather Products:
Includes assats usad In the tanning, CUMYINg, and finkshing of Nides and sKIns; tha processing
of fur pelts; and fhe manutacture of finished leather products, such as footwear, belting,

apparal, and luggage.

11

Lh

Manufacture of Glass Products:
Includes assets used In the production of fiat, blown, or pressed products of glass, such as
float and window glass, glass contalners, giassware and flberglass. Doos not Includa assats
usad In the manutaciure of lenses.

14

14

Manufacture of Glass Products —Spacial Tools:

Includes assets defined as speclal tools such as moids, ems, pallets, and speclalty transfar
and snlpplnP oavices such as stoel racks to transport automotive glass, usad In activities as
defined In ciass 32.1. Speclal tools are specifically designed for the production or processing of
particular parts and have no significant utiitaran value and cannot be adapted to further or
difterent use aftar changas or Improvements ane mads In the model design of the particular
part produced by the special tools. Does not Include general puposae small tools such as
wrenches and drills, both hand and power-arven, and other H&eml purpose equipmant such
as conweyors, transter equipmeant, and materials handing devices.

2.5

25

322

Manuracture of Cement:
Includes assets used In the production of cement, but does not Include assats usad In the
manufacture of concrete and concrete products nor In any mining of extraction process.

20

20

Manufacture of Other Stone and Clay Products:

Inclugdes assets used In the manutacture of prooucts from materals In the form of clay and
stone, such as brick, tile, and plps; pottery and related products, such as vifrecus-china,
plumbing fixtures, earthanware and ceramic Insuiating materials; and also Includes assets wsad
In manufacture of concreta and concrete products. Does not Include assets used In any mining
or extraction processes,

15

15
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Recovery Perlods
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Aszet Class Lite| GDS
class | Description of assats Included {In years) | (MACRS)| aDs
33z Manufacture of Primary Monferrous Metais:
Inciudes assets usad Inthe smelting, remning, and slectrolysis of NoMemous metals rom o, 14 7 14

plg, or scrap, the rolling, drawing, and alicying of nonferrous metals; the manufacture of
castings, forgings, and other bagic prod of nonfemous metals; and the manutacturs of
nalls, Splkes, structural shapes, tubling, wire, and cabla.

33.21 | Manufacture of Primary Nonferrous Metals —Speclal Tools:

Includes assats defined as speclal tools such as dias, |igs, molds, patterns, fixtures, LEQS, B.5 5 B.5
and drawings conceming such special fools used In the activities as defined In class .
Manutacture of Prmary Monfamous Metals. Special tools are specifically deslgned Tor the
production or processing of particular products or parts and have no significant utiittarian valus
and cannot be adapted to further or aifferant use after changes of IMprovements arm made In
tha modal dasign of the particular %rt producad by the special tools. Does not Include genaral
purpose small fools such as wrenchas and arlllis, both hand and power-driven, and other
genaral purposs equipment Such as comvayors, transfar equipment, and materals handing
devices. Rolls, mandrals and refractories are not Included In class 33.21 but are Includad In
class 33.2.

333 Manufacture of Foundry Products:
Inciudes assats usad In the casting of Iron and steel, Including related operattons such as 14 7 14
malding and coremaking. Also Includes assets used In the finishing of castings and

pattamnmaking when performed at the foundry, all special tools and related land Improvements.

334 Manufacture of Primary Steel MIll Products:
Includes assats used In the smelting, reduction, and refining of Inon and steel from ore, plg, or 15 7 15
scrap; the nolling, dramrég and alloylﬂg of steal; the manutacture of nalls, splkas, structural
shapes, tubing, wire, and cable. InCludes assefs used Dy steal sanvice centers, fermous metal
forges, and assats used In coke production, regardiess of ownership. Also Includes related land
Improvements and all spaclal tools used In the above activitios.

34.0 Manuracture of Fabricated Metal Products:
Includes assats usad In the production of metal cans, tinware, fabricated structural metal 12 7 12
products, metal stampings, and othor famous and monfemous metal and wire products not
elsam:[;re classifiod. Does not Include assots usad to manutacture non-electric hoating
apparatus.

3401 | Manufacture of Fabricated Metal Products —Speclal Tools:

Includes assots dednod as spoclal tools such as dios, jlﬂs. molds, pattemns, fixtures, % os, 2 3 3
and retumable containers and drawings conceming such special tools used In the ac s 3

defined In class 34.0. Special tools are spectfically designed for the production or processing of
particular machine components, products, or parfs, and have no significant utiitaran value and
cannot be adapted to further or differant use arter changes or Improvements are made In the
model dasign of the particular part&:mduoed by the special tools. Does not Include genaral
smiall tools such as wrenches and drills, both hand and power-driven, and other genaral
purpose equipmeant such as conveyors, transtor aquipmant, and matertals handiing devicas,

35.0 Manufacture of Electrical and Mon-Elecfrical Machinery and Other Mechanical Products:
Includes assats usad to manutacturs or rebulid finished machinery and equipment and 10 7 10
raplacement parts theroof such as machine tools, ganaral Indusiral and special Industry
machinery, slectrical power %gneramn. transmission, and distribution systems, space heating,
coxding, and refrigaration systams, commercial and home appllances, famm and garden
macninery, construction machinery, mining and oll f2id machinary, Intemal combustion engings
{except tNose alsewnera classined), turtines fExcapt those that power almome vehickas),
battaries, lamps and lighting fxtures, carbon and graphite products, and electromechanical and
machanical products Including business machines, Instrumants, watchos and clocks, vending
and amusement machines, photographic equipment, medical and dental equipmant and
appliances, and ophthaimic goods. Includes assats used by manufacturars or rebuliders of
such finishad machinery equipment In activitles elsewhera classiflied such as the
manutacture of castings, fargings, rubber and plastic products, electronic subassamblies or
other manutactunng activities If the Intanm products are used by the same manutacturer
primarily In the manuracture, assembily, or rebullding of such finished machinery and
equipmiant. Doos not Include aszats Wsod In mining, sssats used In the manutacturs of pimary
femous and nonfemous metals, assets Included In class 00,11 through 00.4 and assets
clsawners classiied.

36.0 Manufacture of Electronic Components, Products, and Systems:
Inciudes assats usad In the manufacture of electronic communication, computation, B 5 G
Instrumentation and comtral system, Including albome applications; also Includes assets usad
In the manuracture of electronic products such as freguency and amplifude modulated
transmitters and recelvars, alacitronic switching statlons, television cameras, Video recordars,
racord players and tape recorders, computers and computer penpheral machines, and
elactronic Instruments, watches, and clocks; also Includes assats usad In the manufacture of
companents, provided thelr primary use Is products and systems dafined above such as
eleciron tubes, capacttors, colls, resistors, pAnted clrcult substrates, switches, hamess cables,
lasars, flper oplic devicas, and magnetic medla devices. Speciiically excludes assets used to
manufaciure electronic products and components, photocoplars, typewriters, postage mefers
and other electromeachanical and mechanical business machines and Instruments that are
alzowhare classifiad. Does not Includa semiconductor manutachuring equipmeant Included In

class 36.1.
36.1 Any Semiconductor Manuracturing Equipment 5 5 5
Publication 946

VI-8 Sage Fixed Assets - Depreciation Fundamentals



Section VI: Tables
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{in years)
Asset Class Life| GDS
class Description of assets included {in years) | (MACRS) ADS
a3r.41 Manufacture of Motor Vehicles:
Includes assets used in the manufacture and assembly of finished automobiles, trucks, trailers, 12 7 12

motor homes, and buses. Does not include assets used in mining, printing and publishing,
production of primary metals, slactricity, or steam, or the manufacture of glass, industrial
chemicalz, batteries, or rubber products, which are classifiad elsewhsare. Includes asssts used
in manufacturing activities elsewhere classified other than those excluded above, whaere such
activities are incidental to and an integral part of the manufacture and assambly of finished
motor vehicles such as the manufacture of parts and subassemblies of fabricated metal
products, electrical equipment, textiles, plastics, l=ather, and foundry and forging opemations.
Does not include any assets not classified in manufacturing activity classes, e.g., does not
include any assets classified in asset guidsline classes 00.11 through 00.4. Activities will be
considal incidental to the manufacture and assembly of finished motor wehicles only if 75
percent or more of the value of the products produced undar one roof are used for the
manufacture and assembly of finished motor vehicles. Parts that ae produced as a normal
replacament stock complement in connection with the manufacturs and assembly of finished
motor wehicles are considared usad for the manufacture assembly of finished motor vehicles.
Does not include assets usad in the manufacture of component parts if these asssts are used
by taxpaysrs not engaged in the assembly of finished motor vehicles.

T2 | Manufacture of Motor Vehicles —Special Tools:
Includes assats defined as special tools, such as jigs, diss, fixturas, melds, patterns, gauges, 3 3 3
and specialty transfer and shipping devices, owned manufacturers of finished motor vehicles
and wsad in gualified activities as defined in class 37.11. Special tools are specifically dasigned
for the production or processing of particular motor wehicle components and have no
significant utilitarian value, and cannct be adapted to further or different use, after changes or
improvements are made in the modal design of the particular part uced by the spacial
tools. Does not include genemal purpose small tools such as wrencl and drills, both hand and
powerdriven, and other general purpose equipment such as conveyors, transfer equipment, and
materials handling devices.

ar.2 Manufacture of Asrospace Products:
Includes assets used in the manufacturs and assembly of sirborne vehicles and their componant 10 T 0
parts incheding hydraulic, pneumatic, electrical, and mechanical systems. Does not include asssts
used in the production of electronic airbome detection, guidance, conirol, radiation, computation,
test, navigation, and communication equipment or the components thereof.

ar.: Shf: and Boat Building Machinery and Equipment:

Includes assets used in the manufacture and repair of ships, boats, caissons, marine drilling 12 7 12
rigs, and special fabrications not incleded in asset classes 37.32 and 37.33. Specifically
includes all manufacturing and repairing machinery and equipmeant, including machinery and
equipment usad in the operation of assets included in assat class 37.32. Excludes buildings
and their structural componsnts.

37.32 | Ship and Boat Building Dry Docks and Land Improvements:
Includes assets used in the manufacture and repair of ships, bosts, caissons, marine drilling 16 10 16
rigs, and special fabrications not included in asset classes 37.31 and 37.33. Specifically
includes floating and fixed dry docks, ship basings, graving docks, shipways, piers, and all othar
land improvaments such as watar, sewsr, and electric systams. Excludes buildings and their
structural components.

a1.33 | Ship and Boat Building—Special Tools:

Includes azsats defined as special tools such as dies, jigs, molds, patterns, fixtures, gal?aa 6.5 5 8.5
and drawings conceming such special tools used in the activities dafined in classes 37.31 and
37.32. Special tools are specifically designed for the production or processing of particular
machine components, products, or parts, and hawe no significant utilitarian value and canmot
be adapted to further or differant use after changes or improvements are made in the modal
design of the particular part produced by the special tools. Does not include general purpose
small tools such as wrenches and drills, both hand and power-driven, and other general
purposs equipment such as conveyors, transfer equipment, and materials handling devices.

ar.# Manufacture of Locomotives:
Includes assets used in building or rebuilding railread locomotives (including mining and 11.5 T 1.5
industrial locomaotives). Does not include assets of railroad transportation companies or assets
of companies which manufacture components of locomotives but do not manufacturs finished
locomotives.

37.42 | Manufecture of Railroad Cars:
Includes sssets used in building or rebuilding reilroad freight or passenger cars (including rail 12 T 12
transit cars). Does not include assets of railroad transportation companies or assets of
companies which manufacture components of railroad cars but do mot manufacture finished
railroad cars.

39.0 Manufacture of Athletic, Jewelry, and Other Goods:
Includes sseets wsed in the production of jewelny; musical instruments; toya and sporting 12 T 12
goads; motion picture and television films and tapes; and pens, pencils, office and art suppliss,
brooms, brushes, caskets, etc.

Railroad Transportation:

Clazsas with the prefic 40 include the assats identified below that are used in the commercial
and contract carmying of passangers and freight by rail. Asssts of alectrified railroads will ba
classified in @ mannar comesponding to that set forth below for railroads not indepandantly
oparated as slectric lines. Excludes the assets included in classes with the prefix beginning
001 and 00.2 above, and also excludes any non-depreciabla assets included in Interstate
Commerce Commission accounts enumerated for this class.
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Table B-2. Table of Class Lives and Recovery Periods

Recovery Perlods

In years)
Assat Class Lile| GDS
class | Description of assets Included (In y2ars) | (MACRS) | aDs
40.4 Raliroad Machinery and Equipment:
Includes assets classified In the following Interstate Commerce Commission accounts: 14 7 14
Roadway accounts:

(16) Station and ofMce bulidings (reignt Kandiing machinery and equipment only)
TOFC/COFC tarminals (fralght handling machinery and equipmant only)
{26) Communication systams
%T;} Signals and Intenockars
7) Roadway machines
{(44)  Shop machinary
EqQuipment accoumnts:
52)  Locomatives
{53} Freignt train cars
(54) Passenger traln cars
(57) 'Work equipment
40.2 Ralliroad Structures and Similar Improvements:
Includes assets classified In the following Interstate Commearce Commission road accounts: 30 20 30
{6) Bridges, trestias, and culverts
(7) Elevated structures
13) Fances, snowsheds, and signs
{16 Statlon and office bulldings {stations and other cperating structuras only)
(17) Roadway bulldings
(18) water stations
(19) Fuel stations
Eps and anginanouses
OFC/COFC tarminals joperating structures only)
(31) F'tul.'.nar fransmilssion systems
(35) Miscellaneous structuras
{38) Public Improvements construction

40.3 Raliroad Wharves and Docks:
Includes assets classMad In the following Interstate Commission Commerce accounts: 20 15 20
{23) Wharves and docks

(24) Coal and ore wharves

40.4 Rallroad Track 10 7 10
40.51 | Raliroad Hydraulic Eleciric Generating Equipment 50 20 50
40.52 | Raliroad Nuclear Elecfric Generating Equipment 20 15 20
40.53 | Raliroad Steam Eleciric Generating Equipment 28 20 Z8
40.54 | Raliroad Steam, Comprassad Alr, and Other Power Plan Equipmeant 28 20 28
4“0 Motor Transport— Passengers:

Includes assets used In the urban and Interurban commercial and contract camying of B 5 8

passengers by road, excapt the transportation assets Inciuded In classes witn prafx 00.2.

42.0 Motor Transport— Fraight:
Includes assets used In the commerclal and contract ca%lng of freight by road, except the 8 5 8
transportation assats Included In classes with the prafx

4.0 ‘Water Transportation:

Includes assets used In the commerclal and contract leﬁ% of fraight and passengars o 20 15 20
wator except the transportation assets Included In classas with the prefly 00.2. Includas al
redated land Improvaments.

45.0 Alr Transport:
Includes assets (except hellcopters) used In commerclal and contract camying of passangers 12 7 12
and freight by alr. For purposas of section 1.167(@)-11{dy2)vig) of the regulations,
expenaituras for “repalr, mantenanca, renablitation, or improvement,” shall consist of diract
malntenance axpanses mespective of alnwortniness provisions of charges) as denned by Civil
Agronautics Board uniform accounts 5200, maintenance burden (exclusive of expanses
pertaining to maintenance Duldings and IMprovements) s defined oy Gl Asronautics Board
accounts 5300, and expendltures which are not “excluded additions® as danned In saction
1.167(@)-11{d)N2)(vi) of the regulations and which wouwld be charged to property and equipment
accounts In the Civil Asronautics Board uniform system of accounts.

45.1 Alr Transport (restri ]
Includes each asset described In the description of class 45.0 which was held by the taxpayer 6 A 8
on Aprll 15, 1976, or Is acquired by the taxpayer pursuant to a contract which was, on April 15,
1876, and at all times thereafter, binding on the taxpayar. This critarion of classification basad
on binding contract concept Is to be appiled In the same manner & under the general rules
expressad In saction 49(0)(1), (4), (5) and (8) of the Code (as In effect prior o is repeal by the
Ravenue Act of 1978, saction 312(cy1), (d), 1978-3 C.B. 1, 60).

46.0 Plpaline Tran
Includas assets used In tne private, commercial, and contract camying of petroleum, gas and 22 15 23
other products by means of plpes and conveyors. The frunk lines and related storage faciities
of Integrated petroleumn and natural gas producers are Included In this class. Excludes Initlal
cleanng and grading land Improvements as spacified In Aev. Aul. 72-403, 1972-2; C.B. 102, but
Includes all other related land Improvements.
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Table B-2. Table of Class Lives and Recovery Periods

Racovery Periods
(in yaars)

Assat Class Life| GDS
class | Description of assets included {in years) | (MACRS) | ADS

Telephone Communications:

Inchudaes the assets classified below and that are used in the provision of commercial and
contract telephonic services such as:

48.41 | Telephone Central Office Buildings:

Inchedes assets intended to houss central office aguipment, as defined in Federal 45 20 45
Communications Commission Part 31 Account No. 212 whether saction 1245 or section 1250
property.

4842 | Telephone Ceniral Office Equipment:

Includes central office switching and related equipment as defined in Federal Communications 18 10 18
Commission Part 31 Account No. 221. o . . )
Does not include computer-based telaphone central office switching equipment included in
class 48.121. Does not include private branch exchange (PEX) equipment.

48.121 | Computer-based Telephone Gentral Office Switching Equipment; .

Inchudes equipment whiose functions are those of a cu’npﬁ;’ or peripheral equipment (as 8.5 5 a5
definad in section 1638[)(2)E) of the Code) used in its capacity as telephone central office
equipment. Does not include private exchange (PBX) equipment.

4843 | Telephone Station Equipmeant:

Inchudes such station apparatus and connections as telatypawriters, telephones, booths, private 10 7 10°
gxchanges, and comparable equipment as defined in Federal Communications Commission
Part 31 Account Mos. 231, 232, and 234.

48.14 | Telephone Distribution Plant: o )
Inchudes such assats as pole ines, cable, aeral wire, underground conduits, and comparable 24 15 24
equipment, and related land improvements as defined in Federal Communications Commission
Part 31 Account Nos. 241, 2421, 242.2, 2423, 242.4, 243, and 244.

4.2 Radio and Television Broadcastings: ) o
Includes assets used in radio and telavision broadcasting, m&gt transmitting towers. ] 5 i
Telagraph, Ocean Cable, and Satellite Communications (TOGSC) includes
communications-related assets used to provide domestic and intemational radio-telegraph,
wira-telegraph, ocean-cable, and satellite communications sarvices; also includes related land
improvemeanis. If property described in Classes 48.31-45.45 is comparable to telephone
distribution plant described in Class 48.14 and usad for 2-way exchange of voice and data
communication which is the eguivalent of telaphone communication, such proparty is assc_fned
a class life of 24 years under this revenue procedure. Comparable equipment does not include
cable telovision equipment used primarily for 1-way communication.
4831 | TOGSC—Electric Power Generating and Distribution Systems:
Inchudes assets used in the provision of eleciric power by generation, modulation, rectification, 19 10 19
channelization, control, and distibution. Does not include these assets when they are installed
ON CUStoIMErs premisas.

4832 | TOGSC—High Frac|_|unnc:1r Radio and Microwave

Includes assets such as fransmitters and recaivers, antenna su_ppc:njn% structures, antannas, 13 7 13
transmission lines from equipment to antenna, transmitter cooling systems, and control and
amiplification equipment. Does not include cable and long-line systams.

4333 | TOCSC—Cable and Long-line Systems: ) ) )
Includes assets such as transmission lines, pole lines, ocean cables, buried cable and conduit, 26.5 20 26.5
repeaters, rapeatar stations, and other related assats. Doos not include high frequancy radio or
microwave systams.

48.34 | TOCSC—Central Office Control Equipment: o o )
Includas assets for genaral control, swrtu:hln%énand monitoring of communications signals 16.5 10 16.5
including electromechanical switching and channeling apparatus, multiplexing equipment
tching and monitoring facilities, in-housa cabling, teleprinter equipment, and associated site
Improvemants.

48.35 TDGSC—CunEutarimd Switching, Channeling, and Associated Control Equipment:
Includes central office switching computars, interfacing computers, other associated specialized 105 7 10.5
control equipmeant, and site improvements.

4336 | TOCSC—Satellite Ground Segment Property:
Inchudes assets such as fived sarth station equipment, antennas, satelite communications 10 7 10
equipment, and interface aquipment used in satellite communications. Does not include genaral
purposa equipment or equipment usad in satellite spacs segment property.

4837 | TOCSC—Satellite Space Segment Pro .

Inchudaes satellites and equipment used for telometry, tracking, control, and manitoring when B 5 -]
used in satellite communications.

4838 | TOGSC—Equipment Installed on Customer's Premises:
Inchudes assets installed on customer's pramises, such as computers, terminal equipment, 10 7 10
power generation and distribution systems, private switching center, teleprinters, tacsimile
equipment and other associated and related aquipmant.

4830 | TOGSC— and Service Equipment:

Includes assets used to support but not engage in communications. Includes store, warehousa 135 7 13.5
and shop tools, and test and laboratory assats. .

Cable Television (CATV): Includes communications-related assets used to provide cable
tebovision community antenna television sarvices. Does not include assats usad to provide
subscribors with two-way communications servicas.

Property described in asset guideline class 45.13 which is qualified technologicel equipment as defined in section 165(1)2) is assigned a S5-year recovery
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Recovery Periods
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Asset Class Life| GDS
class Description of assets included fin years) | [MACRS) ADS
48.41 | CATV—Headend:
Includes assets such as fowers, antennas, plifiers, converters, modulation |prner|t end program 11 7 11
non-duplication systema. Does not includs E:E;-?:I“md bLuIl:Iln;a and program n:lngrﬁcI

48.42 CATV —Subscriber Connection and Distribution Systems:

Includes assets such as trunk and feeder cable, connecting hardware, amplifiers, power
equipment, passive devices, directional taps, pedestals, pressure taps, drop cables, matching 10 7 10
transformers, multipls set connector equipment, and convartors.

48.43 CATV —Program Origination:
Includes assets such as cameras, film chaing, video tape recorders, lighting, and remote kocation a 5 a
equipment excluding wehicles. Does not include buildings and their structural components.

48.44 CATV —Service and Test
Includes assets such as oscilloscopes, field strength meters, spectrum analyzers, and cable 8.5 5 B35
testing equipment, but does not includs wehicles.

48.45 CATV —Microwave Systems:
Inlcudes assets such as towers, antannas, transmitting and receiving equipment, and broad a.5 5 a5
band microwave asssts is used in the provision of cable television services. Does not include
assets used in the provision of commaon camrier sanvices.

Electric, Gas, Water and Steam, Utility Services:

Includes assets used in the production, tranemission and distribution of electricity, gas, steam, 50 20 50
or water for sale including related land improvements.

49.11 Electric Uility Hydraulic Production Plant

Includes assets used in the hydmaulic power production of electricity for sale, including related
land improvemeants, such as dams, flumes, canals, and waterways.

40,12 Electric Utility Muclear Production Plant
Includes assets used in the nuclear power production and electricity for sale and related land 20 15 20
improvemeants. Does not include nuclear fuel assamblies.

48.121 | Electric Utility Muclear Fuel Assemblies:
Inchudes initial core and replacement core nuclear fuel assembles (e, the composite of fabricated nuclesr a8 5 a
fusl end conteiner) when used in a boiling water, pressurized weter, or high temparature ges reactor usad in
the production of electricity. Doas not include nuckear fuel assemblies used in breader reactors.

4043 Electric WHility Steam Production Plant:
Includes assets used in the steam power production of electricity for sale, combusion furbines opersted ina 28 20 28
combined cycle with a conventional steam wnit and related land mprovements. Also includee packsge
boilers, electric ganerstors and relsied assets such as alectricity and steam distribution systems as used by
8 waste reduction and resource recovery plant if the steem or electricity is nomally for sale to others.

40.14 Electric Utility Transmission and Distribution Plant
Includes assets used in the transmission and distribution of alectricity for sale and related land 30 20 30
improvements. Excludes initial clearing and grading land improvements as specified in Rav. Bul.
72-403, 1972-2 C.B. 102.

49.15 Electric Uility Combustion Turbine Production Plant:
Includes assets used in the production of electricity for sale by the use of such prime movers as jet 20 15 20
engines, comibustion furbines, diesel engines, gasoline engines, and other intemal combustion
n?nas their essociated power turbines and/cr generators, and related land improvements. Does not
ude combustion turbines operated in 2 combined cycle with & conventional steam unit.

4021 Gas Utility Distribution Facilities:
Includes gas water heaters and gas conversion equipment installed by wtility on customears” 35 20 35
premises on & rental basis.

40221 | Gas Utility Manufactured Gas Production Plants:
Includes assets used in the manufacture of gas having chemical and/or physical propertias a0 20 30
which do not permit complete interchangeability with domestic netural gas. Does not include
gas-producing systems and related systems wsed in waste reduction and resource recovary
plants which are elsawhare classified.

40222 | Gas Utility Substitute Natural Gas (SNG) Production Plant (naphtha or lighter hydrocarbon
I‘eedu‘lmizm :

Includes as.slabs used in the catalytic conversion of feedstocks or naphtha or lighter 14 7 14
hydrocarbons to 8 gassous fuel which is completely interchangeabls with domestic natural gas.

