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Reg. Section 1.167(a)-11(e)(1)(i) 
Depreciation based on class lives and asset depreciation ranges for property placed in 
service after December 31, 1970. 
 
. . . 

(e) Accounting for eligible property –  

(1) Definition of first placed in service –  

(i) In general. The term "first placed in service" refers to the time the property is first 
placed in service by the taxpayer, not to the first time the property is placed in service. 
Property is first placed in service when first placed in a condition or state of readiness and 
availability for a specifically assigned function, whether in a trade or business, in the 
production of income, in a tax-exempt activity, or in a personal activity. In general, the 
provisions of paragraph (d)(1)(ii) and (d)(2) of § 1.46-3 shall apply for the purpose of 
determining the date on which property is placed in service, but see subdivision (ii) of this 
subparagraph for special rule for certain replacement parts. In the case of a building which is 
intended to house machinery and equipment and which is constructed, reconstructed, or 
erected by or for the taxpayer and for the taxpayer's use, the building will ordinarily be 
placed in service on the date such construction, reconstruction, or erection is substantially 
complete and the building is in a condition or state of readiness and availability. Thus, for 
example, in the case of a factory building, such readiness and availability shall be determined 
without regard to whether the machinery or equipment which the building houses, or is 
intended to house, has been placed in service. However, in an appropriate case, as for 
example where the building is essentially an item of machinery or equipment, or the use of 
the building is so closely related to the use of the machinery or equipment that it clearly can 
be expected to be replaced or retired when the property it initially houses is replaced or 
retired, the determination of readiness or availability of the building shall be made by taking 
into account the readiness and availability of such machinery or equipment. The date on 
which depreciation begins under a convention used by the taxpayer or under a particular 
method of depreciation, such as the unit of production method or the retirement method, shall 
not determine the date on which the property is first placed in service. See paragraph (c)(2) 
of this section for application of a first-year convention to determine the allowance for 
depreciation of property in a vintage account. 

  (ii) Certain replacement parts. Property (such as replacement parts) the cost or other basis 
of which is deducted as a repair expense in accordance with the asset guideline repair allowance 
described in paragraph (d)(2)(iii) of this section shall not be treated as placed in service. 

  (iii) Property improvements and excluded additions.  

(a) Except as provided in (b) of this subdivision, a property improvement 
determined under paragraph (d)(2)(vii)(b) of this section, and an excluded addition (other 
than an excluded addition referred to in the succeeding sentence) is first placed in service 
when its cost is paid or incurred. The general rule in subdivision (i) of this subparagraph 
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applies to an excluded addition described in paragraph (d) (2)(vi) (d), (e), (f), or (g) of 
this section. 

   (b) If a property improvement or an excluded addition to which the first sentence 
of (a) of this subdivision applies is paid or incurred in part in one taxable year and in part in the 
succeeding taxable year (or in part in the first half of a taxable year and in part in the last half of 
the taxable year) the taxpayer may at his option consistently treat such property improvements 
and excluded additions under the general rule in subdivision (i) of this subparagraph. 

  (iv) Certain property improvements. In the case of an amount of property improvement 
determined under paragraph (d)(2)(vii)(a) of this section, one-half of such amount is first placed 
in service in the first half of the taxable year in which the cost is paid or incurred and one-half is 
first placed in service in the last half of such taxable year. 

  (v) Special rules for clearing accounts. In the case of public utilities which consistently 
account for certain property through "clearing accounts," the date on which such property is first 
placed in service shall be determined in accordance with rules to be prescribed by the 
Commissioner. 

 (2) Special rules for transferred property. If eligible property is first placed in service by the 
taxpayer during a taxable year of election, and the property is disposed of before the end