49.223 | Substitute Matural Gas—Coal Gasification:
Includes essets used in the manufacturs and production of pipsline quality gas from cosl wsing the basic Lurgi 18 10 18
process with advanced mathanation. Includes all process plant equipmeant and strucherss wsed in this coal
gesfication process and all utility asssts such s cooling systems, water supply and treatment faciitiss, and
==sets w=ad in the production and distribution of electricity and steam for use by the texpayer in a gasification
plant and attendant coal mining site processas but not for assste used in the production and distribution of
elactricity and steam for sale to others. Also includes all other related land improvements. Doss not include
exsets sad in the direct mining and treafment of coal prior to the gasiication process kself.

49.23 HNatural Gas Production Plant 14 T 14
40.24 Gas UHility Trunk Pipelines and Related Storage Facilities:

Excluding initial clearing and grading land improvements as specified in Rev. Rul. 72-40. 22 15 22
49.25 Liquefied Matural Gas Plant:

Includes assets used in the I|q1uefan:t|on storage, and regasification of natural gas including 22 15 2

loading and unloading connections, instrumentation eqguipment and controls, pumps, vapornzers

and ocdorizers, tanks, and related land improvemants. Also includes pipeline interconnections
with gas tranemission lines and distribution systems and marine terminal facilities.
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Description of assets included

Recovery Pericds
(in ysars)

Class Life
(in years)

GDS
(MACRS])

ADS

Water Utilities:
Includes assets used in the gathering. treatment, and commercial distibution of water.

o

Central Steam Utility Production and Distribution:
Includes assets used in the production and distribution of steam for sale. Doss not include
assets used in waste reduction and resource recovery plants which are elsewhere classified.

28

20

28

Waste Reduction and Resource Recovery Plants:

Includes assets used in the conversion of refuse or other solid waste or biomass to heat or to a
solid, liquid, or gaseous fuel. Also inchedes all process plant equipment and structures at the
site usad to receive, handle, collect, and process refuse or other sofid waste or biomass in a
waterwall, combustion = EII'I'I oil c-r pyralysiz system, or refuse derived fuel system to
create hot water, gas, & icity. Includes material recovery and suppost assets
used in refuse or solid refuse or sc\lu:l waste receiving, collecting, handling, sorting, shredding,
classifying, and separation systems. Does not inchede any package boilers, or slectric
generators and related assets such as electricity, hot water, steam and manufactured gas
production plants classified in clzsses 004, 4973, 49221, and 49.4. Does include, however, all
other utilities such as water supply and treatment facilities, ash handling and other related land
improvemants of a waste reduction and resource recovery plant.

10

Municipal Wastewater Treatment Plant

24

i5

24

Municipal Sewer

0

Distributive Trades and Services:
Inclhedes assets used in wholesale and retail trade, and personal and professionsal senvices.
Incledes saction 1245 assets used in marketing petroleumn and petroleum products.

Distributive Trades and Services — Billboard, Service Station Buildings and Petroleum
Marketing Land Improvements:
Inclhedes section 1250 assets, including service station buildings and depreciable land
improvemants, whether section 1245 property or section 1250 propsarty, used in the marketing
of petroleum and petroleum products, but not including any of these facilities related to
petroleumn and natural gas trunk pipelines. Includes car wash buildings and related land
|mEBDu'emanla Includes billboards, whether such assets are section 1245 property or section
Excludes all other land improvements, buildings and structural components as
defined in section 1.48-1{g) of the reguletions. See Gas sfation comemience stores in chapler 3.

20

i5

20

TO.0

Recreation:

Includes assets used in the provision of entertainment services on mant of a fes or
admission charge, as in the operation of bowling alleys, billiard pool establishments,
theaters, concert halls, and miniature golf courses. Does not include amusement and thems
parks and sssets which conaist primarily of specialized land improvements or structures, such
as golf courses, sports stadia, race tracks, ski slopes, and buildings which house the assets
used in entertainment services.

10

Theme and Amusement Parks:
Includes assets used in the provision of rides, ettractions, and amusements in aciivities defined as thame
and emusament parks, and includes eppurtenances essociated with a nda, sttraction, amesement or theme
satting within the park such as ticket booths, facades, shop nteriors, and props, speciel purpose streciures,
and buidings other than wershouses, adminsiration buildings, hatels, end motels. Includes &1 land
improvemants for or in sy of activities a.g., ing lots, sidawslks, waterways, bridges, fances,
hrEI:Isca,uing. ate.), and mgﬁ fLII'IF:r[:E [eg., s nnpdalbah'.-lgraga ratgiling, souvenir ve::'?:!hg ai"u?utl‘uar
nonfodging accommodations) if owned by the park and provided exclusively for the benefit of park pafrons.
Themsa and amuesement parks are defined as combinations of emusements, ides, and attractions which are
parmanantly siteated on perk lend and open o the public for the price of admission. This guideline cless is a
composite of all ssets used in this industry except transportation equipment [general pumoss frucks, cars,
airpdanes, etc., which are includad in ssset guideline classes with the prefic 00.2), assets used in the
m:luisil:ﬂ of edministrative senices (zsset classes with the prefix 00.1) and warehouses, administration
ildings, hotels and motals.

125

Ceartain Property for Which Recovery Periods Assigned
A. Personal Property With Mo Class Life
Section 1245 Real With Mo Class Life

B. Qualified Technological Equipment, a5 defined in section 188{[)(2).

%Ei a5 Used in Connection with Ressarch and Experimentation referred to in section
g .

[ Alternative energy property described in sactions 48{){3HAKix) {as in aﬁe-:'.t on the day before
the date of enactment (11/5/%0) of the Revenus Reconcilistion Act of 1990).

EBk:-maaE.!I:I described in saction 4 5) (== in effect on the day befors the date of

anactmant (11 of the Revenws Reconciliation Act of 1990) and iz a gualifying small

?n:\-duc‘tlm facility within the meaning of section 3(17)ic) of the Federal Power Act (16 US.C.
96(17HC)), as in effect on September 1, 1086,

F. Energy property described in section 48(z)(3)(A) (or would be described if “solar or wind
enargirlywm substituted for “solar energy” in saction 48(z)(3)ANT).

EYLN]

12
40

class Iifa if
no class
Jife— 12
class Iifa if
lifa—12
class lifa i
no class
life— 12

class lifa i
no class
life— 12

*  Any high tachnoiogy medical equipmeant s definad In section 188[(Z)(C) which & described In asset guidsine class 57.0 |8 assigned & S-year

recovery period for the alfemnate MACAS meathod.

*  The class e |f amy) of

property
described In paragrapne B, C, D, E. of F ks not described I any asset guidaling class, such bam of property has no class e,

**  Usa straight Ina over 25 years I placed In sarvice after Juns 12, 180E, unless placad In service under & binding contract In affect befora June 10,
1836, and at all imes untl placad In sarvice.

gescribed In classes B, C, D, E, or F Is detarminad by reference to the esset guideline classas. It an kem of proparty
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MACRS Percentage Tables

MACRS Percentage Tables

MACRS 3-, 5-, 7-, 10-, 15-, 20-Year Property
Using GDS* Life

200%/150% Declining-Balance

Convention Page
Half-Year M1 page VI-17
Midquarter

1st Quarter** M2 page VI-17
Midquarter

2nd Quarter®* M3 page VI-18
Midquarter

3rd Quarter** M4 page VI-18
Midquarter

4th Quarter®* M5 page VI-19

*  General Depreciation System.

** Denotes which quarter the property was first placed in service.

Note: This table may not be used for 3-, 5-, 7-, or 10-year property that is farm property
placed in service after 1988, since such property cannot be depreciated under the dou-
ble-declining method. Such property may be depreciated using any other method. All
other tables are, therefore, applicable. The Tax Cuts and Jobs Act Rule requiring use of
the 150-percent-declining balance method on property used in a farming business has
been eliminated as of 12/31/2017. Therefore after 12/31/2017, these tables can be used
for property used in a farming business.

MACRS 3-, 5-, 7-, 10-, 15-, 20-Year Property
Using ADS* or GDS** Life
2.5 Years — 50 Years

Straight-Line

Convention Page

Half-Year M8 page VI-21
Midquarter

Ist Quarter*** M9 page VI-23
Midquarter

2nd Quarter*** M 10 page VI-25
Midquarter

3rd Quarter*** M1l page VI-27
Midquarter

4th Quarter®** M 12 page VI-29
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MACRS 3-, 5-, 7-, 10-, 15-, 20-Year Property
Using ADS* or GDS** Life
2.5 Years — 50 Years

Straight-Line

Convention

*  MACRS Alternative Depreciation System.
** General Depreciation System.

*** Denotes which quarter the property was first placed in service.

MACRS Residential and Nonresidential Real Property
Using GDS* Life
Straight-Line

Recovery Period Convention Page
27.5 Midmonth M6 page VI-19
31.5 Midmonth M7 page VI-20
39 Midmonth M 7(a) page VI-20

*  General Depreciation System.

MACRS Residential and Nonresidential Real Property
Using ADS* Life
Straight-Line

Recovery Period Convention

40 Midmonth M 13 page VI-31

*  MACRS Alternative Depreciation System.

MACRS 3-, 5-, 7-, 10-, 15-, 20-Year Property
Alternative Minimum Tax
2.5 Years — 50 Years

150% Declining-Balance

Convention Page
Half-Year M 14 page VI-31
Midquarter
Ist Quarter* M 15 page VI-33
Midquarter

2nd Quarter* M 16 page VI-35
Midquarter

3rd Quarter* M 17 page VI-37
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MACRS Percentage Tables

MACRS 3-, 5-, 7-, 10-, 15-, 20-Year Property
Alternative Minimum Tax
2.5 Years — 50 Years

150% Declining-Balance

Convention

Midquarter
4th Quarter* M 18 page VI-39

*  Denotes which quarter the property was first placed in service.

Note: Tables M 14 — 18 are to be used for any property using 150% declining-balance
over the ADS life and for 3-, 5-, 7-, and 10-year farm property using 150% declining-bal-
ance over the GDS life before 12/31/2017. The Tax Cuts and Jobs Act Rule requiring use
of the 150-percent-declining balance method on property used in a farming business has
been eliminated as of 12/31/2017.
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Vi

Table M 1:

3-, 5-, 7-, 10-, 15-, and 20-Year Property

Half-Year Convention

Depreclation rate for recovery period
Year
3-year 5-year 7-year 10-year 15-year 20-year
1 33.33% 20.00% 14.29% 10.00% 5.00% 3.750%
2 44.45 32.00 24.49 18.00 9.50 7.219
3 14.81 19.20 17.49 14.40 8.55 6.677
4 7.41 11.52 12.49 11.52 7.70 6.177
5 11.52 8.93 9.22 6.93 5.713
6 5.76 8.92 7.37 6.23 5.285
7 8.93 6.55 5.90 4.888
8 4.46 6.55 5.90 4,522
] 6.56 5.91 4.462
10 6.55 5.90 4.461
1 3.28 5.91 4.462
12 5.90 4.461
13 5.91 4.462
14 5.90 4.461
15 5.91 4.462
16 2.95 4.461
17 4.462
18 4.461
19 4.462
20 4.461
21 2.231
Table M 2:
3-,5-,7-,10-, 15-, and 20-Year Property
Midquarter Convention
Placed in Service in First Quarter
Depreciation rate for recovery period
Year
3-year 5-year 7-year 10-year 15-year 20-year
1 58.33% 35.00% 25.00% 17.50% 8.75% 6.563%
2 27.78 26.00 21.43 16.50 9.13 7.000
3 12.35 15.60 156.31 13.20 8.21 6.482
4 1.54 11.01 10.93 10.56 7.39 5.996
5 11.01 8.756 8.45 6.65 5.546
(] 1.38 8.74 6.76 5.99 5.130
7 8.7 6.55 5.90 4.746
8 1.09 6.55 5.91 4.459
9 6.56 5.90 4.459
10 6.55 5.91 4.459
1" 0.82 5.90 4.459
12 5.91 4.460
13 5.90 4.459
14 5.91 4.460
15 5.90 4.459
16 0.74 4.460
17 4.459
18 4.460
19 4.459
20 4.460
21 0.557
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Table M 3:
3-, 5-, 7-, 10-, 15-, and 20-Year Property
Midquarter Convention
Placed in Service in Second Quarter

Depreciation rate for recovery period
Year
3-year 5-year 7-year 10-year 15-year 20-year
1 41.67% 25.00% 17.85% 12.50% 8.25% 4.688%
2 38.89 30.00 23.47 17.50 9.38 7.148
3 14.14 18.00 16.76 14.00 8.44 6.612
4 5.30 11.37 11.97 11.20 7.59 6.116
5 11.37 8.87 8.96 6.83 5.658
[] 4.26 8.87 717 6.15 5.233
7 8.87 6.55 5.91 4.841
8 3.33 6.55 5.90 4.478
9 6.56 5.91 4.463
10 6.56 5.90 4.463
1 2.46 5.91 4.463
12 5.90 4.463
13 591 4.463
14 5.90 4.463
15 5.91 4.462
16 2.21 4.463
17 4.462
18 4.463
19 4.462
20 4.463
21 1.673
Table M 4:
3-, 5-, 7-, 10-, 15-, and 20-Year Property
Midquarter Convention
Placed in Service in Third Quarter
Depreciation rate for recovery period
Year
3-year S-year 7-year 10-year 15-year 20-year
1 25.00% 15.00% 10.71% 7.50% 3.75% 2.813%
2 50.00 34.00 25.51 18.50 9.63 7.289
3 16.67 20.40 18.22 14.80 8.66 6.742
4 8.33 12.24 13.02 11.84 7.80 6.237
5 11.30 9.30 9.47 7.02 5.769
6 7.06 8.85 7.58 6.31 5.336
7 8.86 6.55 5.90 4.936
8 5.53 6.55 5.90 4.566
9 6.56 5.91 4.460
10 6.55 5.90 4.460
1 4.10 5.91 4.460
12 5.90 4.460
13 5.91 4.461
14 5.90 4.460
15 5.91 4.461
16 3.69 4.460
17 4.461
18 4.460
19 4.461
20 4.460
21 2.788
VI-18 Sage Fixed Assets - Depreciation Fundamentals



Section VI: Tables
MACRS Percentage Tables

Vi

Table M 5:
3-, 5-, 7-, 10-, 15-, and 20-Year Property
Midquarter Convention
Placed in Service in Fourth Quarter

Depreciation rate for recovery period
Year
3-year 5-year 7-year 10-year 15-year 20-year
1 8.33% 5.00% 3.57% 2.50% 1.25% 0.938%
2 61.11 38.00 27.55 19.50 9.88 7.430
3 20.37 - 22.80 19.68 15.60 8.89 6.872
4 10.19 13.68 14.06 12.48 8.00 6.357
5 10.94 10.04 9.98 7.20 5.880
[ 9.58 8.73 7.99 6.48 5.439
7 8.73 6.55 5.90 5.031
8 7.64 6.55 5.90 4.654
9 6.56 5.90 4.458
10 6.55 5.91 4.458
11 574 5.90 4.458
12 591 4.458
13 5.90 4.458
14 5.91 4.458
15 5.90 4.458
16 517 4.458
17 4.458
18 4.459
19 4.458
20 4.459
21 3.901
Table M 6:
Residential Rental Property
Midmonth Convention
Straight-Line—27.5 Years
Month property placed In service
Year
1 2 3 4 5 6 7 8 9 10 11 12
1 3.485% | 3.182% | 2.879%| 2576%| 2273%| 1.970%| 1.667%| 1.364%| 1.061%| 0.758% | 0.455% | 0.152%
2-9 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636
10 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
1 3636 | 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
12 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
13 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
14 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
15 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
16 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
17 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
18 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
19 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.837 3.637
20 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
21 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
22 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
23 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
24 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
25 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
26 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
27 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
28 1.97 2.273 2,576 2.879 3.182 3.485 3.636 3.636 3.636 3.636 3.636 3.636
29 0.152 0.455 0.758 1.061 1.364 1.667
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Table M 7:

Nonresidential Rental Property
Midmonth Convention
Straight-Line—31.5 Years

Month property placed in service
1 2 3 4 5 (] 7 8 9 10 11 12

1 3.042% | 2.778%| 2.513%| 2.249% | 1.984%| 1.720%| 1.455% | 1.190%| 0.926%| 0.661%| 0.397% | 0.132%
27 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175

8 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.175 3.175 3.175 3.175 3.175

9 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
10 3.175 3.174 3.175 3.174 3,175 3.174 3.175 3.174 3.176 3.174 3.175 3.174

Year

1 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
12 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
13 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
14 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
15 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175

16 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
17 3.174 3.175 3.174 3.175 3.174 3.178 3.174 3.175 3.174 3.175 3.174 3.175
18 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
19 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
20 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174

21 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.1756
22 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
23 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
24 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
25 3.174 3.175 3.174 3.175 3.174 3.176 3.174 3.175 3.174 3.175 3.174 3.175

28 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
27 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
28 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
29 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
30 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174

31 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
32 1.720 1.984 2.249 2513 2.778 3.042 3.175 3.174 3.175 3.174 3.175 3.174
33 0.132 0.397 0.661 0.926 1.190 1.455

Table M 7(a):

Nonresidential Rental Property
Midmonth Convention
Straight-Line—39 Years

Month property placed in service

Year
1 2 3 4 5 6 7 8 9 10 11 12
1 2.461% 2.247% 2.033% 1.819% 1.605% 1.391% 1.177% | 0.963% | 0.749% 0.535% 0.321% | 0.107%
2-39 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564
40 0.107 0.321 0.535 0.749 0.963 1177 1.391 1.605 1.819 2.033 2.247 2.461
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Table M 8:
Straight-Line Method
Half-Year Convention

Year Recovery in years
25 3 3.5 4 ] (-] 6.5 7 75 8 8.5 9 9.5
1 200% | 16.67%| 14.20%| 125% | 100% | 8.33%| 7.69%| 7.14%| 6.67%| 625% 588% 556%| 5.26%
2 40.0 3333 | 28.57 25.0 20.0 1667 | 1539 | 1429 | 1333 | 1250 | 11.77 | 11.11 | 1053
3 400 | 3333 | 2857 | 250 200 16.67 | 1538 | 1420 | 1333 | 1250 | 11.76 | 11.11 | 1058
4 16.67 | 28.57 250 20.0 1667 | 1539 | 1428 | 1333 | 1250 | 11.77 | 1111 | 1053
5 125 20.0 1666 | 1538 | 1420 | 1334 | 1250 | 11.76 | 11.11 | 1082
6 10.0 1667 | 1539 | 1428 | 1333 | 1250 | 11.77 | 1111 | 1053
7 833 | 1538 | 1420 | 1334 | 1250 | 11.76 | 1111 | 1062
8 714 | 1333 | 1250 | 11.77 | 1111 | 1053
9 625 | 11.76 | 11.11 | 1052
10 556 | 10.53
Year Recovery ods in years
10 10.5 11 11.5 12 12.5 13 13.5 14 15 16 16.5 17
1 50% | 476%| 455%| 435%| 4.197%| 4.0% | 385%| 3.70%| 3.57% | 3.33% | 3.13%| 3.03% | 284%
2 10.0 952 | 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 8.25 6.06 5.88
3 10.0 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
4 10.0 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.0 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
6 10.0 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.0 9.52 9.09 8.70 8.34 8.0 7.68 7.41 7.14 6.67 6.25 6.06 5.88
8 10.0 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.15 6.66 8.25 6.06 5.88
9 10.0 9.52 9.09 8.70 8.34 8.0 7.69 7.41 714 6.67 6.25 6.08 5.88
10 10.0 9.53 9.09 8.69 8.33 8.0 7.70 7.40 715 6.66 6.25 6.06 5.88
11 5.0 9.52 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.08 5.89
12 4.55 8.68 8.33 8.0 7.70 7.40 7.15 6.66 6.25 6.06 5.88
13 417 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.89
14 3.85 7.40 715 6.86 6.25 6.06 5.88
15 357 6.67 6.25 6.06 5.89
16 333 6.25 6.06 5.88
17 312 6.07 5.89
18 2.94
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Table M 8 (Continued)

Recovery periods in years

Year
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 278% | 263% 25% | 2.273%| 2.083%| 2.0% | 1.887%| 1.786%| 1.667%| 1.428%| 1.25% | 1.111%| 1.0%
2 5.56 5.26 5.0 4545 4.167 4.0 3.774 3.571 3.333 2.857 2.50 2222 20
3 5.56 5.26 5.0 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.50 2222 2.0
4 5.56 5.26 5.0 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.50 2.222 20
5 5.56 5.26 5.0 4.546 4.1687 4.0 3.774 3.571 3.333 2.857 2,50 2222 20

6 5.55 5.26 5.0 4.545 4.167 4.0 3.774 3.671 3.333 2.857 2.50 2222 20
7 5.56 5.26 5.0 4.546 4.167 4.0 3.773 3.572 3.333 2.857 2.50 2222 2.0
8 5.55 5.26 5.0 4.545 4.167 4.0 3.774 3.571 3.333 2.857 250 2222 20
9 5.56 5.27 5.0 4.546 4.167 4.0 3.773 3.572 3.333 2.857 250 2.222 20
0 5.55 5.26 5.0 4.545 4.167 4.0 3.774 3.571 3.333 2.857 250 2222 20

1" 5.56 5.27 5.0 4.546 4.166 4.0 3.773 3.572 3.333 2.857 250 2222 20
12 5.55 5.26 5.0 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.50 2222 20
13 5.56 5.27 5.0 4.546 4.166 4.0 3.773 3.572 3.334 2857 2.50 2.222 20
14 5.55 5.26 5.0 4.545 4.167 4.0 3.773 3.571 3.333 2857 2.50 2222 20
15 5.58 5.27 5.0 4.546 4.166 4.0 3.774 3.572 3.334 2.857 2.50 2.222 20

16 5.55 5.26 5.0 4.545 4.167 4.0 3.773 3571 3.333 2.857 2.50 2222 20
17 5.56 5.27 5.0 4.546 4.166 4.0 3.774 3.572 3.334 2.857 250 2.222 20
18 5.55 5.26 5.0 4.545 4.167 4.0 3.773 3.571 3.333 2.857 2.50 2222 20
19 2.78 6.27 5.0 4.546 4.166 4.0 3.774 3.672 3.334 2.857 2.50 2,222 20

20 2.63 5.0 4,545 4,167 4.0 3.773 3.571 3.333 2.857 2.50 2.222 20
21 25 4546 | 4.186 40 3774 | 3572 | 3334 | 2857 | 250 | 2222 2.0
22 4545 | 4167 40 3773 | 3571 | 3333 | 2857 | 250 | 2222 20
23 2.273 4.166 4.0 3.774 3.572 3.334 2.857 2.50 2.222 20
24 4.167 4.0 3773 | 3571 | 3333 | 2857 | 250 | 2222 2.0
25 2.083 40 3774 | 3572 | 3.334 | 2857 | 250 | 2222 20
26 . 2.0 3773 | 3571 | 3.333 | 2857 | 250 | 2222 20
27 3774 | 3572 | 3334 | 2857 | 250 | 2223 20
28 ~ 3571 | 3333 | 2858 | 250 | 2222 20
29 1786 | 3334 | 2857 | 250 | 2223 2.0
30 3333 | 2858 | 250 | 2222 20
31 1667 | 2857 | 250 | 2223 2.0
32 2.858 2.50 2222 20
33 2857 | 250 | 2223 20
34 2.858 2.50 2.222 20
35 , 2857 | 250 | 2223 20
36 1429 | 250 | 2222 20
37 250 | 2223 20
38 250 | 2222 20
39 250 | 2.223 2.0
40 2.50 2.222 20
41 1.25 2.223 20
42 2.222 20
43 2.223 2.0
4 2.222 20
45 2.223 20
46 1.111 2.0
47-50 20
51 1.0
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Table M 9:
Straight-Line Method
Midquarter Convention

Placed in Service in First Quarter

Year Recovery periods in years
2.5 3 35 4 5 6 6.5 7 7.5 8 8.5 9 9.5
1 350% | 20.17%| 25.00%| 21.88%| 17.5% | 14.58%| 13.46%| 12.50%| 11.67%| 10.94%| 10.29%| 9.72%| 9.21%
2 40.0 3333 | 2857 | 25.00 20.0 16.67 | 1538 | 1429 | 1333 | 1250 | 11.77 | 1111 | 1053
3 250 3333 | 2857 | 25.00 20.0 1667 | 1539 | 1428 | 1333 | 1250 | 11.76 | 11.11 | 1053
4 417 | 1786 | 25.00 20.0 16.67 | 1538 | 1429 | 1333 | 1250 | 1177 | 1111 | 1053
5 : 3.12 20.0 1666 | 1539 | 1428 | 1334 | 1250 | 11.76 | 11.11 | 1052
6 25 1667 | 1538 | 1429 | 1333 | 1250 | 11.77 | 1111 | 1053
7 2.08 962 | 1428 | 1334 | 1250 | 11.76 | 1111 | 1052
8 1.79 833 | 1250 | 11.77 | 11.12 | 1053
9 1.56 735 | 1111 | 1052
10 1.39 6.58
Year Recovery periods in years
10 10.5 11 11.5 12 12.5 13 13.5 14 15 16 16.5 17
1 8.75% 8.33% 7.95% 7.61% 7.29% 7.0%| 6.73% 6.48% 6.25% 583% 5.47% 530% 5.15%
2 1000 | 952 | 909 [ 870 | 833 8.0 769 | 7.41 714 | 667 | 625 | 6.06 5.88
3 1000 | 852 | 909 [ 870 | 833 8.0 769 | 7.4 714 | 667 | 625 | 6.06 5.88
4 10.00 | 9.53 9.09 | 869 | 833 8.0 769 | 7.4 714 | 667 | 625 | 6.06 5.88
5 1000 | 952 | 909 [ 870 | 833 8.0 769 | 7.41 714 | 667 | 625 | 606 | 588
8 1000 | 9.53 9.09 | 869 | 834 8.0 769 | 7.4 714 | 667 | 625 | 6.06 5.88
7 1000 | 9.52 9.09 | 870 { 833 8.0 7.69 7.41 714 | 667 | 625 | 6.06 5.88
8 1000 | 953 | 909 | 868 | 834 8.0 769 | 7.41 715 | 666 | 625 | 606 | 588
9 1000 | 952 | 9.09.| 870 | 833 8.0 770 | 740 | 714 | 667 | 625 | 606 | 588
10 1000 | 953 | 910 | 869 | 8.34 8.0 769 | 7.4 715 | 666 | 625 | 606 | 588
1 125 | 595 ( 909 | 870 | 8.33 8.0 770 | 740 | 714 | 667 | 625 | 6.06 5.88
12 1.14 5.43 8.34 8.0 769 | 7.4 715 | 666 | 625 | 6.06 5.89
13 1.04 5.0 770 | 740 | 714 | 667 | 625 | 606 | 588
14 096 | 4.63 715 | 666 | 6.25 6.06 | 5.89
15 089 | 667 | 625 | 606 | 588
16 083 | 625 | 6.07 5.89
17 078 | 379 | 588
18 0.74
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Table M 9 (Continued)

Recovery periods In years

18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 486% | 4.61% | 4.375%| 3.977%| 3.646%| 3.5% | 3.302%; 3.125%| 2.917%| 2.500%| 2.188%| 1.944%| 1.75%
2 5.56 5.28 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
3 5.56 5.26 6.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2,00
4 5.56 5.26 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
5 5.55 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00

6 5.56 5.26 5.000 4.546 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2222 2.00
7 5.55 5.26 5.000 4,545 4.167 4.0 3.773 3.571 3.333 2.857 2.500 2222 2.00
8 5.56 5.26 5.000 4.546 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2222 2.00
] 5.5 5.26 5.000 4545 | 4.167 4.0 3.773 3571 3.333 2.857 2.500 2222 2.00
0 5.56 5.27 6.000 4.548 4.166 4.0 3.774 3.572 3.333- | 2.857 2.500 2222 200

11 5.55 5.26 5.000 4.545 4.167 4.0 3.773 3.571 3.333 2.857 2.500 2222 2,00
12 556 | 5.27 5.000 4.546 4.168 4.0 3.774 3.572 3.333 2.857 2.500 2222 2,00
13 5.6 6.2 5.000 4.545 4.167 40 3.773 3.571 3.334 2,857 2.500 2222 2.00
14 5.56 5.27 5.000 4.546 4.166 4.0 3.774 3.572 3.333 2.857 2.500 2,222 2.00
15 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.571 3.334 2.857 2.500 2222 200

16 5.56 5.27 5.000 4.546 4.166 4.0 3.774 3.572 3.333 2857 2.500 2222 2.00
17 5.55 5.26 5.000 4.545 4.167 4.0 3.773 3.571 3.334 2.857 2.500 2222 2.00
18 5.56 5.27 5.000 4.546 4.166 4.0 3.774 | 3.572 3.333 2.857 2.500 2.222 2.00
19 0.69 5.26 5.000 4.545 4.167 4.0 3.773 3.571 3.334 2.857 2.500 2.222 2.00

20 0686 | 5000 | 4546 | 4.166 40 3774 | 3572 | 3333 | 2857 | 2500 | 2222 | 200
21 0625 | 4545 | 4167 | 40 | 3773 | 3571 | 3334 | 2857 | 2500 | 2222 | 200
22 4546 | 4166 | a0 | 3774 | 3572 | 3333 | 2857 | 2800 | 2222 | 200
23 0568 | 4.167 40 | 3773 | 3571 | 3334 | 2857 | 2500 | 2222 | 200
24 4166 | 40 | 3774 | 3572 | 3333 | 2857 | 2500 | 2222 | 200
26 0.521 4.0 3773 | 3571 | 3334 | 2857 | 2500 | 2222 | 200
26 05 | 3774 | 3572 | 3333 | 2857 | 2500 | 2223 | 200
27 2358 | 3571 | 3334 | 2858 | 2500 | 2222 | 2,00
28 3572 | 3333 | 2857 | 2500 | 2223 | 200
29 0446 | 3334 | 2858 | 2500 | 2222 | 200
30 3333 | 2857 | 2500 | 2223 | 200
31 0417 | 2888 | 2500 | 2222 | 200
12 2857 | 2500 | 2223 | 200
prt 2858 | 2500 | 2222 | 200
2 2857 | 2500 | 2223 | 200
a5 2858 | 2500 | 2222 | 200
36 0.357 | 2500 | 2223 | 200
a7 2500 | 2222 | 200
s 2500 | 2223 | 200
39 2500 | 2222 | 200
4 2500 | 2223 | 200
“ 0312 | 2222 | 200
42 2223 | 200
4 : 2222 | 200
44 2.223 2.00
45 2222 | 200
48 0278 | 200

47-50 2.00
51 0.25
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Table M 10:

Straight-Line Method
Midquarter Convention
Placed in Service in Second Quarter

Year Recovery periods in years
25 3 3.5 4 5 (] 6.5 7 7.5 8 8.5 9 9.5
1 25.0% | 20.83%| 17.86%| 15.63%| 12.5% | 10.42%| 9.62%| 8.93%| 8.33%| 7.81%| 7.35%| 6.94%| 6.58%
2 40.0 33.33 28.57 25.00 20.0 16.67 15.38 14.29 13.33 12.50 11.77 11.11 10.53
3 35.0 33.34 28.57 25.00 20.0 16.67 15.38 14.28 13.33 12.50 11.76 11.11 10.53
4 12.50 25.00 25.00 20.0 16.66 15.39 14.29 13.34 12.50 11.77 11.11 10.53
5 9.37 20.0 16.67 15.38 14.28 13.33 12.50 11.76 11.11 10.52
(] 75 16.66 15.39 14.29 13.34 12.50 11.77 1.1 10.53
7 6.25 13.46 14.28 13.33 12.50 11.76 11.11 10.52
8 5.36 11.67 12.50 11.77 11.12 10.53
9 4.69 10.29 1.1 10.52
10 4.17 9.21
Year Recovery periods in years
10 10.5 1" 1.5 12 125 13 135 14 15 16 16.5 17
1 6.25%| 5.95%| 5.68%| 543%| 521%| 50%| 481%| 4.63%| 4.46%| 4.17%| 3.91%| 3.79%| 3.68%
2 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
3 10.00 9.52 9.09 8.70 8.33 8.0 7.69 741 7.14 6.67 6.25 6.06 5.88
4 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 714 6.67 6.25 6.06 5.88
8 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.00 9.52 9.09 8.69 8.34 8.0 7.69 7.41 715 6.66 6.25 6.06 5.88
8 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 714 6.67 6.25 6.06 5.88
9 10.00 9.52 9.09 8.69 8.34 8.0 7.69 7.40 7.16 6.66 6.25 6.06 5.88
10 10.00 9.53 9.09 8.70 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88
1 3.75 8.33 9.10 8.69 8.34 8.0 7.69 7.40 7145 6.66 6.25 6.06 5.88
12 34 7.61 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.89
13 3.13 7.0 7.69 7.40 7.15 6.66 6.25 6.06 5.88
14 2.89 6.48 7.14 6.67 6.25 6.06 5.89
15 2,68 6.66 6.25 6.06 5.88
16 2.50 6.25 6.06 5.89
17 234 5.31 5.88
18 2.21
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Section VI: Tables
MACRS Percentage Tables

Table M 10 (Continued)

Recovery periods in years

Year .
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 3.47% | 3.29% | 3.125%| 2.841%| 2.604%| 25% | 2.358%| 2.232%| 2.083%| 1.786%| 1.563%| 1.389%| 1.25%
2 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
3 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
4 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3333 | 2857 2.500 2222 2.00
5 5.5 5.26 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00

6 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2.222 2.00
7 5.55 5.26 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
8 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.333 2.857 2.500 2.222 2.00
9 5.55 5.27 5.000 4.546 4.167 4.0 3.774 3.57 3.333 2.857 2.500 2222 2.00
] 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.333 2.857 2.500 2222 2.00

" 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.57 3.333 2.857 2.500 2.222 2.00
12 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
13 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
14 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
15 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00

16 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2222 2.00
17 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.57 3.333 2.857 2.500 2.222 2.00
18 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
19 2.08 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00

20 197 | 5000 | 4545 | 4167 | 40 | 3773 | 3572 | 3.334 | 2857 | 2500 | 2222 | 200
21 1875 | 4546 | 4166 | 40 | 3774 | 3571 | 3333 | 2857 | 2500 | 2222 | 200
22 4545 | 4167 | 40 | 3773 | 3572 | 3334 | 2857 | 2500 | 2222 | 200
23 1705 | 4166 | 40 | 3774 | 3571 | 3333 | 2857 | 2500 | 2222 | 2.00
24 4167 | 40 | 3773 | 3572 | 3334 | 2857 | 2500 | 2222 | 200
25 1562 | 40 | 3774 | 3571 | 3333 | 2857 | 2500 | 2222 | 200
26 15 | 3773 | 3572 | 3334 | 2857 | 2500 | 2222 | 200
27 3302 | 3571 | 3333 | 2857 | 2500 | 2223 | 2.00
28 3572 | 3334 | 2858 | 2500 | 2222 | 200
29 1339 | 3333 | 2857 | 2500 | 2223 | 200
30 3334 | 2858 | 2500 | 2222 | 200
31 1250 | 2857 | 2500 | 2223 | 2.00
32 2858 | 2500 | 2222 | 200
33 , 2857 | 2500 | 2223 | 200
34 2858 | 2500 | 2222 | 200
35 2857 | 2500 | 2223 | 200
36 1072 | 2500 | 2222 | 200
37 2500 | 2223 | 200
38 2500 | 2222 | 200
39 2500 | 2223 | 2.00
40 2500 | 2222 | 200
41 0937 | 2223 | 200
42 2222 | 200
43 : 2223 | 200
44 2222 | 200
as 2223 | 200
P 0833 | 200
47-50 2.00
51 0.75
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Section VI: Tables
MACRS Percentage Tables

Vi

Table M 11:
Straight-Line Method

Midquarter Convention
Placed in Service in Third Quarter

Year Recovery periods in M""r!'_t"
25 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5
1 16.0% [ 12.50%| 10.71%| 9.38%| 7.5% | 6.25%| 577%| 5.36%| 5.00%| 4.69%| 4.41%| 4.17%| 3.95%
2 400 | 3333 | 2857 | 2500 | 200 1667 | 16538 | 1429 | 1333 | 1250 | 11.76 | 11.11 | 1053
3 400 | 3334 | 2857 | 2500 | 200 1667 | 15639 | 1428 | 1333 | 1250 | 11.77 | 1111 | 1053
4 50 | 2083 | 2858 | 2500 | 200 1666 | 1538 | 1429 | 1333 | 1250 | 11.76 | 11.11 | 1052
5 357 | 1562 20.0 1667 | 1539 | 1428 | 1334 | 1250 | 11.77 | 1111 | 1053
6 125 1666 | 1538 | 1429 | 1333 | 1250 | 11.76 | 11.11 | 1052
7 1042 | 1530 | 1428 | 13.34 | 1250 | 11.77 | 1111 | 1053
8 1.92 8.93 13.33 12.50 11.76 1.1 10.52
] 1.67 781 | 1177 | 1141 | 1053
10 1.47 695 | 10.52
11 1.32
Year Recovery periods in years _
10 10.5 1 11.5 12 12.5 13 13.5 14 15 16 16.5 17
1 3.75%( 3.57%| 3.41%| 3.28%] 3.13%| 3.0% | 288%| 278%| 2.68%| 250%| 2.34%| 227%| 2.21%
2 10.00 9.52 9.09 8.70 8.33 8.0 7.69 741 714 6.67 6.256 6.06 5.88
3 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 8.25 6.06 5.88
4 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
6 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.00 9.53 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.66 6.25 6.06 5.88
8 10.00 9.52 9.09 8.69 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.88
9 10.00 9.53 9.09 8.70 8.34 8.0 7.69 7.41 715 6.66 6.25 6.08 5.88
10 10.00 9.52 9.09 8.69 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.88
1 8.25 9.53 9.10 8.70 8.34 8.0 7.69 7.41 715 6.68 6.25 6.06 5.88
12 1.19 5.68 8.69 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.89
13 1.09 5.21 8.0 7.69 741 715 | 6.66 6.256 6.06 5.88
14 1.0 4.81 7.40 7.14 6.67 6.25 6.06 5.80
15 0.93 4.47 6.66 6.25 6.06 5.88
16 417 6.25 6.07 5.89
17 3.91 6.06 5.88
18 0.76 3.68
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Section VI: Tables
MACRS Percentage Tables

Table M 11 (Continued)

Recovery periods in years

Year
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 208% | 1.97% | 1.875%| 1.705%| 1.563%| 1.5% | 1.415%| 1.339%| 1.250%| 1.071%| 0.938%| 0.833%| 0.75%
2 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
3 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
4 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
5 5.55 5.26 5.000 4.546 4.167 4.0 3.774 3.57M 3.333 2.857 2.500 2222 2.00

6 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2.222 2.00
7 5.55 5.26 5.000 4.546 4.167 4.0 3.773 3.571 3.333 2.857 2.500 2222 2.00
8 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2222 2.00
9 5.55 5.27 5.000 4.546 4.166 4.0 3.773 3.571 3.333 2.857 2.500 2222 2.00
0 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2222 2,00

1" 5.55 5.27 5.000 4,546 4.166 4.0 3.773 3.571 3.333 2.857 2.500 2.222 2.00
12 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.572 3.334 2.857 2.500 2222 2.00
13 5.55 5.27 5.000 4.546 4.166 4.0 3.773 3.571 3.333 2.857 2500- | 2.222 2.00
14 5.56 5.26 5.000 4.545 4167 [ 4.0 3.774 3.572 3.334 2.857 2.500 2.222 2.00
15 5.55 5.27 5.000 4.546 4.166 4.0 3.773 3.571 3.333 2.857 2.500 2.222 2.00

16 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.872 3.334 2.857 2.500 2.222 2.00
17 5.56 5.27 5.000 4.546 4.166 4.0 3.773 3.571 3.333 2.857 2.500 2222 2,00
18 5.56 5.268 5.000 4.545 4.167 4.0 3.774 3.572 3.334 2.857 2.500 2.222 2.00
19 3.47 5.27 5.000 4.546 4.166 4.0 3.773 3.571 3.333 2.857 2.500 2.222 2.00

20 329 | 5000 | 4545 | 4167 | 40 | 3774 | 3572 | 3.334 | 2857 | 2500 | 2222 | 200
21 3125 | 4546 | 4166 | 40 | 3773 | 3571 | 3333 | 2857 | 2500 | 2.222 | 2.00
22 4545 | 4167 | 40 | 3774 | 3572 | 3334 | 2857 | 2500 | 2222 | 200
23 2841 | 4166 | 40 | 3773 | 3571 | 3.333 | 2857 | 2500. | 2222 | 200
24 4167 | 40 | 3774 | 3572 | 3.334 | 2857 | 2500 | 2222 | 200
25 2604 | 40 | 3773 | 3571 | 3.333 | 2857 | 2500 | 2222 | 200
26 25 | 3774 | 3572 | 3334 | 2858 | 2500 | 2222 | 200
27 3773 | 3571 | 3333 | 2857 | 2500 | 2.223 | 200
28 0472 | 3572 | 3334 | 2858 | 2500 | 2222 | 2.00
29 2232 | 3333 | 2857 | 2500 | 2223 | 2.0
30 3334 | 2858 | 2500 | 2222 | 2.00
31 2083 | 2857 | 2500 | 2223 | 200
32 2858 | 2500 | 2222 | 2.00
33 2857 | 2500 | 2223 | 200
34 2858 | 2500 | 2222 | 2.00
35 2857 | 2500 | 2223 | 200
36 1786 | 2500 | 2222 | 2.00
37 2500 | 2223 | 200
38 2500 | 2222 | 200
39 2500 | 2223 | 200
40 2500 | 2222 | 200
41 1562 | 2223 | 200
42 2222 | 200
43 2223 | 200
44 ‘ 2222 | 200
45 2223 | 200
46 1.389 | 2.00
47-50 2.00
51 1.25
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Section VI: Tables
MACRS Percentage Tables

Vi

Table M 12:

Straight-Line Method
Midquarter Convention

Placed in Service in Fourth Quarter

Year Recovery periods in years
2.5 3 3.5 4 5 [ 8.5 7 7.5 8 8.5 9 9.5
1 50% | 417%| 357%| 3.18% 25%| 2.08%| 192%| 1.79%| 1.67%| 1.56%| 1.47%| 1.39%| 1.32%
2 40.0 33.33 | 2857 | 25.00 20.0 1667 | 1539 | 1429 | 1333 | 1250 | 11.76 | 11.11 10.53
3 40.0 33.33 | 2857 | 25.00 20.0 16.67 | 1638 | 1428 | 1333 | 1250 | 11.77 | 11.11 10.53
4 15.0 2917 | 2857 | 25.00 20.0 1667 | 1539 | 1429 | 1333 | 1250 | 11.76 | 11.11 10.52
5 1072 | 2187 200 1666 | 1538 | 1428 | 1333 | 1250 | 11.77 | 1111 | 1053
] 17.5 16.67 | 1539 | 1429 | 1334 | 1250 | 11.76 | 11.11 10.52
7 1458 | 1538 | 1428 | 1333 | 12580 | 11.77 | 11.11 10.53
8 577 | 1250 | 13.34 | 1250 | 11.76 | 11.11 10.52
9 500 | 1094 | 11.77 | 11.11 10.53
10 4.41 9.73 | 10.52
11 3.95
Year Recovery periods in years
10 10.5 1 11.5 12 12.5 13 13.5 14 15 16 16.5 17
1 1.25%] 1.19%{ 1.14%| 1.09%| 1.04%| 10%| 086%| 083% 0.89%| 083%| 0.78%| 0.76%| 0.74%
2 10.00 9.52 9.08 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
3 10.00 9.52 9.08 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.08 5.88
4 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.00 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
6 10.00 9.52 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.00 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
8 10.00 9.52 9.09 8.70 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.88
9 10.00 0.53 9.09 8.69 8.33 8.0 7.70 7.4 714 6.67 6.25 6.06 5.88
10 10.00 9.52 9.09 8.70 8.34 8.0 7.69 7.40 7.15 8.66 6.25 6.06 5.88
1 8.75 9.53 9.09 8.69 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88
12 357 7.96 8.70 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.89
13 3.26 7.29 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88
14 3.0 6.73 7.40 7.15 6.66 6.25 6.06 5.89
15 278 6.25 6.67 6.25 6.06 5.88
16 5.83 6.25 6.06 5.89
17 5.47 6.07 5.88
18 227 5.15
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VI Section VI: Tables
MACRS Percentage Tables

Table M 12 (Continued)

Recovery periods in years

Year
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 0.69% | 0.66% | 0.625%| 0.568%| 0.521%| 0.5% | 0.472%| 0.446%] 0.417%| 0.357%] 0.313%| 0.278%| 0.25%
2 5.56. 6.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
3 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
4 5.56 5.26 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
5 5.56 5.26 5.000 4.545 4.167 40 3.774 3.57 3.333 2.857 2.500 2222 2.00

6 5.56 5.26 5.000 4.546 4.167 4.0 3.773 3.572 3.333 2.857 2.500 2222 2.00
7 5.55 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
8 5.56 5.26 5.000 4.546 4.167 4.0 3.773 3.572 3.333 2.857 2.500 2222 2.00
] 5.55 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
[} 5.56 5.27 5.000 4.546 4.166 4.0 3.773 3.572 3.333 2.857 2.500 2222 2.00

11" 5.55 5.26 6.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2222 2.00
12 5.56 5.27 5.000 4.546 4.166 4.0 3.773 3.572 3.333 2.857 2.500 2222 2.00
13 5.55 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.334 2.857 2.500 2222 2,00
14 5.56 5.27 5.000 4.546 4.166 4.0 3.773 3.572 3.333 2.857 2.500 2,222 2.00
15 5.55 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.334 2.857 2.500 2222 2.00

16 5.56 5.27 5.000 4.546 4.166 4.0 3.773 3.572 3.333 2.857 2.500 2.222 2.00
17 5.55 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.334 2.857 2.500 2222 2.00
18 5.56 5.27 5.000 4.546 4.166 4.0 3.773 3.572 3.333 2.857 2.500 2.222 2.00
19 4.86 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.334 2.857 2.500 2.222 2.00

20 461 5000 | 4546 | 4166 4.0 3773 | 3572 | 3.333 | 2857 | 2500 | 2222 | 200
21 4375 | 4545 | 4.167 4.0 3774 | 3571 | 3334 | 2857 | 2500 | 2222 | 200
22 4546 | 4.166 4.0 3773 | 3572 | 3333 | 2857 | 2500 | 2222 | 200
23 3.977 | 4167 4.0 3774 | 3571 | 3.334 | 2857 | 2500 | 2222 | 200
24 4.166 40 3773 | 3572 | 3333 | 2857 | 2500 | 2222 | 200
25 3.646 40 3774 | 3571 | 3.334 | 2857 | 2500 | 2202 | 200
26 3.5 3773 | 3572 | 3333 | 2857 | 2500 | 2222 | 200
27 3774 | 3571 | 3334 | 2858 | 2500 | 2222 | 200
28 1415 | 3572 | 3333 | 2857 | 2500 | 2223 | 200
29 3125 | 3334 | 2858 | 2500 | 2222 | 200
30 3333 | 2857 | 2500 | 2223 | 2.00
31 2917 | 2858 | 2500 | 2222 | 200
32 ) 2857 | 2500 | 2223 | 200
33 2858 | 2500 | 2222 | 200
34 2857 | 2500 | 2223 | 200
35 2858 | 2500 | 2222 | 200
36 2500 | 2500 | 2223 | 2.00
37 2500 | 2222 | 2.00
38 2500 | 2223 | 2.00
39 2500 | 2222 | 2.00
40 2500 | 2.223 | 2.00
a1 2187 | 2222 | 200
42 2223 | 200
43 2222 | 200
44 , 2223 | 200
45 2222 | 200
46 1945 | 200

47-50 2.00
51 1.75
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Section VI: Tables
MACRS Percentage Tables

Vi

Table M 13:
Straight-Line Method
Midmonth Convention

Year Month prope laced In service
1 2 3 4 5 6 7 8 9 10 1 12
1 2.396%| 2.188%| 1.979%| 1.771%| 1.563%| 1.354%| 1.146%| 0.938%| 0.729%| 0.521%| 0.313%| 0.104%
240 | 2500 | 2500 | 2500 | 2500 | 2500 | 2500 | 2.500 | 2,500 | 2500 | 2500 | 2500 | 2.500
] 0.104 | 0312 | 0521 | 0729 | 0937 | 1.146 | 1354 | 1562 | 1.771 | 1.979 | 2187 | 2.386
Table M 14:
150% Declining-Balance Method
Half-Year Convention
Year Recovery periods In years
25 3 35 4 5 6 8.5 7 7.5 8 8.5 9 9.5
1 30.0% | 25.0% | 21.43%| 18.75%| 15.00%| 12.50%| 11.54%| 10.71%| 10.00%| 0.38%| 8.82%| 8.33%| 7.89%4
2 420 375 3367 | 3047 | 2550 | 2188 | 2041 | 19.13 | 1800 | 1699 | 1609 | 1528 | 14.54
3 28.0 25.0 2245 | 2031 | 1785 | 1641 | 1570 | 1503 | 1440 | 1381 | 1325 | 1273 | 1225
4 125 2245 | 2031 | 1666 | 1406 | 13.09 | 1225 | 1152 | 11.22 | 1091 | 1061 10.31
5 1016 | 1666 | 1406 | 13.09 | 1225 | 1152 | 1080 | 10.19 9.65 9.17
6 833 | 1406 | 1309 | 1225 | 1152 | 10.80 | 10.18 9.64 9.17
7 7.03 | 1308 | 1225 | 1152 | 10.80 | 10.18 9.65 9.17
8 613 | 1152 | 1080 | 10.19 9.64 9.17
9 540 | 10.18 9.65 9.17
10 4.82 9.16
Year Recovery periods in years
10 10.5 1 11.5 12 125 13 13.5 14 15 16 16.5 17
1 7.50%| 7.14%| - 6.82%| 6.52%| 6.25%| 6.00%| 5.77%| 5.56%| 5.36%| 5.00%| 4.69%| 4.55%| 4.41%
2 1388 | 1327 | 1271 | 1219 | 11.72 | 11.28 | 1087 | 1048 | 10.14 9.50 8.94 8.68 8.43
3 11.79 | 11.37 | 1097 | 1060 | 10.25 9.93 9.62 9.33 9.05 8.55 8.10 7.89 7.69
4 10.02 9.75 9.48 9.22 8.97 8.73 8.51 8.29 8.08 7.70 7.34 717 7.01
5 8.74 8.35 8.18 8.02 7.85 7.69 7.53 7.37 7.22 6.93 6.65 6.52 6.39
6 8.74 8.35 7.98 7.64 7.33 7.05 6.79 6.55 6.44 6.23 6.03 5.93 5.83
7 8.74 8.35 7.97 7.64 7.33 7.05 6.79 6.55 6.32 5.90 5.55 5.39 5.32
8 8.74 8.35 7.98 7.63 7.33 7.05 6.79 6.55 6.32 5.90 5.55 5.39 5.23
9 8.74 8.36 7.97 7.64 7.33 7.04 6.79 6.55 6.32 5.91 5.55 5.39 5.23
10 8.74 8.35 7.98 7.63 7.33 7.05 6.79 6.55 6.32 5.90 5.55 5.39 5.23
1" 437 8.36 7.97 7.64 7.32 7.04 6.79 6.55 6.32 5.91 5.55 5.39 5.23
12 3.99 7.63 7.33 7.05 6.78 6.55 6.32 5.90 5.55 5.39 5.23
13 3.66 7.04 6.79 6.56 6.32 5.91 5.54 5.38 5.23
14 3.39 6.55 6.31 5.90 5.55 5.39 5.23
15 3.16 5.91 5.54 5.38 5.23
16 2.95 5.55 5.39 5.23
17 2.77 5.38 5.23
18 262
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VI

Section VI: Tables
MACRS Percentage Tables

Table M 14 (Continued)

Recovery periods in years
Year
18 19 20 - 22 24 25 26.5 28 30 35 40 45 - 50

1 417%| 3.95%| 3.750% 3.408% 3.125% 3.000%| 2.830% 2.679% 2.500%| 2.143% 1.875% 1.667%| 1.500

2 7.99 7.58 7.219 | 6586 | 6.055 | 5820 | 5500 | 5214 | 4875 | 4.194 | 3.680 | 3.278 | 2.955

3 7.32 6.98 6.677 6.137 5.876 | 5.471 5189 | 4934 | 4.631 4.014 3.542 3.169 2.866

4 6.71 6.43 6.177 5.718 5.322 5143 | 4895 | 4.670 4.400 3.842 3.409 3.063 2.780

5 6.15 5.93 5713 | 5328 | 4989 | 4834 | 4618 | 4420 | 4.180 | 3.677 | 3.281 2.961 2.697

6 5.64 5.46 5.285 4.965 4677 | 4544 | 4357 4.183 3.971 3.520 3.158 2.862 2.616

7 5.17 5.03 4.888 4.627 | 4385 | 4.271 4110 | 3.959 3.772 3.369 3.040 2.767 2.538

8 4.94 4.69 4.522 4311 4.111 4.015 | 3.877 | 3.747 3.584 3.225 2.926 2.674 2.461

9 4.94 4.69 4462 | 4063 | 3.854 | 3.774 | 3.658 | 3.546 | 3.404 | 3.086 | 2816 | 2.585 | 2.388
10 4.94 4.69 4.461 4.063 3.729 | 3.584 3.451 3.356 3.234 2.954 2.710 2.499 2316
" 4.94 4.69 4462 | 4.063 3.729 3.583 3.383 3.205 3.072 2.828 2.609 2416 2.246
12 4.95 469 | 4461 | 4063 | 3.729 | 3.584 | 3.383 | 3.205 | 2.994 | 2706 | 2.511 | 2335 | 2.179
13 4.94 4.69 4462 | 4064 | 3.730 | 3583 | 3.383 | 3.205 | 2.994 | 2590 | 2417 | 2257 | 2114
14 4.95 4.69 4.461 4.063 3.729 | 3.584 | 3.383 | 3.205 2.994 2.571 2.326 2.182 | 2.050
15 4.94 469 | 4462 | 4064 | 3.730 | 3583 | 3.383 | 3.205 | 2.994 | 2571 | 2253 | 2.110 | 1.989
16 4.95 4.69 4.461 4.063 | 3.729 3.584 | 3.383 3.205 2.994 2571 .| 2.253 2.039 1.929
17 4.94 469 4462 | 4064 | 3.730 | 3.583 | 3.383 | 3.205 | 2.994 | 2.571 2253 | 2.005 | 1.871
18 4.95 4.70 4.461 4063 | 3.729 | 3.584 | 3.383 | 3.205 | 2.994 | 2571 22583 | 2005 | 1.815
19 2.47 4.69 4462 | 4.064 | 3.730 | 3.583 3.383 3.206 2.994 2.571 2.253 | 2.006 1.806
20 2.35 4.461 4463 | 3.729 3.584 | 3.384 3.205 2.993 2.571 2.253 | 2.005 1.806
21 2.231 4.064 | 3.730 3.583 3.383 3.205 2.994 2.571 2.253 2.005 1.806
22 4063 | 3.729 | 3.584 | 3.384 | 3.205 | 2993 | 2.571 22563 | 2.005 | 1.806
23 2.032 3.730 | 3.583 3.383 3.205 2.994 2.571 2263 | 2.005 1.806
24 3.729 | 3.584 3.384 3.205 2.993 2.571 2.253 | 2.004 1.806
25 1865 | 3.583 | 3.383 | 3.205 | 2.994 | 2.571 2253 | 2.005 1.806
26 1.792 | 3.384 | 3.205 | 2993 | 2571 2.253 | 2.004 | 1.806
27 3.383 3.205 2994 | 2571 2253 | 2.005 1.806
28 3205 | 2993 | 2,572 | 2253 | 2.004 | 1.806
29 1602 | 2994 | 2571 2253 | 2.005 1.806
30 2.993 2,572 | 2.263 2.004 1.806
31 1.497 2.571 2.253 2.005 1.806
32 2.572 2.253 2.004 1.806
33 2.57 2.252 | 2.005 | 1.806
34 2572 | 2.253 | 2.004 | 1.806
35 2.571 2.252 2.005 1.806
36 1.286 | 2.253 2.004 1.806
37 2252 | 2.005 1.806
38 2.253 2.004 1.806
39 2.252 2.005 1.806
40 2.253 2.004 1.806
41 1.126 | 2.005 1.806
42 2.004 | 1.805
43 2.005 1.806
44 2.004 1.805
45 2.005 1.806
46 1.002 1.805
a7 1.806
48 1.805
49 1.806
50 1.805
51 0.903
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Section VI: Tables
MACRS Percentage Tables

Table M 15:

150% Declining-Balance Method
Midquarter Convention

Property Placed in Service in First Quarter

Year Recovery :orloMl1 years
2.5 3 3.5 4 5 6 8.5 7 7.5 8 8.5 9 9.5
1 52.50%| 43.75%| 37.50%| 32.81%| 26.25%| 21.88%| 20.19%| 18.75%| 17.50%| 16.41%| 15.44%| 14.58%| 13.82%
2 29.23 28.13 26.79 25.20 2213 19.53 18.42 17.41 16.50 15.67 14.92 14.24 13.61
3 18.27 25.00 21.98 19.76 16.52 14.65 14.17 13.68 13.20 12.74 12.29 11.86 11.46
4 3.12 13.73 19.76 16.52 14.06 13.03 12.16 11.42 10.77 10.20 9.89 9.65
5 2.47 16.52 14.06 13.02 12.16 11.42 10.77 10.19 9.64 8.15
6 2.06 14.06 13.03 12.16 11.41 10.76 10.20 965 9.15
7 1.76 8.14 12.16 11.42 10.77 10.19 9.64 9.15
8 1.52 7.13 10.76 10.20 9.65 9.15
9 1.35 6.37 9.64 9.14
10 1.21 5.72
Year Recovery periods in years
10 10.5 1 11.5 12 12.5 13 135 14 15 16 16.5 17
1 13.13%| 12.50%| 11.93%( 11.41%| 10.94%| 10.50%| 10.10%| 9.72%| 9.38%| 8.75%| 8.20%| 7.95%| 7.72%
2 13.03 12.50 12.01 11.56 11.13 10.74 10.37 10.03 9.71 9.13 8.61 8.37 8.14
3 11.08 10.71 10.37 10.05 9.74 9.45 9.18 8.92 8.67 8.21 7.80 7.61 7.42
4 9.41 9.18 8.96 8.74 8.52 8.32 8.12 7.93 7.74 7.39 7.07 6.92 6.77
5 8.71 8.32 7.96 7.64 7.46 7.32 7.18 7.04 6.91 6.65 6.41 6.29 6.17
6 8.71 8.32 7.96 7.64 7.33 7.04 6.78 6.53 6.31 5.99 5.80 5.711 5.63
7 8.71 8.32 7.96 7.64 7.33 7.04 6.77 6.54 6.31 5.90 5.54 5.38 5.23
8 8.71 8.32 7.96 7.64 7.33 7.04 6.78 6.53 6.31 5.91 5.54 5.38 5.23
9 8.71 8.32 7.96 7.64 7.33 7.04 6.77 6.54 6.31 5.90 5.54 5.38 5.23
10 8.71 8.31 7.97 7.63 7.32 7.04 6.78 6.53 6.31 5.91 5.54 5.38 5.23
1" 1.09 5.20 7.96 7.64 7.33 7.04 6.77 6.54 6.31 5.90 5.54 5.38 5.23
12 1.00 a.77 7.32 7.03 6.78 6.53 6.31 5.91 5.54 5.38 5.22
13 0.92 4.40 6.77 6.54 6.32 5.90 5.54 5.38 5.23
14 0.85 4.08 6.31 5.91 5.55 5.38 5.22
15 0.79 5.90 5.54 5.38 5.23
16 0.74 5.55 5.37 5.22
17 0.69 3.36 5.23
18 0.65
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Section VI: Tables
MACRS Percentage Tables

Table M 15 (Continued)

Recovery periods in years
Year .
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 7.29% | 6.91% | 6583%| 5966%| 5469%| 5.250%| 4.953%| 4.688%| 4.375%]| 3.750%| 3.281%| 2.917%| 2.625%

2 7.73 7.35 7.008 6.411 5.908 5.685 5.380 5.106 4.781 4.125 3.627 3.236 2.921

3 7.08 8.77 6.482 5.974 5.539 5.344 5.075 4.832 4.542 3.948 3.491 3.128 2.834

4 6.49 6.23 5.996 5.567 5.193 5.023 4,788 4574 4315 3.779 3.360 3.024 2.749

5 5.95 5.74 5.548 5.187 4.868 4722 4517 4.329 4.099 3.617 3.234 2.923 2.666

(] 5.45 5.29 5.130 4.834 4.564 4.439 4.262 4.097 3.894 3.462 3.113 2.826 2.586

7 5.00 4.87 4.746 4.504 4,279 4.172 4.020 3.877 3.700 3.314 2.996 2.732 2.509

8 4.94 4.69 4.459 4.197 4.011 3.922 3.793 3.669 3515 3.172 2.884 2.640 2.433

9 4.95 4.69 4.459 4.061 3.761 3.687 3.578 3.473 3.339 3.036 2.776 2.552 2.360
10 494 469 4.459 4.061 3.729 3.582 3.383 3.287 3.172 2.906 2.671 2.467 2.290
1 4.95 4.69 4.459 4.061 3.729 3.582 3.384 3.204 3.013 2.781 2.5M 2,385 2.221
12 494 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.662 2.475 2.306 2.154
13 4.95 4.69 4.459 4.061 3.729 3.582 3.384 3.204 2.994 2.571 2.382 2.229 2.080
14 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.571 2.293 2.154 2.027
15 4.95 4.68 4.459 4.061 3.729 3.582 3.384 3.204 2.994 2,57 2.252 2.083 1.966
16 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.013 1.907
17 4.95 4.68 4.459 4.061 3.729 3.582 3.384 3.204 2.994 2.571 2.253 2.005 1.850
18 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.005 1.806
19 0.62 468 4.459 4.061 3.729 3.581 3.384 3.204 2.994 2.571 2.253 2.005 1.806
20 0.59 4.460 4.060 3.730 3.582 3.383 3.204 2.994 2.57 2.252 2.005 1.806
21 0.557 4.061 3.729 3.581 3.384 3.203 2.993 257 2.253 2.005 1.806
22 4.060 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.005 1.806
23 0.508 3.729 3.581 3.384 3.203 2.993 2.571 2.253 2.005 1.806
24 3.730 3.582 3.383 3.204 2.994 2.570 2.252 2.005 1.806
25 0.466 3.581 3.384 3.203 2.993 2.571 2.253 2.004 1.806
26 0.448 3.383 3.204 2.994 2.570 2.252 2.005 1.806
27 2.115 3.203 2.993 2571 2.253 2.004 1.806
28 3.204 2.994 2.570 2.252 2.005 1.805
29 ) 0.400 2.993 2571 | 2.253 2.004 1.806
30 2.994 2570 2.252 2.005 1.805
31 0.374 257 2.253 2.004 1.806
32 2.570 2.252 2.005 1.805
33 257 2.253 2.004 1.806
34 2.570 2.252 2.005 1.805
35 2.571 2.253 2.004 1.806
36 0.321 2.252 2.005 1.805
37 2.253 2.004 1.806
38 2.252 2.005 1.805
39 2.253 2.004 1.806
40 2.252 2.005 1.805
41 : 0.282 2.004 1.806
42 2.005 1.805
43 2.004 1.806
44 2.005 1.805
45 2.004 1.806
46 0.251 1.805
47 1.806
48 1.805
49 1.806
50 1.805
51 . 0.226
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Section VI: Tables
MACRS Percentage Tables

Vi

Table M 16:
150% Declining-Balance Method
Midquarter Convention
Property Placed in Service in Second Quarter

Year RGWVﬂ!M_"‘mf‘
2.5 3 35 4 5 6 6.5 7 7.5 8 8.5 9 9.5
1 37.50%| 31.25%| 26.70%| 23.44%| 18.75%| 15.63%| 14.42%| 13.39%| 12.50%| 11.72%| 11.03%| 10.42%| 8.87%
2 3750 | 34.38 | 3138 | 2871 | 2438 | 21.09 | 1975 | 1856 | 1750 | 16.55 | 1570 | 1493 | 14.23
3 2500 | 2500 | 2231 | 2015 | 17.06 | 1582 | 1519 | 1458 | 1400 | 1345 | 1293 | 1244 | 11.98
4 937 | 1952 | 2015 | 1676 | 14.06 | 13.07 | 1222 | 1149 | 1093 | 1065 | 1037 | 10.09
5 755 | 1676 | 14.06 | 13.07 | 1222 | 11.49 | 1082 | 10.19 9.64 9.16
6 629 | 1407 | 1307 | 1222 | 1149 | 1082 | 10.19 9.65 9.16
7 527 | 1143 | 1223 | 1148 | 1083 | 10.19 9.64 9.16
8 458 | 1005 | 10.82 | 10.20 9.65 9.17
9 4.06 8.92 9.64 9.16
10 3.62 8.02
Year Recovery periods in years
10 10.6 1 11.5 12 12.5 13 13.6 14 15 16 18.5 17
1 9.38%| 8.93%| 8.52%| 8.15%| 7.81%| 7.50%| 7.21%| 6.94%| 6.70%| 6.25%| 5.86%| 568%| 5.51%
2 1359 | 13.01 | 1247 | 1198 | 1152 | 11.10 | 1071 | 1034 | 10.00 9.38 8.83 8.57 8.34
3 1155 | 1115 | 1077 | 10.42 | 10.08 9.77 9.47 9.19 8.92 8.44 8.00 7.80 7.60
4 9.82 9.56 9.31 9.06 8.82 8.60 8.38 8.17 7.97 7.59 7.25 7.09 6.93
5 8.73 8.34 8.04 7.88 7.72 7.56 7.4 7.26 712 6.83 6.57 6.44 6.32
(] 8.73 8.34 7.98 7.64 7.33 7.04 6.78 6.55 6.35 6.15 5.95 5.86 5.76
7 8.73 8.34 7.98 7.64 7.33 7.04 6.79 6.55 6.32 5.91 5.55 5.38 5.25
8 8.73 8.34 7.98 7.64 7.33 7.05 6.78 6.55 6.32 5.90 555 5.39 5.23
9 8.73 8.34 7.99 7.64 7.33 7.04 6.79 6.54 6.32 5.91 5.55 5.38 5.23
10 8.73 8.35 7.98 7.63 7.33 7.05 6.78 6.55 6.32 5.90 5.54 5.39 5.23
1 3.28 7.30 7.99 7.64 7.33 7.04 6.79 6.54 6.32 5.91 5.55 5.38 5.23
12 299 6.68 7.32 7.05 6.78 6.55 6.32 5.90 5.54 5.39 5.23
13 275 6.16 6.79 6.54 6.32 5.91 5.55 5.38 5.24
14 254 5.73 6.33 5.90 5.54 5.39 5.23
15 2.37 5.91 5.55 5.38 5.24
16 221 5.54 5.39 5.23
17 2.08 471 5.24
18 1.96
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Section VI: Tables
MACRS Percentage Tables

Table M 16 (Continued)

Recovery periods in years

18 19 20 22 24 25 28.5 28 30 35 40 45 50

1 521% | 4.93% | 4.688%| 4.261%| 3.906%| 3.750%| 3.538%| 3.348%| 3.125%| 2.679%| 2.344%| 2.083%| 1.875
2 7.90 7.51 7.148 6.528 6.006 5.775 5.460 5.178 4.844 4171 3.662 3.264 2.944
3 7.24 6.91 6.612 6.083 5.631 5.429 5.151 4.900 4.602 3.992 3.525 3.156 2.855
4 6.64 6.37 6.116 | 5.668 5.279 5.103 4.859 4.638 4.371 3.821 3.393 3.050 2.770
5 6.08 5.86 5.658 5.281 4.949 4.797 4.584 4.389 4.153 3.657 3.265 2,948 2.887

6 5.58 5.40 5.233 4.921 4.639 4.509 4.325 4.154 3.945 3.501 3.143 2.850 2.606
7 5.11 4.98 4.841 4.586 4.349 4.238 4.080 3.932 3.748 3.351 3.025 2.755 2.528
8 4.94 4.69 4478 4.273 4.078 3.984 3.849 3.721 3.561 3.207 2912 2.663 2.452
9 4.94 4.69 4.463 4.063 3.823 3.745 3.631 3.522 3.383 | 3.069 2.802 2.574 2.378
[ 4.95 4.69 4.463 4.063 3.729 3.583 3.426 3.333 3.213 2.938 2.697 2.489 2.307

1 4.94 4.69 4.463 4.062 3.729 3.583 3.384 3.205 3.053 2812 2.596 2.406 2.238
12 4.95 4.69 4.463 4.063 3.729 3.583 3.383 3.205 2.994 2.682 2.499 2.325 217
13 4.94 4.69 4.463 4.062 3.730 3.583 3.384 3.205 2.994 2576 2.405 2.248 2.108
14 4.95 4.69 4.463 4.063 3.729 3.583 3.383 3.205 2.994 2.571 2315 2173 2,042
15 4.94 4.69 4.462 4.062 3.730 3.583 3.384 3.205 2.994 2.571 2.253 21014 1.981

16 495 4.69 4.463 4.063 3.729 3.583 3.383 3.204 2.994 2.571 2.253 2.031 1.922
17 4.94 4.69 4.462 4.062 3.730 3.583 3.384 3.205 2.994 257 2253 2.005 1.864
18 495 4.69 4.463 4.063 3.729 3.583 3.383 3.204 2.993 2.571 2.253 2.005 1.808
19 1.85 4.69 4.462 4.062 3.730 3.583 3.384 3.205 2.994 2.571 2253 2.005 1.806

20 1.76 4.463 4.063 3.729 3.583 3.383 3.204 2.993 2.571 2.253 2.005 1.806
21 1.673 4.062 3.730 3.583 3.384 3.205 2.994 2572 2.253 2.005 1.806
22 4.063 3.729 3.583 3.383 3.204 2.993 2.571 2253 | 2005 1.806
23 1.523 3.730 3.583 3.384 3.205 2.994 2.572 2.253 2.004 1.806
24 3.729 3.582 3.383 3.204 2.993 2,571 2.253 2.005 1.806
25 1.399 3.583 3.384 3.205 2.994 2572 2.253 2.004 1.806
26 1.343 3.383 3.204 2.993 2.571 2253 2.005 1.808
27 2.961 3.205 2.994 2.572 2.253 2.004 1.806
28 3.204 2.993 2.571 2.253 2.005 1.806
29 1.202 2.994 2572 2.253 2.004 1.808
30 | 2993 257 2.252 2.005 1.806
31 1.123 2572 2.253 2.004 1.806
32 2.57 2.252 2.005 1.806
33 2.572 2.253 2.004 1.806
34 2.571 2.252 2.005 1.806
35 2572 2.253 2.004 1.806
36 0.964 2.252 2.005 1.806
37 2.253 2.004 1.806
38 ‘ 2.252 2.005 1.806
39 : 2.253 2.004 1.806
40 ‘ 2252 2.005 1.806
41 0.845 2.004 1.806
42 2.005 1.806
43 2.004 1.806
44 2.005 1.806
45 2.004 1.805
46 0.752 1.806
47 1.805
48 1.806
49 : 1.805
50 1.806

51 0.677
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Section VI: Tables VI
MACRS Percentage Tables

Table M 17:

150% Declining-Balance Method
Midquarter Convention

Property Placed in Service in Third Quarter

Recovery periods in years

Year
2.5 3 35 4 5 [] 8.5 7 7.5 8 8.5 9 9.5

1 22.50%| 18.75%| 16.07%| 14.06%| 11.25%| 9.38%| 8.65%| 8.04%| 7.50%| 7.03%| 6.62%| 6.25% 5.9294
2 48.50 40.63 35.97 32.23 26.63 2288 21.08 19.71 18.50 17.43 16.48 15.63 14.85
3 27.56 25.00 22.57 20.46 18.64 16.99 16.22 15.48 14.80 14.16 13.57 13.02 12.51
4 3.44 15.62 22.57 20.46 16.56 14.06 13.10 12.27 11.84 11.51 11.18 10.85 10.53
5 282 12.79 18.57 14.08 13.10 12.28 11.48 10.78 10.18 9.64 9.17
6 10.35 14.06 13.11 12.27 11.48 10.78 1017 9.65 9.17
7 8.79 13.10 12.28 1148 10.78 10.18 9.64 9.18
8 1.64 7.67 11.48 10.79 10.17 9.65 9.17
9 1.44 6.74 10.18 9.64 9.18

10 1.27 6.03 9.17

-t
-
-
pry
(¢,

Re Y periods in years
10 10.5 1" 11.6 12 12.5 13 13.5 14 15 18 16.5 17

5.83%| 5.36%| 5.11%| 4.89%| 4.69%| 4.50%| 4.33%| 4.17%| 4.02%] 3.75%| 3.52%| 3.41%| 3.31%4
14.18 13.52 12.94 12.41 11.91 11.46 11.04 10.65 10.28 9.63 8.05 8.78 8.53
12.03 11.59 11.18 10.79 10.43 10.08 9.77 9.46 9.18 8.66 8.20 7.98 7.78
10.23 9.83 9.65 9.38 9.12 8.88 8.64 8.41 8.20 7.80 7.43 7.26 7.09

8.7 8.51 8.33 8.16 7.98 7.81 7.64 7.48 7.32 7.02 6.73 6.60 6.47

8.75 8.34 7.97 7.83 7.33 7.05 6.79 6.65 6.54 6.31 6.10 6.00 5.0
8.756 8.34 7.97 7.63 7.33 7.05 6.79 6.55 6.31 6.90 5.55 5.45 5.38
8.74 8.34 7.97 763 | 733 7.05 6.79 6.54 6.31 5.80 5.55 5.38 5.23
8.75 8.34 7.97 7.63 7.33 7.05 6.79 8.55 6.32 5.91 5.55 5.39 5.23
8.74 8.34 7.97 7.83 7.32 7.05 6.78 6.54 6.31 5.80 5.656 5.38 5.23

<
H

5.47 8.35 7.86 7.63 7.33 7.05 6.79 6.55 6.32 5.91 5.55 5.39 5.23
1.04 4.98 7.64 7.32 7.04 6.80 8.54 6.31 5.90 5.55 5.38 5.23
0.95 4.58 7.05 8.79 6.5 8.32 5.91 5.55 5.39 5.22
0.88 4.25 6.54 6.31 5.90 5.55 6.38 5.23
0.82 3.95 6.91 5.55 5.39 5.22

3.69 5.55 5.38 5.23
3.47 5.39 5.22
0.67 3.27
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Section VI: Tables
MACRS Percentage Tables

Table M 17 (Continued)

Recovery periods in years
Year
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 3.13% | 296% | 2813%| 2.557%| 2.344%| 2.250%| 2.123%| 2.009%( 1.875%| 1.607%| 1.406%| 1.250%| 1.125%

2 8.07 7.66 7.289 6.644 6.104 5.865 5.540 5.250 4.908 4.217 3.697 3.202 2.966

3 7.40 7.06 6.742 6.191 5.722 5513 5.227 4.968 4.661 4.036 3.559 3.182 2.877

4 6.78 6.50 6.237 5.769 5.364 5.182 4.931 4.702 4.428 3.863 3.425 3.076 2.791

5 6.22 5.99 5.769 5.375 5.029 4.871 4652 | 4.450 4,207 3.698 3.297 2.973 2.707

6 5.70 5.51 5.336 5.009 4715 4.579 4.388 4.212 3.998 3.539 3.173 2.874 2.626

7 5.23 5.08 4.936 4.667 4.420 4.304 4.140 3.986 3.796 3.387 3.054 2.778 2.547

8 4.94 4.69 4.566 4.349 4144 4.046 3.906 3.773 3.607 3.242 2.940 2.686 2.471

9 4.94 4.69 4.460 4.064 3.885 3.803 3.685 3.571 3.426 3.103 2.829 2.596 2.397
10 494 4.69 4.460 4.064 3.729 3.584 3.476 3.379 3.255 2.970 2.723 2510 2.325
1 4.94 4.69 4.460 4.064 3.730 3.584 3.383 3.205 3.092 2.843 2.621 2.426 2.255
12 4.95 4.69 4.460 4.064 3.729 3.584 3.383 3.205 2.994 2721 2.523 2345 2.187
13 4.94 4.69 4.461 4.064 3.730 3.584 3.383 3.205 2.994 2.605 2.428 2.267 2.122
14 4.95 4.69 4.460 4.064 3.729 3.584 3.383 3.205 2.994 2.571 2.337 2.192 2.058
15 4.94 4.70 4.461 4.064 3.730 3.584 3.383 3.205 2.994 2.5M 2.2583 2.118 1.996
16 4.95 4.69 4.460 4.064 3.729 3.584 3.383 | 3.206 2.994 2.571 2.253 2.048 1.937
17 4.94 4.70 4.461 4.084 3.730 3.584 3.383 3.205 2.994 2.571 2.253 2.005 1.878
18 4.95 4.69 4.460 4,065 3.729 3.584 3.383 3.206 2.994 2571 2.253 2.005 1.822
19 3.09 4.70 4.461 4.064 3.730 3.584 | 3.383 3.205 2.994 2.571 2.253 2.005 1.806
20 2.93 4.460 4.065 3.729 3.584 3.383 3.206 2.993 2.571 2.253 2.005 1.806
21 2.788 4.064 3.730 3.585 3.383 3.205 2.994 2.571 2.253 2.005 1.806
22 4.065 3.729 3.584 3.383 3.206 2.993 2571 2.253 2.005 1.806
23 2.540 3.730 3.585 3.383 3.205 2.994 257 2.253 2.005 1.806
24 3.729 3.584 3.383 3.206 2.993 2.571 2.253 2.005 1.806
25 2.331 3.585 3.382 3.205 2.994 2.571 2.253 2.004 1.806
26 2.240 3.383 3.206 2.993 2.571 2.253 2.005 | 1.806
27 3.382 3.205 2.994 2.571 2.253 2.004 1.806
28 0.423 3.206 2.993 2.57 2.253 2.005 1.806
29 2.003 2.994 2.571 2.253 2.004 1.806
30 ’ 2.993 2.571 2.253 2.005 1.806
31 1.871 2.571 2.253 2.004 1.806
32 2.571 2.253 2.005 1.806
33 2.571 2.253 2.004 1.806
34 2.571 2.253 2.005 1.806
35 2.571 2.253 2.004 1.806
36 1.607 2.253 2.005 1.806
37 2.253 2.004 1.805
38 2.254 2.005 1.806
39 2.253 2.004 1.805
40 2.254 2.005 1.806
41 1.408 2.004 1.805
42 2.005 1.806
43 ) 2.004 1.805
44 2.005 1.806
45 2.004 1.8056
46 1.253 1.806
47 1.805
48 1.806
49 1.805
50 1.806
51 1.128
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Table M 18:

150% Declining-Balance Method
Midquarter Convention

Property Placed in Service in Fourth Quarter

Year Recovery periods in years
25 3 3.5 4 5 [] 8.5 7 7.5 8 8.5 9 9.5
1 7.50%| 6.25%| 5.36%| 4.69%| 3.75%| 3.13%| 2.88%| 2.68%| 2.50%| 2.34%| 221%| 208%| 1.97%
2 55.50 46.88 40.56 35.74 28.88 24.22 22.41 20.85 19.50 18.31 17.26 16.32- | 1548
3 26.91 25.00 23.18 2234 20.21 18.16 17.24 16.39 156.80 14.88 14.21 13.60 13.03
4 10.09 21.87 2247 19.86 16.40 14.06 13.26 12.87 12.48 12.09 11.70 11.33 10.98
5 8.43 17.37 16.41 14.06 13.10 12.18 11.41 10.74 10.16 9.65 9.24
6 14.35 14,06 13.10 12.18 11.41 10.75 10.16 9.65 9.17
7 12.31 13.10 12.19 11.41 10.74 10.16 9.64 9.17
8 4.9 10.66 11.41 10.75 10.16 9,65 9.17
9 4.28 9.40 10.17 9.64 9.17
10 3.81 8.44 9.18
1 3.44
Year R‘M%___ riods In years
10 10.5 11 11.5 12 12.5 13 13.5 14 15 16 16.5 17
1 1.88%| 1.79%| 1.70%] 1.63%] 1.56%| 1.50%] 1.44%| 1.39%| 1.34%| 1.25%| 1.17%| 1.14%| 1.10%
2 14.72 14.03 13.40 12.83 12.31 11.82 11.37 10.96 10.57 9.88 9.27 8.99 8.73
3 12.51 12.03 11.58 11.16 10.77 10.40 10.06 9.74 9.44 8.89 8.40 8.17 7.96
4 10.63 10.31 10.00 9.70 9.42 9.15 8.90 8.66 8.43 8.00 7.61 7.43 7.25
5 9.04 8.83 8.63 8.44 8.24 8.06 7.87 7.69 7.52 7.20 6.90 6.75 6.61
6 8.72 8.32 7.95 7.63 7.33 7.09 6.96 6.84 6.72 6.48 6.25 6.14 6.03
7 8.72 8.31 7.96 7.63 7.33 7.05 6.78 6.53 6.31 5.90 5.66 5.58 5.50
8 8.72 8.32 7.95 7.62 7.33 7.05 6.78 6.53 6.31 5.90 5.54 5.38 5.22
9 8.72 8.31 7.96 7.63 7.33 7.05 6.78 6.53 6.31 5.90 5.54 5.38 5.23
10 8.7 8.32 7.95 7.62 7.32 7.05 6.78 6.54 6.31 5.91 5.54 5.38 5.22
1 7.63 8.31 7.96 7.63 7.33 7.05 6.78 6.53 6.31 5.90 5.54 5.38 5.23
12 3.12 6.96 7.62 7.32 7.04 6.78 6.54 6.30 5.91 5.55 5.38 5.22
13 2.86 6.41 7.05 6.78 6.53 6.31 5.90 5.54 5.38 5.23
14 264 5.94 6.54 6.30 591 5.55 5.38 5.22
15 2.45 5.52 5.90 5.54 5.37 523
16 5.17 5.55 5.38 5.22
17 4.85 5.37 5.23
18 2.02 4.57
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Table M 18 (Continued)

Recovery periods in years

18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 1.04% | 0.99% | 0.938%| 0.852%| 0.781%| 0.750%| 0.708%| 0.670%| 0.625%| 0.536%| 0.469%| 0.417%| 0.375%
2 8.25 7.82 7.430 6.760 6.201 | 5.955 5.620 5.321 4.969 4.263 3.732 3319 2.989
3 7.56 7.20 6.872 6.299 5.814 5.598 5.302 5.036 4.720 4.080 3.592 3.209 2.899
4 6.93 6.63 6.357 5.870 5.450 5.262 5.002 4.766 4.484 3.905 3.458 3.102 2812
5 6.35 6.11 5.880 5.469 5.110 4.946 4719 | 4511 4.260 3.738 3.328 2.998 2728

(] 5.82 5.63 5.439 5.097 4.790 4.649 4.452 4.269 4.047 3.578 3.203 2.898 2.646
7 5.34 5.18 5.031 4.749 4.491 4.370 4.200 4.041 3.845 3.424 3.083 2.802 2.587
8 4.94 4.77 4654 4.425 4.210 4.108 3.962 3.824 3.853 3.278 2.968 2.708 2.490
9 4.94 4.69 4.458 4.124 3.947 3.862 3.738 3.619 3.470 3.137 2.856 2618 2415
0 4.94 4.69 4.458 4.062 3.730 3.830 3.526 3.426 3.296 3.003 2.749 2531 2342

1 4.95 4.69 4.458 4.062 3.729 3.582 3.383 3.242 3.132 2.874 2.646 2.447 2272
12 4.94 4.69 4.458 4.062 3.730 3.582 3.382 3.204 2.994 2.751 2.547 2.365 2.204
13 4.95 4.69 4.458 4.062 3.729 3.582 3.383 3.204 2.994 2.633 2.451 2.286 2.138
14 4.94 4.69 4.458 4.061 3.730 3.5682 3.382 3.204 2.994 2.570 2.359 2.210 2074
16 4.95 4.69 4.458 4.062 3.729 3.582 3.383 3.204 29984 | 257 2271 2.136 2011

16 4.94 4.69 4.458 4.081 3.730 3.583 3.382 3.204 2994 | 2570 2.253 2.065 1.951
17 4.95 4.68 4.458 4.062 3.729 3.582 3.383 3.204 2.994 2571 2.253 2.006 1.883
18 4.94 4.69 4.459 4.061 3.730 3.583 3.382 3.204 2.994 2.570 2.253 2.0056 1.836
19 4.33 4.68 4.458 4.082 3.729 3.582 3.383 3.204 2993 2571 2.253 2.005 1.806
20 4.10 4.459 4.061 3.730 3.583 3.382 3.204 2.994 2.570 2253 2.005 1.806
21 3.901 4.062 3.729 3582 | 3.383 3.204 2.993 2.571 2253 2.005 1.806
22 4.061 3.730 3.583 3.382 3.204 [ 2994 2.570 2253 2,005 1.806
23 3.554 3.729 3.582 3.383 3.205 2.993 257 2.253 2.005 1.806
24 3.730 3.583 3.382 3.204 2.994 2570 2253 2.005 1.805
25 3.263 3.582 3.383 3.2056 2.993 2.571 2253 2.005 1.806
26 3.135 3.382 3.204 2.994 2,570 2252 2.005 1.805
27 3.383 3.205 2,993 2,571 2263 2.004 1.806
28 1.268 3.204 2.994 2.570 2252 2.005 1.805
29 2.804 2.993 2571 2253 2.004 1.806
30 2.994 2.570 2252 2.005 1.805

k] 2619 2.571 2.253 2.004 1.806
32 2.570 2.252 2.005 1.805
33 2.571 2.253 2.004 1.806
34 2.570 2.252 2.005 1.805
35 2.571 2.253 2.004 1.806

36 2.249 2.252 2.005 1.805
37 2.253 2.004 1.806
38 2.252 2.005 1.805
39 2.253 2.004 1.806
40 2.252 2.005 1.805

41 1.971 2.004 1.806
42 2.005 1.805
43 2.004 1.806
44 2.005 1.805
45 2.004 1.806
46 1.754 1.805
47 1.806
48 1.805
49 1.806
50 1.805
51 1.580
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ACRS Percentage Tables

ACRS 15-Year Real Property* (Other Than Low-Income Housing)

Metod Table Page
Regular ACRS 15 Al page VI-43
Alternate ACRS 35 All page VI-46
Alternate ACRS 45 A 15 page VI-47

* 15-year ACRS real property was generally placed in service after 12/31/80 and before 3/16/84.

ACRS Low-Income Housing*

Placed in Service Metod Life Table Page
Before 5/09/85 Regular ACRS 15 A2 page VI-43
After 5/08/85 Regular ACRS 15 A3 page VI-44
Before 5/09/85 Alternate ACRS 35 All page VI-46
After 5/08/85 Alternate ACRS 35 Al2 page VI-46
After 12/31/80 Alternate ACRS 45 Al5 page VI-47

*  Although ACRS low-income housing covers such property placed in service after 1980 and before 1987,

there was a rate change effective May 9, 1985. This rate change did not affect ACRS low-income housing
for which Alternate ACRS depreciation was elected over a 45-year life.
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ACRS 18-Year Real Property*

Placed in Service Metod Life Table Page

After 3/15/84 & Before Regular ACRS 18 AS page VI-44
6/23/84

After 6/22/84 Regular ACRS 18 A4 page VI-44

After 3/15/84 & Before Alternate ACRS 18 A8 page VI-45
6/23/84

After 6/22/84 Alternate ACRS 18 A7 page VI-45

After 3/15/84 & Before Alternate ACRS 35 All page VI-46
6/23/84

After 6/22/84 Alternate ACRS 35 A 10 page VI-46

After 3/15/84 & Before Alternate ACRS 45 Al5 page VI-47
6/23/84

After 6/22/84 Alternate ACRS 45 Al4 page VI-47

* 18-year ACRS real property was generally placed in service after 3/15/84 and before 5/9/85. There was a
rate change effective June 23, 1984.

ACRS 19-Year Real Property*

Metod Life Table Page
Regular ACRS 19 A6 page VI-45
Alternate ACRS 19 A9 page VI-46
Alternate ACRS 35 A 13 page VI-47
Alternate ACRS 45 Al4 page VI-47

* 19-year ACRS real property was generally placed in service after 5/08/85 and before 1987.
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Table A 1:
15-Year Real Property* (Other Than Low-Income Housing)
Month Placed in Service W

Year

1 2 3 4 5 6 7 8 9 10 " 12
18t 120% | 11.0% | 100% | 90% | 80%| 7.0%| 60%) 50%| 40%| 30%| 20%| 10%
2nd 10.0 10.0 110 11.0 1.0 11.0 110 1.0 110 11.0 11.0 12,0
3rd 9.0 9.0 9.0 9.0 100 10.0 10.0 10.0 10.0 10.0 10.0 100
4th 8.0 8.0 8.0 8.0 8.0 8.0 90 | 90 9.0 9.0 9.0 9.0
5th 7.0 70 7.0 7.0 7.0 7.0 8.0 8.0 8.0 8.0 8.0 8.0
8th 6.0 6.0 6.0 6.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0
7th 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
8th 6.0 6.0 6.0 6.0 6.0 6.0 5.0 6.0 6.0 6.0 6.0 6.0
9th 6.0 6.0 6.0 6.0 5.0 6.0 5.0 5.0 5.0 6.0 6.0 6.0
10th 5.0 6.0 5.0 6.0 50 5.0 5.0 5.0 5.0 5.0 8.0 5.0
11th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 50 5.0 5.0 5.0 5.0
12th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 50 5.0 5.0 5.0 5.0
13th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
14th 5.0 50 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
15th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 50 .| 50 5.0 5.0 5.0
6th | — - 1.0 1.0 20 2.0 3.0 3.0 40 40 40 5.0

* Placed In Service After 1980 and Before March 16, 1984

Table A 2:
Low-Income Housing*
Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1 12

1st 13.0% { 120% [ 11.0% | 100% 9.0% 8.0% 70% | 60% | 40% 3.0% 2.0% 1.0%
2nd 12.0 12.0 12.0 12.0 12.0 120 | 120 13.0 13.0 13.0 130 13.0
3rd 10.0 10.0 10.0 10.0 1.0 11.0 1.0 11.0 11.0 11.0 11.0 11.0
4th 9.0 9.0 9.0 9.0 9.0 9.0 2.0 9.0 100 10.0 100 100
5th 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 9.0
6th 7.0 70 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0
7th 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
8th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 6.0 6.0
gth 5.0 5.0 5.0 50 5.0 50 50 5.0 5.0 5.0 5.0 5.0
10th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
11th 40 5.0 5.0 5.0 5.0 5.0 5.0 5.0 50 5.0 5.0 5.0
12th 40 4.0 4.0 5.0 40 5.0 5.0 5.0 5.0 5.0 5.0 5.0
13th 4.0 40 40 4.0 4.0 4.0 5.0 4.0 5.0 5.0 5.0 5.0
14th 4.0 4.0 40 40 40 4.0 4.0 4.0 40 5.0 40 40
15th 4.0 40 4.0 4.0 40 4.0 40 40 4.0 4.0 40 4.0
16th — - 1.0 1.0 20 20 20 3.0 3.0 3.0 40 40

* Placed In Service Atter 1980 and Before May 9, 1985
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Table A 3:
Low-Income Housing*

Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1 12

1st 13.3% 12.2% 11.1% 10.0% 8.9% 7.8% 6.6% 5.6% 4.4% 3.3% 2.2% 1.1%
2nd 11.6 117 11.9 12.0 121 123 125 12.6 12.7 129 13.0 13.2
3rd 10.0 10.1 10.2 10.4 10.5 10.7 10.8 10.9 111 11.2 113 11.4
4th 8.7 8.8 8.9 9.0 9.1 9.2 9.3 9.5 9.6 9.7 9.8 9.9
5th 7.5 76 7.7 7.8 7.9 8.0 8.1 8.2 8.3 8.4 8.5 8.6
6th 6.5 6.6 6.7 6.8 6.9 6.9 7.0 74 7.2 7.3 7.4 7.4
7th 57 5.7 5.8 59 | 59 6.0 6.1 6.1 6.2 6.3 6.4 6.5
8th 4.9 5.0 5.0 5.1 5.2 5.2 5.3 5.3 5.4 55 5.5 5.6
9th 46 4.6 4.6 46 4.6 4.6 4.6 4.6 46 4.7 4.8 48
10th 4.6 46 4.6 46 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6
11th 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6
12th 45 4.6 4.6 46 46 4.6 46 4.6 4.6 4.6 4.6 4.6
13th 45 45 4.6 45 4.6 46 46 4.6 46 4.5 4.6 46
14th 4.5 4.5 4.5 4.5 4.5 4.5 4.5 4.6 4.6 4.5 4.5 4.5
15th 4.5 4.5 4.5 4.5 4.5 45 45 4.5 4.5 4.5 45 4.5
16th 0.4 0.7 1.1 1.5 1.9 23 2.6 3.0 3.4 3.7 4.1

* Placed In Service After May 8, 1985, and Before 1987

Table A 4:
18-Year Real Property*
Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 11 12

1st 9.0% 9.0% 8.0% 7.0% 6.0% 5.0% 4.0% 4.0% 3.0% 2.0% 1.0% 0.4%
2nd 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 10.0 10.0 10.0
3rd 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 9.0 9.0 9.0 9.0
4th 7.0 7.0 7.0 7.0 7.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0
5th 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0
6th 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
7th 5.0 5.0 5.0 5.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
8-12th 5.0 5.0 50 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
13th 4.0 4.0 40 5.0 40 4.0 5.0 4.0 40 40 5.0 5.0
14-17th | 40 4.0 40 40 4.0 4.0 40 4.0 4.0 4.0 4.0 40
18th 40 3.0 40 4.0 4.0 4.0 4.0 4.0 40 4.0 4.0 4.0
19th 1.0 1.0 1.0 2.0 2.0 20 3.0 3.0 3.0 3.0 3.6

* Placed In Service After June 22, 1984, and Before May 9, 1985

Table A 5:
18-Year Real Property*

Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10-11 12
1st 10.0% 9.0% 8.0% 7.0% 6.0% 6.0% 5.0% 4.0% 3.0% 2.0% 1.0%
2nd 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 10.0 10.0
3rd 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 9.0 9.0 9.0
4th 7.0 7.0 7.0 7.0 7.0 7.0 8.0 8.0 8.0 8.0 8.0
5th 6.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0 7.0
6th 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
7th 5.0 5.0 5.0 5.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
8-12th 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
13th 4.0 4.0 4.0 5.0 5.0 4.0 4.0 5.0 4.0 4.0 4.0
14-18th 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0
19th 1.0 1.0 1.0 2.0 2.0 2.0 3.0 3.0 4.0

* Placed In Service After March 15 and Before June 23, 1984
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Table A 6:
19-Year Real Property*
Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1" 12
1st 8.8% 8.1% 7.3% 6.5% 5.8% 5.0% 4.2% 3.5% 2.7% 1.9% 1.1% 0.4%
2nd 8.4 8.5 8.5 8.6 8.7 8.8 8.8 8.9 9.0 9.0 9.1 9.2
3rd 7.6 7.7 77 78 7.9 7.9 8.0 8.1 8.1 8.2 8.3 8.3
4th 6.9 70 7.0 71 71 7.2 73 73 7.4 7.4 75 76
5th 6.3 6.3 6.4 6.4 6.5 6.5 6.6 6.6 6.7 6.8 6.8 6.9
6th 5.7 5.7 5.8 5.9 59 5.9 6.0 6.0 6.1 6.1 6.2 6.2
7th 5.2 5.2 53 5.3 53 54 5.4 5.5 55 5.6 5.6 5.6
8th 47 47 48 48 48 49 49 5.0 5.0 5.1 5.1 5.1
9th 4.2 4.3 43 44 44 45 45 45 45 46 4.6 4.7
10-19th 4.2 4.2 4.2 42 42 4.2 4.2 4.2 4.2 4.2 42 4.2
20th 0.2 0.5 0.9 1.2 1.6 1.9 23 2.6 3.0 3.3 3.7 40
* Placed In Service After May 8, 1985, and Before 1987
Table A 7:
18-Year Real Property*
Month Placed in Service
Year
1-2 3-4 5-7 8-9 10-11 12
1st 5.0% 4.0% 3.0% 2.0% 1.0% 0.2%
2-10th 6.0 6.0 6.0 6.0 6.0 6.0
11th 5.0 5.0 5.0 5.0 5.0 5.8
12-18th 5.0 5.0 5.0 5.0 5.0 5.0
19th 1.0 20 3.0 4.0 5.0 5.0
* Placed In Service After June 22, 1984
If Alternate ACRS Method Elected Over 18-Year Period
Table A 8:
18-Year Real Property*
Month Placed in Service
Year
1 2-3 4-5 6-7 8-9 10-11 12
1st 6.0% 5.0% 4.0% 3.0% 2.0% 1.0% 0.5%
2-10th 6.0 6.0 6.0 6.0 6.0 6.0 6.0
11th 5.0 5.0 5.0 5.0 5.0 5.0 5.5
12-18th 5.0 5.0 5.0 5.0 5.0 5.0 5.0
19th 10 20 3.0 4.0 5.0 5.0
* Placed In Service After March 15 and Before June 23, 1984
if Alternate ACRS Method Elected Over 18-Year Period
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Table A 9:
19-Year Real Property*

Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 11 12
1st 5.0% 4.6% 4.2% 3.7% 3.3% 2.9% 2.4% 2.0% 1.5% 1.1% 0.7% 0.2%
2-13th 5.3 5.3 53 6.3 53 5.3 5.3 6.3 5.3 5.3 5.3 53
14-19th 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2 52 5.2 5.2
20th 0.2 0.6 1.0 15 19 23 28 3.2 3.7 4.1 4.5 5.0

* It Alternate ACRS Method Elected Over 19-Year Period

Table A 10:
18-Year Real Property*

Month Placed in Service
Year

1-2 3-6 7-10 11 12
1st 3.0% 2.0% 1.0% 0.4% 0.1%
2-30th 3.0 3.0 3.0 3.0 3.0
31st 20 20 20 26 29
32-35th 20 2.0 2.0 20 20
36th 1.0 20 20 2.0

* Placed In Service After June 22, 1984
If Alternate ACRS Method Elected Over 35-Year Period

Table A 11:
18-Year Real Property1
15-Year Real Property and Low-Income Housing2

Month Placed in Service
Year

1-2 36 7-12
1st 3.0% 2.0% 1.0%
2-30th 3.0 3.0 3.0
31-35th 2.0 2.0 2.0
36th 1.0 2.0

' Placed In Service After March 15 and Before June

23,1984

2 Placed In Service Before May 9, 1985
If Alternate ACRS Method Elected Over 35-Year
Period

Table A 12:
Low-Income Housing*

Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1 12
1st 2.9% 2.6% 2.4% 2.1% 1.9% 1.7% 1.4% 1.2% 1.0% 0.7% 0.5% 0.2%
2-20th 29 29 29 29 29 29 2.9 29 29 29 29 29
21-35th 28 28 28 28 28 28 2.8 2.8 28 28 28 28
36th 0.3 0.5 0.8 1.0 1.2 1.5 1.7 1.9 22 24 27

*Placed In Service after May 8, 1985
if Alternate ACRS Method Elected Over 35-Year Period
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Table A 13:
19-Year Real Property*

Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1" 12
1st 2.7% 2.5% 2.3% 2.0% 1.8% 1.5% 1.3% 1.1% 0.8% 0.6% 0.4% 0.1%
2-20th 29 29 29 29 2.9 29 29 29 29 29 29 2.9
21-35th 28 2.8 2.8 28 2.8 28 28 2.8 28 2.8 2.8 2.8
36th 0.2 0.4 0.6 0.9 11 14 1.6 1.8 21 2.3 2.5 28
*If Alternate ACRS Method Elected Over 35-Year Period
Table A 14:
18-Year Real Property1
19-Year Real Property
Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1" 12
1st 2.1% 1.9% 1.8% 1.6% 1.4% 1.2% 1.0% 0.8% 0.6% 0.5% 0.3% 0.1%
2-11th 23 23 2.3 23 2.3 2.3 2.3 2.3 2.3 2.3 23 23
12-45th 22 2.2 2.2 22 22 2.2 2.2 2.2 2.2 2.2 2.2 22
46th 0.1 0.3 04 0.6 0.8 1.0 1.2 1.4 1.6 1.7 1.9 2.1
'Placed in Service After June 22, 1984
If Alternate ACRS Method Elected Over a 45-Year Period
Table A 15:
18-Year Real Property1
15-Year Real Property and Low-Income Housing2
Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 1 12
1st 2.3% 2.0% 1.9% 1.7% 1.5% 1.3% 1.2% 0.9% 0.7% 0.6% 0.4% 0.2%
2-10th 23 2.3 23 2.3 23 2.3 23 23 23 23 2.3 23
11-45th 22 2.2 2.2 2.2 2.2 2.2 22 22 2.2 22 2.2 2.2
46th 0.3 0.4 0.6 0.8 1.0 1.1 1.4 1.6 1.7 1.9 2.1
'Placed In Service After March 15 and Before June 23, 1984
?Placed In Service After December 31, 1980
If Alternate ACRS Method Elected Over a 45-Year Period
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Tables for Listed Property

Tables for Listed Property

Method ‘ Type of Property ‘ Table ‘ Page
ACRS Owned ALP1 &2 page VI-49

MACRS Owned M 8—12 page VI-21
ACRS Leased (other than cars) ALL 1 &2 page VI-50

MACRS Leased (other than cars) MLL 1 &2 page VI-51
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Table ALP 1:
Listed Property Not Used
Predominantly (Other Than 18- or 19-Year Real Property)

Recovery Period
Year
5 12 25
1st 100% | 40% | 20%
2nd-5th 20.0 9.0 40
6th 10.0 8.0 40
7th-12th | — 8.0 40
13th — 4.0 40
14th-25th | — - 40
26th - - 20
Table ALP 2:
40-Year Recovery Period (For 18- or 19-Year Listed Property Not Used Predominantly)
Month Placed in Service
Year
1 2 3 4 5 6 7 8 9 10 " 12
1st 24% | 22%| 20%| 18%| 16%| 14%| 11%| 09%| 07%| 05%| 03%| 0.1%
2-40th 25 25 25 25 25 25 25 25 25 25 25 25
418t 0.1 0.3 05 07 0.9 11 1.4 1.6 18 2.0 22 2.4
VI-49
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Table ALL 1:
5-Year Recovery Property

Lease Tax year during the lease term that the
Term business percentage decreases to 50% or less
1 2 3 4 5 6 7 8 9 10 1 12
1 Year 2.7%
2 Years 53 1.2%
3 Years 9.9 6.1 1.6%
4 Years 14.4 111 7.3 2.3%
5 Years 18.4 15.7 124 8.2 3.0%
6 Years
or more 21.8 19.6 16.7 135 9.6 5.25% 4.4% 3.6% 2.8% 1.8% 1.0% 0%
Table ALL 2:
10-Year Recovery Property
Lease Tax year during the lease term that the
Term business percentage decreases to 50% or less
1 2 3 4 5 6 7 8 9 10 1" 12 13 14 15

1 Year 2.5%
2 Years 5.1 0.6%
3 Years 9.8 5.6 1.0%
4 Years { 140 10.3 6.2 1.4%
5Years | 179 145 109 6.7 1.8%

6 Years | 21.3 18.3 15.1 114 71 21%
7 Years | 21.9 19.0 15.9 124 8.4 3.9 2.4%)
8Years | 224 19.6 16.7 13.4 9.7 5.5 4.5 2.7%
9Years | 229 20.2 17.4 14.3 10.9 7.0 6.4 5.1 3.0%
10 Years| 23.5 20.9 18.2 15.2 1.9 8.3 8.1 7.2 5.7 3.3%

11 Years| 23.9 21.3 18.8 16.0 12.8 9.3 9.4 8.9 7.7 59 3.1%
12Years| 24.3 21.9 19.3 16.5 13.4 10.1 10.3 10.0 9.3 78 55 2.9%
13 Years| 24.7 222 19.7 16.9 14.0 10.7 11 11.0 10.4 9.2 74 52 2.7%
14 Years| 25.0 225 20.1 17.3 14.4 111 11.6 1.7 113 103 8.8 6.9 48 2.5%

15 Years
ormore | 25.3 228 20.3 17.5 14.7 115 12.0 12.2 11.9 111 9.8 8.2 6.5 4.5 2.3%
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Table MLL 1:

Rates To Figure Inclusion Amounts for Leased Listed Property
Amount A Percentages

First Tax Year During Lease in Which

Recovery Period Business Use Is 50% or Less
of Property
Under ADS 1 2 3 4 5 8 7 ] [ 10 1" 12 & Later

Less than 7 years 21% | —7.2% | —19.8% | —20.1% | —12.4% | —12.4% | —12.4% | —12.4% | —12.4% | —12.4% | —12.4% | —12.4%
7to 10 years 39% | —38% |—17.7%|—-26.1% | —27.8% | —27.2% | —271% | —~27.6% [ —23.7% | —14.7% | —14.7% | —14.7%
More than 10 years | 66% | —1.6% |—16.9% | —25.6% | —29.9% |—31.1% | —32.8% | —35.1% | —33.3% | —26.7% | —19.7% | —12.2%

Table MLL 2:

Rates To Figure Inclusion Amounts for Leased Listed Property
Amount B Percentages

First Tax Year During Lease in Which

Recovery Period Business Use Is 50% or Less
of Property
Under ADS 1 2 3 4 [ [} 7 8 9 10 11 12 & Later

Less than 7 years 0.0% | 10.0% | 220% | 21.2% | 127% | 127% | 12.7% | 12.7% | 12.7% | 12.7% | 12.7% | 12.7%
710 10 years 0.0% 93% | 23.8% | 31.3% | 33.8% | 327% | 31.6% | 30.5% | 25.0% | 150% | 15.0% | 15.0%
More than 10years | 0.0% | 10.1% | 26.3% | 354% | 39.6% | 402% | 40.8% | 41.4% | 37.5% | 292% | 20.8% | 12.5%
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Section VII: Quick Reference
IRS Code Sections and Regulations

IRS Code Sections and Regulations

This Quick Reference is a useful listing of the IRS Code sections and regulations that
relate to depreciation. The list is presented in two ways:

*  Numerically by the IRS Code section, and
* Alphabetically, using key words.

This reference guide will assist you when you need an IRS Code cite or when you want
to read something first-hand. It is important to remember, however, that when reading
any section of the IRS Code, there is always the possibility that another section or regu-
lation of the Code may either supersede or add additional meaning to the one you are
presently reading. The only way you will know whether such a section or regulation
exists, however, is either to read the entire IRS Code or to depend on reference books
such as this one.

We have listed both the IRS Code Sections and the IRS Regulations. You can easily
identify the regulations, as they are formatted with the code section, preceded by “1.” In
other words, the IRS regulations for IRS Code Section 168, are stated as “1.168 etc.”

For IRS Code Section 167, we have only listed the IRS Regulations and have not
included the code section itself. Section 167 has, for the most part, been either repealed
or amended. The regulations are both more detailed and easier to understand.
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IRS Code Sections and Regulations in Numerical Order

IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or
Reg. Brief Description — Numerical Order
29 Nonconventional Fuel Production Credit
30 Electric Vehicles Tax Credit
30B Alternative Motor Vehicle Credit for Fuel Cell, Hybrid, Lean Burn Technology, and

Alternative Fuel Vehicles

38 General Business Credit (Replaced Investment Credit Code Section)

38(b) Qualified Alternative Fuel Vehicle Refueling Property

38(b)(23) Energy Efficient Home Credit Available to Eligible Contractors

38(b)(24) Business Tax Credit for Manufacturers of Energy Efficient Dishwashers, Clothes

Washers, and Refrigerators

46 Tax Credit for Investment in Certain Property

46(3) Investment Tax Credit Expanded for Qualified Investment in a Qualifying Advanced
Coal Project

46(4) Investment Tax Credit Expanded for Qualified Investment in a Qualifying
Gasification Property

48(a)(1) Qualified Microturbine Property Energy Credit; Qualified Fuel Cell Property Energy
Credit

56 Alternative Minimum Tax Adjustments

56(g) Adjusted Current Earnings (See also ACE)

56(g)(1) ACE — Overview

56(g2)(2) ACE — Negative adjustments allowed

56(2)(3) ACE — Definition

56(g)(4) ACE — Adjustments

56(g)(4)(A) ACE — Depreciation — Adjustments

56(g)(4)(A) ACE — Depreciation — MACRS Post-1989 Property (i)

56(g)(4)(A) ACE — Depreciation — MACRS Pre-1990 Property (ii)

56(g)(4)(A) ACE — Depreciation — ACRS Property (iii)
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IRS Code Sections and Regulations in Numerical Order

Reg. Brief Description — Numerical Order

IRS Code Sec. or ‘

56(g)(4)(A) ACE — Depreciation — Pre-1981 Property (iv)
56(g)(4)(A) ACE — Depreciation — Special Rules for Certain Property (v)
1.56(g)-1 Adjusted Current Earnings (See also ACE)

1.56(g)-1(a)

ACE — Overview

1.56(g)-1(b)

ACE — Depreciation

1.56(g)-1(b)

ACE — Depreciation — MACRS Post-1989 Property (1)

1.56(g)-1(b)

ACE — Depreciation — MACRS Pre-1990 Property (2)

1.56(g)-1(b)

ACE — Depreciation — ACRS Property (3)

1.56(g)-1(b)

ACE — Depreciation — Special Rules for Certain Property (4)

1.56(g)-1(b)

ACE - Depreciation — Excluded Property (5)

57 Tax Preference Items
1.162-3 Materials and Supplies
1.167(a)-1 Depreciation in General

1.167(a)-1(A)

Reasonable Allowance

1.167(a)-1(B) Useful Life
1.167(a)-1(C) Salvage

1.167(a)-2 Tangible Property
1.167(a)-3 Intangibles

1.167(a)-4 Leased Property
1.167(a)-5 Apportionment of Basis
1.167(a)-6(A) Copyrights
1.167(a)-6(A) Patents

1.167(a)-6(B) Farmers

1.167(a)-7

Accounting for Depreciable Property

1.167(a)-7(A)

Accounting — Grouping Assets By Account

1.167(a)-7(B)

Accounting — Composite Asset Accounts

1.167(a)-8

Retirements of Assets
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IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or
Reg. Brief Description — Numerical Order
1.167(a)-9 Obsolescence
1.167(a)-10 Timing of Depreciation — When Is It Allowable?
1.167(a)-11 ADR — Asset Depreciation Range System

1.167(a)-11(a)

ADR — Overview

1.167(a)-11(b)

ADR — Depreciation Ranges’ Reasonable Allowance

1.167(a)-11(c)

ADR — Manner of Determining Depreciation Allowance

1.167(a)-11(d)

ADR — Rules for Salvage, Repairs, and Retirements

1.167(a)-11(e)

ADR — Accounting for Eligible ADR Property

1.167(a)-11(f)

ADR - Electing ADR for Eligible Property

1.167(a)-11(g)

ADR - Relationship to Useful Life and Straight-Line Depreciation

1.167(a)-12

Pre-1971 Assets

1.167(a)-12(a)

Pre-1971 Assets — Generally

1.167(a)-12(b)

Pre-1971 Assets — Determination of Class Lives

1.167(a)-12(c)

Pre-1971 Assets — Salvage Value

1.167(a)-12(d)

Pre-1971 Assets — Accounting for Eligible Property

1.167(a)-12(e)

Pre-1971 Assets — Election for Tax Years Ending After 1970

1.167(a)-12(f)

Pre-1971 Assets — Depreciation for Tax Years Ending Before 1971

1.167(b)-0 Methods of Computing Depreciation — Overview
1.167(b)-1 Methods — Straight-Line

1.167(b)-2 Methods — Declining-Balance

1.167(b)-3 Methods — Sum-of-the-Years’-Digits

1.167(b)-4 Methods — Miscellaneous Methods

1.167(c) Methods — Limitations on Methods Under 167(b)-2, 3 and 4
1.167(d) Useful Life and Rates of Depreciation Agreement
1.167(e) Change in Method

1.167(f) Salvage Value — Reduction for Personal Property
1.167(g) Basis for Depreciation

1.167(h) Trusts and Estates — Life Tenants and Beneficiaries
1.167(1) Mining, Oil and Gas Wells, and Other Natural Deposits
1.167() Accelerated Depreciation — Limitations for Real Property
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IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or ‘

Reg. Brief Description — Numerical Order
1.167(k) Rehabilitation Expenditures — Depreciation on Property
1.167(1) Public Utilities — Limitations on Depreciation
1.167(m) ADR - Class Lives
168(a) MACRS — General
168(b) MACRS — Methods of Depreciation
168(c) MACRS — Recovery Periods
168(d) MACRS — Conventions (Averaging Conventions)

168(d)(1) MACRS — Conventions — Half-Year

168(d)(2) MACRS — Conventions — Midmonth

168(d)(3) MACRS — Conventions — Midquarter (MQ)

168(d)(4) MACRS — Conventions — Definitions

168(e) MACRS - Classification of Property

168(e)(1) MACRS — Classification of Property — Overview

168(e)(2)(A) MACRS — Classification of Property — Residential Rental
168(e)(2)(B) MACRS - Classification of Property — Nonresidential
168(e)(3)(A) MACRS — Classification of Property — 3-Year

168(e)(3)(B) MACRS — Classification of Property — 5-Year

168(e)(3)(C) MACRS — Classification of Property — 7-Year

168(e)(3)(D) MACRS — Classification of Property — 10-Year

168(e)(3)(E) MACRS — Classification of Property — 15-Year

168(e)(4) MACRS — Classification of Property — Railroad Grading and Tunnel Bores
168(e)(5) MACRS — Classification of Property — Water Utility Property
168(f) MACRS — Excluded Property

168(H)(1) MACRS — Excluded Property — Certain Methods of Depreciation
168(1)(2) MACRS — Excluded Property — Certain Public Utility Property
168(H)(3) MACRS — Excluded Property — Films and Videotapes
168()(4) MACRS — Excluded Property — Sound Recordings

168(f)(5) MACRS — Excluded Property — Churning Transactions

168(g) MACRS — ADS
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IRS Code Sec. or

Reg. Brief Description — Numerical Order
168(g)(1) MACRS — ADS — Overview
168(2)(2) MACRS — ADS — Method, Conventions, Recovery Periods
168(g)(3) MACRS — ADS — Class Life Rules
168(g)(4) MACRS — ADS — Property Used Outside of U.S.
168(g)(5) MACRS — ADS - Tax-Exempt Financed Property
168(g)(6) MACRS — ADS — Imported Property
168(g)(7) MACRS — ADS — Election
168(h) MACRS — Tax-Exempt Use Property
168(h)(1) MACRS — Tax-Exempt Use — Overview
168(h)(2) MACRS - Tax-Exempt Use — Tax-Exempt Entity
168(h)(3) MACRS — Tax-Exempt Use — High Technology Equipment
168(h)(4) MACRS — Tax-Exempt Use — Related Entities
168(h)(5) MACRS - Tax-Exempt Use — Property Leased to Partnerships, etc.
168(h)(6) MACRS — Tax-Exempt Use — Property Owned by Partnerships, etc.
168(1) MACRS — Definitions and Special Rules
168(1)(1) MACRS — Definition — Class Life
168(1)(2)(A) MACRS — Definition — Qualified Technological Equipment
168(1)(2)(B) MACRS - Definition — Computer and Peripheral Equipment
168(1)(2)(C) MACRS — Definition — High Technology Medical Equipment
168(1)(3) MACRS - Special Rules — Lease Term
168(1)(4) MACRS - Special Rules — General Asset Accounts
168(1)(5) MACRS - Special Rules — Changes in Use
168(1)(6) MACRS - Special Rules — Improvements or Additions
168(1)(7) MACRS — Special Rules — Transferees
168(1)(8) MACRS — Special Rules — Leasehold Improvements
168(1)(9) MACRS - Special Rules — Normalization Method of Accounting
168(1)(10) MACRS — Special Rules — Public Utility Property
168(1)(11) MACRS — Definition — Research and Experimentation
168(1)(12) MACRS — Definition — Section 1245 and 1250 Property
168(1)(13) MACRS — Definition — Single-Purpose Agricultural and Horticultural Structure and

Livestock
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IRS Code Sec. or ‘

Reg. Brief Description — Numerical Order
168(j) MACRS — Indian Reservation Property
168(j)(1) MACRS — Indian Reservation Property — General
168())(2) MACRS — Indian Reservation Property — Applicable Recovery Period
168(3)(3) MACRS — Indian Reservation Property — AMT Adjustment
168(j)(4) MACRS — Indian Reservation Property — Qualifying Property
168()(5) MACRS — Indian Reservation Property — Real Estate Rentals
168(3)(6) MACRS — Indian Reservation Property — Definition of Indian Reservation
168()(7) MACRS — Indian Reservation Property — Coordination with non-revenue laws
168(5)(8) MACRS — Indian Reservation Property — Termination
168(k) MACRS — Special Allowance
168(k)(1) MACRS — Additional Allowance
168(k)(2) MACRS — Qualified Property
168(k)(3) MACRS — Qualified Leasehold Improvement Property
168(k)(4) MACRS — 50% Bonus Depreciation
168(k)(5) MACRS - Special Rules for Certain Plants bearing Fruits and Nuts
168(k)(6) MACRS - Phase Down of Bonus Depreciation
1.168-1 ACRS — Overview
1.168-2 ACRS — Deduction for Depreciation
1.168-2(a) ACRS - Deduction — Computation
1.168-2(b) ACRS — Deduction — Applicable Percentage
1.168-2(¢c) ACRS — Deduction — Alternate ACRS — Straight-Line Method
1.168-2(d) ACRS — Deduction — Unadjusted Basis
1.168-2(e) ACRS — Deduction — Components and Improvements
1.168-2(f) ACRS — Deduction — Short Tax Years
1.168-2(g) ACRS — Deduction — Property Used Outside of U.S.
1.168-2(h) ACRS — Deduction — Mass Asset Accounts
1.168-2(1) ACRS — Deduction — **Reserved by [RS**
1.168-2(j) ACRS — Deduction — Changes in Use
1.168-2(k) ACRS — Deduction — Accrues Ratably Over Year
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IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or

Reg. Brief Description — Numerical Order
1.168-2(1) ACRS — Deduction — Definitions
1.168-2()(1) ACRS - Deduction — Definition — Disposition
1.168-2(1)(2) ACRS — Deduction — Definition — Placed in Service
1.168-2(1)(3) ACRS - Deduction — Definition — Recovery Year
1.168-2(1)(4) ACRS - Deduction — Definition — Recovery Period
1.168-2(m) ACRS - Deduction — Industrial Development Bonds
1.168-2(n) ACRS - Deduction — Basis of Partnership Property
1.168-3 ACRS — Property (Recovery Property)
1.168-3(a) ACRS — Property — Overview
1.168-3(b) ACRS — Property — Classes of Recovery Property
1.168-3(c) ACRS — Property — Definitions
1.168-3(c)(1) ACRS — Property — Definition — 3-Year Property
1.168-3(c)(2) ACRS — Property — Definition — 5-Year Property
1.168-3(c)(3) ACRS — Property — Definition — 10-Year Property
1.168-3(c)(4) ACRS — Property — Definition — 15-Year Property
1.168-3(c)(5) ACRS — Property — Definition — 15-Year Public Utility
1.168-3(c)(6) ACRS — Property — Definition — Section 1245 Property
1.168-3(c)(7) ACRS — Property — Definition — Section 1250 Property
1.168-3(c)(8) ACRS — Property — Definition — Present Class Life
1.168-3(c)(9) ACRS — Property — Definition — Coal Utilization Property
1.168-3(c)(10) ACRS — Property — Definition — Public Utility Property
1.168-3(c)(11) ACRS — Property — Definition — Original Use
1.168-4 ACRS — Excluded Property
1.168-4(a) ACRS - Excluded Property — Pre-1981 Property
1.168-4(b) ACRS - Excluded Property — Certain Methods of Depreciation
1.168-4(c) ACRS — Excluded Property — Public Utility Property
1.168-4(d) ACRS - Excluded Property — Churning Transactions
1.168-5 Retirement-Replacement-Betterment (RRB) Property
1.168-6 ACRS — Dispositions: Gain or Loss Recognized
1.168(d)-1 MACRS - Conventions (Averaging Conventions)
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IRS Code Sec. or ‘
Reg. Brief Description — Numerical Order
1.168(d)-1(a) MACRS — Conventions — Overview
1.168(d)-1(b) MACRS — Conventions — Midquarter (MQ)
1.168(d)-1(b) MACRS — Conventions — MQ — Listed Property (2)
1.168(d)-1(b) MACRS — Conventions — MQ — Placed in Service and Disposed of in Same Year (3)
1.168(d)-1(b) MACRS — Conventions — MQ — Aggregate Basis of Property (4)
1.168(d)-1(b) MACRS — Conventions — MQ — Affiliated Groups (5)
1.168(d)-1(b) MACRS — Conventions — MQ — S Corporations and Partnerships (6)
1.168(d)-1(b) MACRS — Conventions — MQ — Nonrecognition Transactions (7)
1.168(d)-1(c) MACRS — Conventions — Effect on Dispositions
1.168(i)-1 MACRS — General Asset Accounts
1.168(k)-1T Additional First Year Depreciation Deduction
169 Amortization of Pollution Control Facilities
174 Research and Development (Experimental) Expenses
179 Section 179 Expense Deduction
179(a) Section 179 — Overview
179(b) Section 179 — Limitations
179(b)(1) Section 179 — Limitations — Dollar Limitation
179(b)(2) Section 179 — Limitations — Reduction in Limitation
179(b)(3) Section 179 — Limitations — Based on Income
179(b)(3)(B) Section 179 — Limitations — Based on Income — Carryover Amount
179(b)(4) Section 179 — Limitations — Married Filing Separately
179(b)(5) Limitation on Cost Taken into Account for Certain Passenger Vehicles
179(b)(6) Inflation Adjustment
179(c) Section 179 — Election
179(d) Section 179 — Definitions and Special Rules
179(d)(1) Section 179 — Definition — Qualifying Property
179(d)(2) Section 179 — Definition — Purchase
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IRS Code Sec. or
Reg. Brief Description — Numerical Order
179(d)(3) Section 179 — Definition — Cost
179(d)(4) Section 179 — Special Rules — Estates and Trusts
179(d)(5) Section 179 — Special Rules — Noncorporate Lessors
179(d)(6) Section 179 — Special Rules — Controlled Group
179(d)(7) Section 179 — Definition — Controlled Group
179(d)(8) Section 179 — Special Rules — S Corporations and Partnerships
179(d)(9) Section 179 — Special Rules — Coordination With IRS Code Section 38
179(d)(10) Section 179 — Recapture in Certain Cases
179(e) Special Rules for Qualified Disaster Assistance Property
179(f) Special Rules for Qualified Real Property
1.179-1(a) Section 179 — Overview
1.179-1(b) Section 179 — Amount of Expense
1.179-1(c) Section 179 — Proration Not Required
1.179-1(d) Section 179 — Partial Business Use
1.179-1(e) Section 179 — Change in Use — Recapture
1.179-1(f) Section 179 — Basis
1.179-1(g) Section 179 — Coordination With IRS Code Section 38
1.179-1(h) Section 179 — Special Rules — S Corporations and Partnerships
1.179-1(1) Section 179 — Leasing Section 179 Property
1.179-1(j) Section 179 — Coordination With Other IRS Code Sections
1.179-2 Section 179 — Limitations on Amount Subject to Section 179
1.179-2(a) Section 179 — General
1.179-2(b) Section 179 — Dollar Limitation
1.179-2(c) Section 179 — Taxable Income Limitation
1.179-2(d) Section 179 — Examples
1.179-3 Section 179 — Carryover
1.179-3(a) Section 179 — Carryover — General
1.179-3(b) Section 179 — Carryover — Deduction
1.179-3(c) Section 179 — Carryover — Unused Expense
1.179-3(d) Section 179 — Carryover — Example
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Section VII: Quick Reference
IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or ‘
Reg. Brief Description — Numerical Order

1.179-3(e) Section 179 — Carryover — Recordkeeping Requirement

1.179-3(%) Section 179 — Carryover — Dispositions and Other Transfers

1.179-3(g) Section 179 — Carryover — Partnerships and S Corps

1.179-3(h) Section 179 — Carryover — Partnerships and S Corp Shareholders

1.179-4 Section 179 — Definitions

1.179-4(a) Section 179 — Definition — Section 179 Property

1.179-4(b) Section 179 — Definition — Section 38 Property

1.179-4(c) Section 179 — Definition — Purchase

1.179-4(d) Section 179 — Definition — Cost

1.179-4(e) Section 179 — Definition — Placed in Service

1.179-4(%) Section 179 — Definition — Controlled Group

1.179-5 Section 179 — Election

1.179-6 Section 179 — Effective Dates

179A Section 179A — Deductions for Clean-Fuel Vehicles and Clean-Fuel Vehicle
Refueling Property

179B Section 179B — Deductions for Costs of Diesel Fuel Sulfur Control Compliance

179C Section 179C — Deductions for Certain Costs of Property that is Part of a New
Refinery or Increases Output or Throughput of an Existing Refinery

179D Section 179D — Deductions for Costs of Energy Efficient Commercial Building
Property

194 Amortization of Reforestation Expenditures

197 Amortization of Intangible Assets

212 Expenses for Production of Income

263 Capital Expenditures

1.263(a) Capital Expenditures
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Section VII: Quick Reference
IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or
Reg. Brief Description — Numerical Order
263A Capitalization and Inclusion in Inventory of Certain Expenses
267 Related Taxpayers
280F Listed Property
280F(a) Listed — Cars — Luxury Cars
280F(b) Listed — Business Use 50% or Less
280F(c) Listed — Leased Property
280F(d) Listed — Definitions and Special Rules
280F(d)(1) Listed — Coordination With Section 179
280F(d)(2) Listed — Subsequent Years’ Depreciation
280F(d)(3) Listed — Special Rules — Employee Use
280F(d)(4) Listed — Definition — Listed Property
280F(d)(5) Listed — Definition — Passenger Automobile
280F(d)(6) Listed — Business-Use Percentage
280F(d)(7) Listed — Cars — Price Inflation Adjustment
280F(d)(8) Listed — Definition — Unrecovered Basis
280F(d)(9) Listed — Cars — Multiple Owners
280F(d)(10) Listed — Nonrecognition Transactions
1.280F-1T(a) Listed — Overview
1.280F-1T(b) Listed — Code Provisions
1.280F-1T(c) Listed — Effective Dates
1.280F-2T(a) Listed — Cars — Limitation on Investment Credit
1.280F-2T(b) Listed — Cars — Limitation on Depreciation
1.280F-2T(c) Listed — Cars — Subsequent Years’ Depreciation
1.280F-2T(d) Listed — Cars — Short Tax Year
1.280F-2T(e) Listed — Cars — Examples
1.280F-2T(f) Listed — Cars — Improvements That Are Capitalized
1.280F-2T(g) Listed — Cars — Exchanges and Involuntary Conversion
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Section VII: Quick Reference
IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or ‘

Reg. Brief Description — Numerical Order

1.280F-2T(h)

Listed — Cars — Other Nonrecognition Transactions

1.280F-2T(i)

Listed — Cars — Limitations

1.280F-3T(a)

Listed — Bus. Use 50% or Less — Overview

1.280F-3T(b)

Listed — Bus. Use 50% or Less — ITC Limitation

1.280F-3T(c)

Listed — Bus. Use 50% or Less — Method of Depreciation

1.280F-3T(d)

Listed — Bus. Use 50% or Less — Depreciation Recapture

1.280F-3T(e)

Listed — Bus. Use 50% or Less — Earnings and Profits Life

1.280F-3T(f)

Listed — Bus. Use 50% or Less — Examples

1.280F-4T(a)

Listed — Bus. Use 50% or Less — Subsequent Years’ Depreciation

1.280F-4T(b)

Listed — Special Rules — Improvements That Are Capitalized

1.280F-5T(a)

Listed — Leased Property — Overview

1.280F-5T(b)

Listed — Leased — Coordination With Investment Tax Credit

1.280F-5T(c)

Listed — Leased — Definition

1.280F-5T(d)

Listed — Leased Cars — Income Inclusion 6/19/84 — 4/2/85

1.280F-5T(e)

Listed — Leased Cars — Income Inclusion 4/3/85 —12/31/86

1.280F-5T(f)

Listed — Leased Other Property — Income Inclusions

1.280F-5T(g)

Listed — Leased — Special Rules — Income Inclusions

1.280F-5T(h)

Listed — Leased — Definition — Lease Term (1)

1.280F-5T(h)

Listed — Leased — Definition — Fair Market Value (2)

1.280F-5T(h)

Listed — Leased — Definition — Average Bus/Investment Use (3)

1.280F-5T(i)

Listed — Leased — Examples

1.280F-6T

Listed — Definitions and Special Rules

1.280F-6T(a)

Listed — Definition — Deductions of Employee

1.280F-6T(b)

Listed — Definition — Listed Property

1.280F-6T(c)

Listed — Definition — Passenger Automobile

1.280F-6T(d)

Listed — Definition — Business-Use Percentage (1)

1.280F-6T(d)

Listed — Definition — Qualified Business Use (2)

1.280F-6T(e)

Listed — Allocation of Use

1.280F-7(a) Listed — Leased Cars — Post-1986 Income Inclusion
1.280F-7(b) Listed — Leased Other Property — Post-1986 Income Inclusion
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Section VII: Quick Reference
IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or
Reg. Brief Description — Numerical Order
291 Corporate Tax Preference Items
611 Depletion
1011 Basis — for Determining Gain or Loss
1012 Basis — Cost
1013 Basis — Included in Inventory
1014 Basis — Property Acquired from a Decedent
1015 Basis — Property Acquired by Gift and Transfers in Trust
1016 Basis — Adjustments
1038 Real Property — Certain Reacquisitions
1245 Personal Property
1250 Real Property
1253 Franchises, Trademarks, and Trade Names — Transfers
1397A Enterprise Zones — Increased Section 179 Expense
1400L Tax Benefits for New York Liberty Zone
1400L(a) Work Opportunity Tax Credit
1400L(b) Special Allowance
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Section VII: Quick Reference
IRS Code Sections and Regulations in Numerical Order

IRS Code Sec. or ‘

Reg. Brief Description — Numerical Order
1400L(c) L/H Improvements — 5 Year Recovery Period
1400L(d) Tax-Exempt Bond Financing
1400L(e) Advance Refundings of Certain Tax-Exempt Bonds
1400L(f) Section 179 Increase
1400L(g) Extension of Replacement Period for Nonrecognition of Gain
1400L(h) New York Liberty Zone
1400L(b)-1T Additional First Year Depreciation Deduction
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Section VII: Quick Reference VI I
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or

Reg. Brief Description — Alphabetical Order
1.167()) Accelerated Depreciation — Limitations for Real Property
1.167(a)-7 Accounting for Depreciable Property
1.167(a)-7(b) Accounting — Composite Asset Accounts
1.167(a)-7(a) Accounting — Grouping Assets by Account
56(g)(4) ACE — Adjustments
56(2)(3) ACE — Definition
1.56(g)-1(b) ACE — Depreciation
1.56(g)-1(b) ACE — Depreciation — ACRS Property (3)
56(g)(4)(A) ACE — Depreciation — ACRS Property (iii)
56(g)(4)(A) ACE — Depreciation — Adjustments
1.56(g)-1(b) ACE — Depreciation — Excluded Property (5)
1.56(g)-1(b) ACE — Depreciation — MACRS Post-1989 Property (1)
56(g)(4)(A) ACE — Depreciation — MACRS Post-1989 Property (i)
56(g)(4)(A) ACE — Depreciation — MACRS Pre-1990 Property (ii)
1.56(g)-1(b) ACE — Depreciation — MACRS Pre-1990 Property (2)
56(g)(4)(A) ACE — Depreciation — Pre-1981 Property (iv)
56(g)(4)(A) ACE — Depreciation — Special Rules for Certain Property (v)
1.56(g)-1(b) ACE — Depreciation — Special Rules for Certain Property (4)
56(g2)(2) ACE — Negative Adjustments Allowed
1.56(g)-1(a) ACE - Overview
56(g)(1) ACE - Overview
1.168-2 ACRS - Deduction for Depreciation
1.168-2(i) ACRS — Deduction — **Reserved by IRS**
1.168-2(k) ACRS - Deduction — Accrues Ratably Over Year
1.168-2(c) ACRS - Deduction — Alternate ACRS — Straight-Line Method
1.168-2(b) ACRS — Deduction — Applicable Percentage
1.168-2(n) ACRS — Deduction — Basis of Partnership Property
1.168-2(j) ACRS - Deduction — Changes in Use
1.168-2(e) ACRS — Deduction — Components and Improvements
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Section VII: Quick Reference
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or

Reg.

1.168-2(a)

Brief Description — Alphabetical Order

ACRS — Deduction — Computation

1.168-2(1)

ACRS — Deduction — Definitions

1.168-2(1)(1)

ACRS — Deduction — Definition — Disposition

1.168-2(1)(2)

ACRS — Deduction — Definition — Placed in Service

1.168-2(1)(4)

ACRS — Deduction — Definition — Recovery Period

1.168-2(1)(3)

ACRS — Deduction — Definition — Recovery Year

1.168-2(m) ACRS — Deduction — Industrial Development Bonds
1.168-2(h) ACRS — Deduction — Mass Asset Accounts
1.168-2(g) ACRS — Deduction — Property Used Outside of U.S.
1.168-2(f) ACRS — Deduction — Short Tax Years

1.168-2(d) ACRS — Deduction — Unadjusted Basis

1.168-6 ACRS - Dispositions: Gain or Loss Recognized
1.168-4 ACRS — Excluded Property

1.168-4(b) ACRS — Excluded Property — Certain Methods of Depreciation
1.168-4(d) ACRS - Excluded Property — Churning Transactions
1.168-4(a) ACRS — Excluded Property — Pre-1981 Property
1.168-4(c) ACRS — Excluded Property — Public Utility Property
1.168-1 ACRS — Overview

1.168-3 ACRS — Property (Recovery Property)

1.168-3(b) ACRS — Property — Classes of Recovery Property
1.168-3(c) ACRS — Property — Definitions

1.168-3(c)(1)

ACRS — Property — Definition — 3-Year Property

1.168-3(c)(2)

ACRS - Property — Definition — 5-Year Property

1.168-3(c)(3)

ACRS — Property — Definition — 10-Year Property

1.168-3(c)(4)

ACRS — Property — Definition — 15-Year Property

1.168-3(c)(5)

ACRS — Property — Definition — 15-Year Public Utility

1.168-3(c)(9)

ACRS — Property — Definition — Coal Utilization Property

1.168-3(c)(11)

ACRS — Property — Definition — Original Use

1.168-3(c)(8)

ACRS — Property — Definition — Present Class Life

1.168-3(c)(10)

ACRS — Property — Definition — Public Utility Property
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Section VII: Quick Reference VI I
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or
Reg. Brief Description — Alphabetical Order
1.168-3(c)(6) ACRS - Property — Definition — Section 1245 Property
1.168-3(c)(7) ACRS — Property — Definition — Section 1250 Property
1.168-3(a) ACRS — Property — Overview
56(g) Adjusted Current Earnings (See also ACE)
1.56(g)-1 Adjusted Current Earnings (See also ACE)
1.167(a)-11(e) ADR — Accounting for Eligible ADR Property
1.167(a)-11 ADR — Asset Depreciation Range System
1.167(m) ADR — Class Lives
1.167(a)-11(b) ADR — Depreciation Ranges' Reasonable Allowance
1.167(a)-11(f) ADR - Electing ADR for Eligible Property
1.167(a)-11(c) ADR — Manner of Determining Depreciation Allowance
1.167(a)-11(a) ADR - Overview
1.167(a)-11(g) ADR - Relationship to Useful Life and Straight-Line Depreciation
1.167(a)-11(d) ADR — Rules for Salvage, Repairs, and Retirements
56 Alternative Minimum Tax Adjustments
30B Alternative Motor Vehicle Credit for Fuel Cell, Hybrid, Lean Burn Technology, and
Alternative Fuel Vehicles
197 Amortization of Intangible Assets
169 Amortization of Pollution Control Facilities
194 Amortization of Reforestation Expenditures
1.167(a)-5 Apportionment of Basis
1.167(g) Basis for Depreciation
1016 Basis — Adjustments
1012 Basis — Cost
1011 Basis — for Determining Gain or Loss
1013 Basis — Included in Inventory
1015 Basis — Property Acquired by Gift and Transfers in Trust
1014 Basis — Property Acquired from a Decedent
38(b)(24) Business Tax Credit for Manufacturers of Energy Efficient Dishwashers, Clothes

Washers, and Refrigerators

263 Capital Expenditures
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VI I Section VII: Quick Reference
IRS Code Sections and Regulations in Alphabetical Order

Reg. Brief Description — Alphabetical Order

IRS Code Sec. or ‘

179 Capital Expense Deduction (See also Section 179)

263A Capitalization and Inclusion in Inventory of Certain Expenses
1.167(e) Change in Method

179A Clean-Fuel Vehicles — Expense Deduction

1.167(a)-6(A)

Copyrights

291 Corporate Tax Preference Items

611 Depletion

1.167(a)-1 Depreciation in General

30 Electric Vehicles Tax Credit

38(b)(23) Energy Efficient Home Credit Available to Eligible Contractors
1397A Enterprise Zones — Increased Section 179 Expense

212 Expenses for Production of Income

1.167(a)-6(B)

Farmers

1253 Franchises, Trademarks, and Trade Names — Transfers

38 General Business Credit (Replaced Investment Credit Section)

1.167(a)-3 Intangibles

46(3) Investment Tax Credit Expanded for Qualified Investment in a Qualifying Advanced
Coal Project

46(4) Investment Tax Credit Expanded for Qualified Investment in a Qualifying
Gasification Property

1.167(a)-4 Leased Property

280F Listed Property

1.280F-6T(e)

Listed — Allocation of Use

280F(b)

Listed — Business Use 50% or Less

1.280F-3T(d)

Listed — Bus. Use 50% or Less — Depreciation Recapture

1.280F-3T(e)

Listed — Bus. Use 50% or Less — Earnings and Profits Life

1.280F-3T(f)

Listed — Bus. Use 50% or Less — Examples

1.280F-3T(b)

Listed — Bus. Use 50% or Less — ITC Limitation

1.280F-3T(c)

Listed — Bus. Use 50% or Less — Method of Depreciation

1.280F-3T(a)

Listed — Bus. Use 50% or Less — Overview

1.280F-4T(a)

Listed — Bus. Use 50% or Less — Subsequent Years’ Depreciation
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IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or

Reg. Brief Description — Alphabetical Order
280F(d)(6) Listed — Business-Use Percentage
1.280F-2T(e) Listed — Cars — Examples
1.280F-2T(g) Listed — Cars — Exchanges and Involuntary Conversion
1.280F-2T(f) Listed — Cars — Improvements that are Capitalized
1.280F-2T(b) Listed — Cars — Limitation on Depreciation
1.280F-2T(a) Listed — Cars — Limitation on Investment Credit
1.280F-2T(i) Listed — Cars — Limitations
280F(a) Listed — Cars — Luxury Cars
280F(d)(9) Listed — Cars — Multiple Owners
1.280F-2T(h) Listed — Cars — Other Nonrecognition Transactions
280F(d)(7) Listed — Cars — Price Inflation Adjustment
1.280F-2T(d) Listed — Cars — Short Tax Year
1.280F-2T(c) Listed — Cars — Subsequent Years’ Depreciation
1.280F-1T(b) Listed — Code Provisions
280F(d)(1) Listed — Coordination With Section 179
1.280F-6T(d) Listed — Definition — Business-Use Percentage
1.280F-6T(a) Listed — Definition — Convenience of Employer
1.280F-6T(b) Listed — Definition — Listed Property
280F(d)(4) Listed — Definition — Listed Property
1.280F-6T(b) Listed — Definition — Means of Transportation
1.280F-6T(c) Listed — Definition — Passenger Automobile
280F(d)(5) Listed — Definition — Passenger Automobile
1.280F-6T(b) Listed — Definition — Property Used for Entertainment
1.280F-6T(d) Listed — Definition — Qualified Business Use
1.280F-6T(b) Listed — Definition — Regular Business Establishment
280F(d)(8) Listed — Definition — Unrecovered Basis
1.280F-6T Listed — Definitions and Special Rules
280F(d) Listed — Definitions and Special Rules
1.280F-1T(c) Listed — Effective Dates
1.280F-5T(e) Listed — Leased Cars — Income Inclusion 4/3/85 — 12/31/86
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IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or ‘

Reg. Brief Description — Alphabetical Order
1.280F-5T(d) Listed — Leased Cars — Income Inclusion 6/19/84 — 4/2/85
1.280F-7T(a) Listed — Leased Cars — Post-1986 Income Inclusion
1.280F-5T(f) Listed — Leased Other Property — Income Inclusions
1.280F-7T(b) Listed — Leased Other Property — Post-1986 Income Inclusion
280F(c) Listed — Leased Property
1.280F-5T(a) Listed — Leased Property — Overview
1.280F-5T(b) Listed — Leased — Coordination With Investment Tax Credit
1.280F-5T(c) Listed — Leased — Definition
1.280F-5T(h) Listed — Leased — Definition — Average Bus/Investment Use(3)
1.280F-5T(h) Listed — Leased — Definition — Fair Market Value (2)
1.280F-5T(h) Listed — Leased — Definition — Lease Term (1)
1.280F-5T(i) Listed — Leased — Examples
1.280F-5T(g) Listed — Leased — Special Rules — Income Inclusions
280F(d)(10) Listed — Nonrecognition Transactions
1.280F-1T(a) Listed — Overview
1.280F-6T(b) Listed — Special Rules — Computers
1.280F-6T(a) Listed — Special Rules — Condition of Employment
1.280F-6T(a) Listed — Special Rules — Employee Use
280F(d)(3) Listed — Special Rules — Employee Use
1.280F-4T(b) Listed — Special Rules — Improvements That Are Capitalized
280F(d)(2) Listed — Subsequent Years’ Depreciation
168(g) MACRS - ADS
168(g)(3) MACRS — ADS — Class Life Rules
168(g)(7) MACRS — ADS — Election
168(g)(6) MACRS — ADS — Imported Property
168(g)(2) MACRS — ADS — Method, Conventions, Recovery Periods
168(g)(1) MACRS — ADS — Overview
168(g)(4) MACRS — ADS — Property Used Outside of U.S.

168(g)(5) MACRS — ADS — Tax-Exempt Financed Property
168(e) MACRS - Classification of Property
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IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or

Reg.

Brief Description — Alphabetical Order

168(e)(3)(D) MACRS - Classification of Property — 10 Year
168(e)(3)(E) MACRS - Classification of Property — 15 Year
168(e)(3)(F) MACRS - Classification of Property — 20 Year
168(e)(3)(A) MACRS - Classification of Property — 3 Year
168(e)(3)(B) MACRS - Classification of Property — 5 Year
168(e)(3)(C) MACRS - Classification of Property — 7 Year
168(e)(2)(B) MACRS - Classification of Property — Nonresidential
168(e)(1) MACRS - Classification of Property — Overview
168(e)(4) MACRS - Classification of Property — Railroad Grading
168(e)(2)(A) MACRS - Classification of Property — Residential Rental
168(e)(4) MACRS - Classification of Property — Tunnel Bore
1.168(d)-1 MACRS - Conventions (Averaging Conventions)
168(d) MACRS - Conventions (Averaging Conventions)
168(d)(4) MACRS - Conventions — Definitions

1.168(d)-1(c)

MACRS - Conventions — Effect on Dispositions

168(d)(1) MACRS — Conventions — Half-Year
168(d)(2) MACRS - Conventions — Midmonth
168(d)(3) MACRS - Conventions — Midquarter (MQ)

1.168(d)-1(b)

MACRS — Conventions — Midquarter (MQ)

1.168(d)-1(b)

MACRS - Conventions — MQ — Affiliated Groups (5)

1.168(d)-1(b)

MACRS - Conventions — MQ — Aggregate Basis of Property (4)

1.168(d)-1(b)

MACRS - Conventions — MQ — Excluded Property (1)

1.168(d)-1(b)

MACRS — Conventions — MQ — Listed Property (2)

1.168(d)-1(b)

MACRS - Conventions — MQ — Nonrecognition Transactions (7)

1.168(d)-1(b)

MACRS — Conventions — MQ — Placed in Service and Disposed of in Same Year (3)

1.168(d)-1(b)

MACRS - Conventions — MQ — S Corporations and Partnerships (6)

1.168(d)-1(a)

MACRS — Conventions — Overview

168(1)(1) MACRS — Definition — Class Life
168(1)(2)(B) MACRS — Definition — Computer and Peripheral Equipment
168(1)(2)(C) MACRS - Definition — High Technology Medical Equipment
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VI I Section VII: Quick Reference
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or ‘

Reg. Brief Description — Alphabetical Order
168(1)(2)(A) MACRS — Definition — Qualified Technological Equipment
168(i)(11) MACRS — Definition — Research and Experimentation
168(1)(12) MACRS — Definition — Section 1245 and 1250 Property
168(1)(13) MACRS — Definition — Single-Purpose Agricultural and Horticultural Structure and

Livestock
168(1) MACRS — Definitions and Special Rules
168(f) MACRS — Excluded Property
168(H)(1) MACRS — Excluded Property — Certain Methods of Depreciation
168(1)(2) MACRS — Excluded Property — Certain Public Utility Property
168()(5) MACRS — Excluded Property — Churning Transactions
168(H)(3) MACRS — Excluded Property — Films and Videotapes
168(f)(4) MACRS — Excluded Property — Sound Recordings
168(a) MACRS — General
1.168(i)-1 MACRS — General Asset Accounts
168(b) MACRS — Methods of Depreciation
168(c) MACRS — Recovery Periods
168(1)(5) MACRS - Special Rules — Changes in Use
168(1)(4) MACRS — Special Rules — General Asset Accounts
168(1)(6) MACRS — Special Rules — Improvements or Additions
168(1)(3) MACRS — Special Rules — Lease Term
168(1)(8) MACRS — Special Rules — Leasehold Improvements
168(1)(9) MACRS — Special Rules — Normalization Method of Accounting
168(1)(10) MACRS - Special Rules — Public Utility Property
168(1)(7) MACRS — Special Rules — Transferees
168(h) MACRS — Tax-Exempt Use Property
168(h)(3) MACRS — Tax-Exempt Use — High Technology Equipment
168(h)(1) MACRS — Tax-Exempt Use — Overview
168(h)(5) MACRS — Tax-Exempt Use — Property Leased to Partnerships, etc.
168(h)(6) MACRS — Tax-Exempt Use — Property Owned by Partnerships, etc.
168(h)(4) MACRS — Tax-Exempt Use — Related Entities
168(h)(2) MACRS — Tax-Exempt Use — Tax-Exempt Entity
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IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or

Reg. Brief Description — Alphabetical Order
1.167(b)-0 Methods of Computing Depreciation — Overview
1.167(b)-2 Methods — Declining-Balance
1.167(c) Methods — Limitations on Methods Under 167(b)-2, 3 and 4
1.167(b)-4 Methods — Miscellaneous Methods
1.167(b)-1 Methods — Straight-Line
1.167(b)-3 Methods — Sum-of-the-Years’-Digits
1.167(1) Mining, Oil and Gas Wells, and Other Natural Deposits
29 Nonconventional Fuel Production Credit
1.167(a)-9 Obsolescence
1.167(a)-6(A) Patents
1245 Personal Property
1.167(a)-12 Pre-1971 Assets
1.167(a)-12(d) Pre-1971 Assets — Accounting for Eligible Property
1.167(a)-12(%) Pre-1971 Assets — Depreciation for Tax Years Ending Before 1971
1.167(a)-12(b) Pre-1971 Assets — Determination of Class Lives
1.167(a)-12(e) Pre-1971 Assets — Election for Tax Years Ending After 1970
1.167(a)-12(a) Pre-1971 Assets — Generally
1.167(a)-12(c) Pre-1971 Assets — Salvage Value
1.167(1) Public Utilities — Limitations on Depreciation
38(b) Qualified Alternative Fuel Vehicle Refueling Property
48(a)(1) Qualified Microturbine Property Energy Credit; Qualified Fuel Cell Property Energy

Credit

1250 Real Property
1038 Real Property — Certain Reacquisitions
1.167()) Real Property — Limitations on Accelerated Depreciation
1.167(a)-1(a) Reasonable Allowance
1.167(k) Rehabilitation Expenditures — Depreciation on Property
267 Related Taxpayers
174 Research and Development (Experimental) Expenses
1.168-5 Retirement-Replacement-Betterment (RRB) Property
1.167(a)-8 Retirements of Assets
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VI I Section VII: Quick Reference
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or ‘

Reg. Brief Description — Alphabetical Order
1.167(a)-1(¢c) Salvage
1.167(f) Salvage Value — Reduction for Personal Property
179 Section 179
1.179-1(b) Section 179 — Amount of Expense
1.179-1(%) Section 179 — Basis
1.179-1(e) Section 179 — Change in Use — Recapture
1.179-1(g) Section 179 — Coordination With IRS Code Section 38
1.179-1(j) Section 179 — Coordination With Other IRS Code Sections
1.179-3 Section 179 — Definitions
1.179-3(a) Section 179 — Definition — Section 179 Property
1.179-3(g) Section 179 — Definition — Controlled Group
179(d)(7) Section 179 — Definition — Controlled Group
1.179-3(e) Section 179 — Definition — Cost
179(d)(3) Section 179 — Definition — Cost
1.179-3(%) Section 179 — Definition — Placed in Service
1.179-3(d) Section 179 — Definition — Purchase
179(d)(2) Section 179 — Definition — Purchase
179(d)(1) Section 179 — Definition — Qualifying Property
1.179-3(b) Section 179 — Definition — Recovery Property
1.179-3(c) Section 179 — Definition — Section 38 Property
179(d) Section 179 — Definitions and Special Rules
1.179-2 Section 179 — Dollar Limitation
1.179-2(b) Section 179 — Dollar Limitation — Controlled Group
1.179-2(e) Section 179 — Dollar Limitation — Married Filing Jointly
1.179-2(%) Section 179 — Dollar Limitation — Married Filing Separately
1.179-2(a) Section 179 — Dollar Limitation — Maximum Amount
1.179-2(c) Section 179 — Dollar Limitation — Partnerships
1.179-2(d) Section 179 — Dollar Limitation — S Corporations
1.179-5 Section 179 — Effective Dates
1.179-4 Section 179 — Election
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Section VII: Quick Reference VI I
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or

Reg.

Brief Description — Alphabetical Order

179(c) Section 179 — Election

1.179-1(1) Section 179 — Leasing Section 179 Property

179(b) Section 179 — Limitations

179(b)(3) Section 179 — Limitations — Based on Income

179(b)(3)(B) Section 179 — Limitations — Based on Income — Carryover Amount

179(b)(1) Section 179 — Limitations — Dollar Limitation

179(b)(4) Section 179 — Limitations — Married Filing Separately

179(b)(2) Section 179 — Limitations — Reduction in Limitation

1.179-1(a) Section 179 — Overview

179(a) Section 179 — Overview

1.179-1(d) Section 179 — Partial Business Use

1.179-1(c) Section 179 — Proration Not Required

179(d)(6) Section 179 — Special Rules — Controlled Group

179(d)(9) Section 179 — Special Rules — Coordination With IRS Code Section 38

179(d)(4) Section 179 — Special Rules — Estates and Trusts

179(d)(5) Section 179 — Special Rules — Noncorporate Lessors

179(d)(8) Section 179 — Special Rules — S Corporations and Partnerships

1.179-1(h) Section 179 — Special Rules — S Corporations and Partnerships

179A Section 179A — Deductions for Clean-Fuel Vehicles and Clean-Fuel Vehicle
Refueling Property

179B Section 179B — Deductions for Costs of Diesel Fuel Sulfur Control Compliance

179C Section 179C — Deductions for Certain Costs of Property that is Part of a New
Refinery or Increases Output or Throughput of an Existing Refinery

179D Section 179D — Deductions for Costs of Energy Efficient Commercial Building
Property

1.167(a)-2 Tangible Property

46 Tax Credit for Investment in Certain Property

57 Tax Preference Items

1.167(a)-10 Timing of Depreciation — When Is It Allowable?

1.167(h) Trusts and Estates — Life Tenants and Beneficiaries

1.167(a)-1(B)

Useful Life
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VI I Section VII: Quick Reference
IRS Code Sections and Regulations in Alphabetical Order

IRS Code Sec. or ‘

Reg. Brief Description — Alphabetical Order

1.167(d) Useful Life and Rates of Depreciation Agreement
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Glossary

Accounting Period

The economic cycle about which financial records are maintained.

Accumulated Depreciation

The amount of depreciation taken, including current year-to-date depreciation, from the date the
asset was placed in service to the date through which depreciation was last calculated.

ACE

Adjusted Current Earnings, defined in IRS Code Section 56(g), the recalculation of C corpora-
tion income for purposes of computing an adjustment amount as required for the Alternative
Minimum Tax.

Acquisition Value

The cost of obtaining an asset. This may be the asset’s purchase price, its fair market value, or
its basis in the hands of the transferor, depending on the type of transaction.

ACRS

Accelerated Cost Recovery System, a depreciation system for property placed in service after
1980, but before 1987, which simplified the depreciation rules and accelerated the rate of depre-
ciation for most property.

Additional Bonus Depreciation

Additional depreciation, prior to 1981, allowed for qualifying property the first year in which it
was placed in service, up to 20% of the property’s basis.

Adjusted Basis

The original cost of property (its acquired value), plus certain additions and improvements, mi-
nus certain reductions, such as accumulated depreciation.

Adjusted Current Earnings
See ACE.

ADR

Asset Depreciation Range System, a depreciation system for property placed in service after
1970, but before 1981, which grouped assets by industry type.
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ADS

Alternative Depreciation System, a depreciation system, under MACRS, which uses
straight-line depreciation over limited recovery periods.

Agreement Not To Compete

See Covenant-Not-To-Compete.

Allocation Method

Under MACRS, one of two methods for manually computing depreciation for an asset that is
placed in service during a short tax year (see also Simplified Method).

Alternative Depreciation System
See ADS.

Alternative Minimum Tax
See AMT.

Amortizable Property

Intangible assets whose value is being expensed under the rules of Amortization.

Amortization

A method of recovering the cost of intangible assets using straight-line depreciation.

AMT

Alternative Minimum Tax, a group of tax law provisions to ensure that taxpayers with high in-
comes pay a certain amount of tax, by reducing various tax benefits available to them.

Asset Depreciation Range
See ADR.

Averaging Conventions

A set of rules for determining how depreciation is prorated for the year in which property is
placed in service, as well as for the year in which property is disposed of (if it is disposed of be-
fore it is fully depreciated).

Basis

Usually refers to Acquired Value. Also see Depreciable Basis.

Boot

In a trade-in of one asset for another, any cash or note payable given to the seller in addition to
the asset traded.
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Business-Use Percentage

The portion of an otherwise depreciable asset for which depreciation is allowed. When a business
asset is used partially for personal use, the business may only take depreciation on the asset to
the extent that it is used for business (i.e., the depreciable basis of the asset is reduced by the per-
sonal use portion).

Calendar Year

The most widely used accounting period: a period of 12 months beginning January 1 and ending
December 31.

Capital Expense Deduction (CED)

See Section 179 Expense Deduction.

Capitalization

Adding certain expenditures to asset accounts on the balance sheet, rather than deducting them
as a current expense on the income statement.

Class Life

The number of years that establishes an asset’s property class and recovery period under
MACRS, ACRS, and ADS. It is the midpoint of the Asset Depreciation Range in which the asset
belongs.

Clean-fuel Vehicle Property

Motor vehicles produced by an original equipment manufacturer and designed to be propelled
by a clean-burning fuel. Or any property installed on a motor vehicle to enable it to be propelled
by a clean-burning fuel if the property is an engine (or modification or an engine) that can use a
clean burning fuel or the property is used to store or deliver that fuel to the engine or to exhaust
gases from the combustion of that fuel.

Clean-fuel Vehicle Refueling Property

Any property (other than a building or its structural components) used to store or dispense a
clean-burning fuel into the fuel tank of a motor vehicle propelled by the fuel, but only if the stor-
age or dispensing is at the point where the fuel is delivered into the tank. Or any property used
to recharge motor vehicles propelled by electricity, but only if the property is located at the point
where the vehicles are recharged.

Conventions

See Averaging Conventions.

Cost Recovery

Expensing (i.e., recovering) the cost of an asset under MACRS or ACRS depreciation methods.

Sage Fixed Assets - Depreciation Fundamentals Glossary-3



Glossary

Covenant-Not-To-Compete

A promise by the seller of a business, made to the purchaser of that business, not to engage in a
similar business within a specified area for a specified period of time, so as not to vie for the same
customers.

Declining-Balance Depreciation

An accelerated method of depreciation, whereby the property’s net book value is multiplied by
a constant rate (125%, 150%, 175%, or 200%, divided by the estimated life or recovery period),
and which results in a greater amount of depreciation being expensed in the early years of an as-
set's life and a smaller amount in later years.

Depreciable Basis

The amount of the Acquired Value of property for which a business is allowed to claim a depre-
ciation expense.

Depreciation

The process of allocating the cost expiration of tangible property against income, and which is
applied to business assets that have a useful life of more than one year.

Depreciation Recapture

The recognition as ordinary income of some or all of the depreciation previously expensed, due
to a certain event, such as the sale of the asset or a decrease in the amount of the business use of
the asset.

Disposal Date

The day on which an asset is sold, lost, damaged, stolen, exchanged, used up, worn out, broken,
retired, or given away.

Electric Vehicle Credit
See Section 30 Credit.

Enterprise Zone Business

A business that meets certain criteria as an active, rather than a passive, business. An enterprise
zone business is entitled to a higher amount of Section 179 expense (IRS Code Sec. 1397A).

Estimated Useful Life

The period of time that most accurately reflects an asset’s true economic usefulness, over which
the asset will be depreciated for financial reporting purposes.
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Fair Market Value

The price at which property would be exchanged in an arms-length transaction, where both the
buyer and the seller know all of the necessary facts and neither is obliged to complete the trans-
action.

52-53-Week Accounting Cycle

In a 52/53week accounting cycle, each fiscal year ends on the same day of the week. Because of
this, some years will have 52 weeks while others will have 53 weeks. A 52/53-week accounting
cycle can use various interim reporting periods that are based on weeks: 4-5-4, 4-4-5, 5-4-4, or
13 4-week periods.

Fiscal Year

The economic period ending on the last day of any month chosen to be the year-end.

Fixed Asset
Property used for the production of income and having an estimated life of more than one year.

GAAP

Generally Accepted Accounting Principles, the guidelines and specific rules and procedures is-
sued by bodies within the accounting industry, principally the Financial Accounting Standards
Board (FASB) and the American Institute of Certified Public Accountants (AICPA), which stan-
dardize accounting practices and ensure that a business’s financial records fairly reflect its oper-
ations.

Goodwill

An intangible property that represents the benefit acquired in the purchase of a business, beyond
the value of its assets.

Half-Year Convention

Treats all property as placed in service during any taxable year (or disposed of during any taxable
year) as placed in service (or disposed of) at the midpoint of such year.
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Income Forecasting

A depreciation method whereby depreciation expense for an asset is based on how much income
the asset earns each year as compared to the total estimated income the asset is expected to earn.
If the property is placed in service after 9/13/95, only the income earned by the asset for the first
eleven years of its life is taken into account.

Intangible Property
Property that lacks physical substance.

Investment Tax Credit (ITC)

A tax credit taken for the purchase of certain qualifying business property.

ITC Recapture

Repayment of Investment Tax Credit (ITC) by the taxpayer on a prorated basis when an asset for
which ITC was taken is disposed of before the end of its estimated life or recovery period.

Listed Property

Certain property that, according to IRS Code Section 280F, lends itself to personal use and for
which ACRS or MACRS deductions are limited.

Low-Income Housing

A building that has met federal guidelines and where the dwelling units are held for occupancy
on a rental basis by people with moderate income.

MACRS

Modified Accelerated Cost Recovery System, a depreciation system for property placed in ser-
vice after 1986, which modified the previous ACRS system of depreciation.

Midmonth Convention

Treats all property placed in service during any month (or disposed of) as placed in service (or
disposed of) at the midpoint of such month.

Midquarter Convention

Treats all MACRS property placed in service during any quarter of a taxable year (or disposed
of) as placed in service (or disposed of) at the midpoint of such quarter and is mandatory if cer-
tain conditions exist.
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Net Book Value

An asset’s acquired value less its total accumulated depreciation less any Section 179 Expense
taken.

Nonrecovery Property

Property that is not being depreciated under ACRS or MACRS, which was generally placed in
service prior to 1981, but which also includes property being depreciated by a method not ex-
pressed in terms of years (for example a Production or Use method, or Income Forecasting).

Personal Property

Tangible property that is not real property and that is moveable (i.e., not attached to the land),
such as equipment and machinery.

Placed in Service

The date that property is ready and available for a specified use.

Production or Use Methods

Depreciation methods whereby the basis of property is expensed according to its use, rather than
according to the passage of time.

Real Property

Land and generally anything erected on or attached to the land, such as a building or a parking
lot.

Recapture

See Depreciation Recapture and ITC Recapture.

Recovery Period

The prescribed number of years over which ACRS and MACRS property is depreciated.

Recovery Property
Property that is being depreciated under either ACRS or MACRS.

Remaining Value Over Remaining Life

The method for switching to straight-line depreciation when using an accelerated depreciation
method for the early years of an asset’s life.
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Residential Rental

Real property, if 80% or more of its gross rental income for the tax year is from dwelling units
(excludes real property, such as hotels, where more than half of the units are used on a transient
basis).

Salvage Value

The estimated dollar amount for which an asset could be sold at the end of its useful life.

Section 30 Credit

A tax credit for qualified electric vehicles placed in service after June 30, 1993, and before 2005.

Section 30B Credit

The 2005 Energy bill introduced new tax credits under Section 30B for vehicles placed in service
after 2005 for the purchase of hybrid, fuel cell, advanced lean burn diesel and other alternative
power vehicles. The amount of the credit varies depending on the weight class of the vehicle and
the rate fuel economy. Termination dates vary with the type of alternative power vehicles.

Section 179 Expense Deduction

Defined in IRS Code Sec. 179; allows a business to expense up to a specified dollar amount of
qualifying property in the year in which it is placed in service, subject to certain limitations.

Section 179A Expense Deduction

An expense deduction for clean-fuel vehicles and certain refueling property.

Section 179B Expense Deduction

Expense deduction that allows a small business refiner an election to deduct 75 percent of qual-
ified capital costs paid or incurred during the tax year in order to be in compliance with the High-
way Diesel Fuel Sulfur Control Requirements of EPA.

Section 179C Expense Deduction

Expense deduction that allows taxpayers to deduct 50% of the cost of “any qualified refinery
property” for the tax year in which the qualified property is placed in service.

Section 179D Expense Deduction

Expense deduction that allows taxpayers to deduct a calculated amount based on square footage
for the cost of “energy efficient commercial building property.”

Section 179E Expense Deduction

Expense deduction that allows taxpayers to deduct 50% of the cost of any qualified mine safety
equipment property for the tax year in which the property is placed in service.
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Section 197 Intangible

An intangible asset that has a 15-year standardized period for recovering its cost. This IRS Code
Section was created by the Revenue Reconciliation Act of 1993.

Section 1245 Property
Personal property; i.e., all tangible property except real property.

Section 1250 Property

Real property; i.e., buildings and land, and generally anything that is growing on or attached to
land.

Section 1397A

This code section increases the amount of allowable Section 179 expense by $20,000 for enter-
prise zones.

Simplified Method

Under MACRS, one of two methods for manually computing depreciation for an asset that is
placed in service during a short tax year (see also Allocation Method).

Single-Purpose Structure

A building that is specifically designed, built, and used only for a qualifying purpose.

Straight-Line Depreciation

A depreciation method that allows an equal amount of depreciation for each year of the asset’s
estimated useful life.

Structural Components

Parts that together form an entire structure such as a building. The term includes those parts of a
building such as walls, partitions, floors and ceilings, as well as any permanent coverings such
as paneling or components of a central air conditioning or heating system including motors, com-
pressors, pipes and ducts. It also includes plumbing fixtures such as sinks, bathtubs, electrical
wiring and lighting fixtures, and other parts that form the structure.

Sum-of-the-Years’-Digits Depreciation

An accelerated method of depreciation that results in a greater amount of depreciation being ex-
pensed in the early years of an asset’s life and a smaller amount in later years.

Tangible Property

Property that can be seen or touched.

Tax Credit

A dollar-for-dollar reduction of income tax liability in a given year.
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Tax Preference

Used in calculating the Alternative Minimum Tax (AMT), the difference between the special
AMT treatment of an item and its regular tax treatment.

Taxable Year

The period of time for which taxable income is computed.

Timing Difference

Using different methods of depreciation for the same property for different purposes creates a
temporary difference in the basis of the property, which is fully reconciled at the close of the
property’s useful life.

Transitional Property

If, at the time that a tax provision expires, a company has a firm agreement that certain property
be delivered, that property is called transitional property. The rules of the tax provision can usu-
ally be applied to transitional property even though the property was not yet placed in service
when the tax provision expired.

Useful Life

See Estimated Useful Life.

Vintage Accounts

The fixed asset accounts under the Asset Depreciation Range System, where the “vintage” de-
notes the year in which the assets in a particular account were placed in service.

Glossary-10 Sage Fixed Assets - Depreciation Fundamentals



Index

Numerics

1.25 declining-balance method ................................ Iv-122

1.5 declining-balance method, limitations on using ............
1V-122

52/53-week accounting cycle ............................ 1-10, IV-12

A

Accelerated Cost Recovery System
See ACRS
Accelerated depreciation ...............c..cocooiiiiininnnn.
[imitations On USING ........ccecvevveriereerierieeesreeeeeennens
Accounting period .................
Accumulated depreciation
ACE
See Adjusted Current Earnings

Acquired value ..., 1-12-1-13, VIII-1

ACRS (Accelerated Cost Recovery System)
ACE Adjustment .........cocoevvevieriereneieceeeeeeienns IV-155
Alternate ACRS method  TV-99, IV-101, IV-104, IV-107
Alternate ACRS method, half-year convention .... IV-105
AMT and Alternate ACRS method ...........cc.c........ IV-135
AMT Tax Preference ..........ccocoeviiniiinciiiinne IV-135
anti-churning rules .........ccoccooeveveveveieseeeeeens IV-110
averaging conventions .............c.eceeeeeevennens IvV-101, IV-108
calculation ........occooiiiiiiieie e IvV-99
change to a longer recovery period ..... . IV-111
change to a shorter recovery period ... o IV-111
changes in how property is used ...... ... IV-110
composite depreciation ...........ccecevevererereeeenenn IV-99
definition ........cccocivviiiiiiic VIII-1
depreciable basis .........cccccveveiiniiiinen. 1V-99, 1V-107
depreciation methods ..........ccecevieveninenienienenne IvV-99
AISPOSTHONS ..enveniiniiiieiieiieiieieieee e
excluded property ........occoeveveineiineneeneeeene
foreign property ...........
full-month convention
half-year convention ...........c..ccocecveennee .
Investment Tax Credit basis reduction .................. IV-100
leasehold improvements ............cccceceverenereneennens IV-109
listed PropPerty .......coceceveereicenieieeee e IV-78
low-income housing ..........ccccceeeveerrerrennnne. 1V-98, 1V-102
midmonth convention ...........cccoeceeevevirieiieienen. IV-101
percentage tables ......... ... IV-99,1V-101
prescribed rates ........... v IV-99,1V-102
public utility property ........cccccevevenenenenininiennen IV-103
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research and development property ........... IV-98,1V-110
8alvage Value ......ccoooeviiiiieieieeee e 1vV-99
short tax years .................. ... 1V-106
straight-line depreciation ............ccccoecevereverenenene IV-99
transitional rules ........................ . IV-97,1V-129

Additional bonus depreciation ................c..c..c.o.... Iv-124
definition ........cccoiviiiiiii VIII-1

Additional first-year depreciation .............. IV-124, VIII-1
Additions t0 asSets .............cocceoiiiiiiiiiiie 1-6
Adjusted basis ..............coooiiiiiiii 1-13, VIII-1
Adjusted Current Earnings (ACE) ........................ IV-145
ACRS property, pre-1990 ......cccoovvviiiiiiiieeee IV-155
adjustment applied to which property ................... IV-150
ADS method (MACRS Alternative Depreciation System)
1v-147
averaging conventions ..........cc.ecceceeereene IV-154, 1V-156
basis of Property ......ccoccceveeveerevecneees IV-151, IV-158
definition .......ccccooiiiiiiiii VIII-1
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IV-147,1V-149
depreciation, generally ............cccocevenene IV-147-1V-148
excluded Property .....c.cocevevevieienenieneneieeeee IV-150
hiStory ....cccooeeveenennne IV-146
luxury automobile rules .......... ... IV-158
MACRS property, post-1989 ........cccoviviviiiiiiene IV-151
MACRS property, pre-1990
miscellaneous rules ........c..cocooeveiiiiniiniiieiee
Personal ProPerty .......cccoeceeeeeeeeierienienienieneneeeens
real property .......ccceceeveviennn
record-keeping requirements
summarized in chart form ......
timing differences ...........ccocoviviiiniiniicncn
uniform capitalization rules ............ccccoecerinenenene
WOTKShEet .....ocoviiiiiiiiiicicicicccce
ADR (Asset Depreciation Range System)
averaging CONVENtioNS .........c.ecvevverververrerreeeeeennenss Iv-121
changing depreciation methods .... ... 1IV-120
AefiNItioN ..oc.ooveivieiieiieieieeeece e VIII-1
depreciation methods .........cc.ecevveviienininieieee IV-119
AISPOSTHONS ..ottt IV-119
ClECHION .ot IV-118
extraordinary retirements ............ccoeceeveeeeeeeennnne. IV-119
reserve account
retirements ............

vintage accounts
ADS (MACRS Alternative Depreciation System) ... 1V-56

Adjusted Current Earnings (ACE) .......ccccoeovnene. 1vV-147
AMT Lo IV-130
definition .......ccoceoiiiiiiiiiiic e VIII-2
earnings and Profits ............ccceceveiniinincinineenns IV-56
election ........... ... 1V-50,1V-57
farm Property ......cccoevereriniiinieieceeeeeee IV-56
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generally ....oooooveieieiieiee IV-41,1V-50
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luxury automobiles ..........cccceviviiiiiieniiieiee IV-88
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recovery periods ..............
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salvage value ........cccocovvvveviiieieicnn,

tax-exempt bond financed property ...........c.cccecenee IV-56
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definition . VIII-2
Allowed or allowable depreciation .............................. V-2
Alternate ACRS Method

See ACRS
Alternative Depreciation System

See ADS
Alternative Minimum Tax (AMT) ... e IV-127

ACRS e . IV-135

add-on minimum tax for corporations .................. Iv-127

Adjusted Current Earnings (ACE) .........cccccooeene. IV-145

See also Adjusted Current Earnings (ACE)
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adjustment and bonus depreciation ....................... IV-129
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ADS method (MACRS Alternative Depreciation System) .

IV-130-1V-131
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certified pollution control facilities .............c..o...... IV-140
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MACRS ..o IvV-129
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nonrecovery property IV-137-1V-138
PArtNEerships .....cooeveeveiiieiiiieeeeeeeee e 1vV-127
percentage tables .........ocoveieiierieneneeeeen IV-139
Personal Property .......c.eceecveveereereerienieneereenieeeeenees IV-130
real Property ........cccovveveveeerineneenenne IV-134,1V-136
S COTPOTAtIONS ..o Iv-127
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basis reduction ........... 1-12, 1-14, IV-100, IV-124-1V-125

AefiNItioN .o.vovveviiieiieieieeeee e VIII-6

TUXUTY QUEOS ..ovviiiiiiieiieieieee e Iv-101

MISCEIlANEOUS .....voovvieeiieiiieiiicieeeeeee e 1V-101

TECAPTULE ..ottt 1V-100, VIII-6
ITC

See Investment Tax Credit

K

Kansas Disaster Zone property

TULES oo 1V-36
Section 179 ..o 1V-20
KNow-how ..........ccooooiiiiiiceee e 11-8

Land
IMPTOVEIMEILS «..euiiviiiiieiieiieieteete ettt eieeeeie st eee e eieene 1-3
[andSCapING ....ccvevviiviiiiiiiiiiieeee e 1-3
PIeparation COSES .......c.cerrrurueriirrereremirreeerenreeieneeneenenes I-3
Lease acquisition costs ................cccoooviiiniiiieiieee 11-9
Leased listed property ... ... IV-90
lease term ........cccoeeeuvenenee. .. IV-94
lease with option to buy ..... .. IV-94
luxury automobiles ..........cccoeoeeieiiirienininineee IV-91
property other than cars .............cccoceieiiinciiene IV-93
Leased property ..........ccccocvevvevieienieeenieeene 1-2, 1V-90
AMT Tax Preference .........ccccoecvenenne IV-135,1V-137
Leasehold improvements ...................c..ocooiiiininnn. 11-4
ACRS ...... IV-109
MACRS ..ottt IV-43
Licenses and permits .............c..cccooeveninininnicncnn. 11-7
Light trucks and vans .................cccooieiiiiineiens IV-83
Like-kind exchange
financial reporting .........cccoccoeviveiinininiiccn I-14
X TEPOTTING .enveneenieiitieteeit ettt I-16
Listed property
QITCTATE .viiiiciciiccc e IV-76
business use, qualified ..... .. IV-75
computers and peripheral equipment ..................... IV-75
definition .......ccoecveeieeieeieeeeeee e 1V-73, VIII-6
depreciation limitations ............cccceeceverenenne 1V-78,1V-82
depreciation TeCaPLUIe .........ccceceeverierierierenenenennens IV-80
entertainment, property used for ...........c.cccoeeneie. IvV-74
FOrm 4562 ...c.ccooiiiiiiiiciiiciceccece e IV-166
generally ............... v I-10-1-11
leased ProPerty .......cccceevevevieeneirenieeneieeseeees IvV-90
luxury automobiles .........cccccoeverininiininnne. 1V-74,1V-82
See also Luxury automobiles
predominant USe test ...........cevruerieririeiniiieiereeeenns IV-75
record-keeping requirements ...................... 1V-96, IV-167
telecommunications equipment . IV-75
transportation Property ..........ccceeeerereeerueneeneeennes Iv-74
Low-income housing
ACRS i IV-98, 1V-102
definition ....occeieieieiicciec e VIII-6
Luxury automobiles ...................cccoviiiiiiinies IV-82
Adjusted Current Earnings (ACE) ........cccoeeveneee. IV-158

AMT o 1V-140
bonus depreciation ...........cceeveeeeeiierienieneneseeeennn IV-85
definition .......coooivieiiiiiiiecee e IV-74
depreciation limitations ...........ccccceevvvineininccnnns V-84
improvements made to ..................... IV-83
income inclusion for leased autos ... IV-91
Investment Tax Credit ..........ccccceunee IV-101
1€ASEA ..o IV-91
light trucks and vans ............ccoccecvevievierieneneee e IV-83
record-keeping requirements ..................... 1V-96, 1V-167
Section 179 ..o, 1V-15,1V-90
sport utility vehicles .........cccoviiiiinininiie, IV-83

M

MAGCRS Lo IV-41
ACE Adjustment ........ccocoeeeirereeennnes IV-152-1V-153
ADS (Alternative Depreciation System) .... [V-41,1V-50,

IV-56
See also ADS
allocation method
AMT Adjustment
anti-churning rules
averaging CONVENtIONS .........ccoceeeereeeienuenienienierienne Iv-44
calculating declining-balance ............cccccooceveninee IV-55
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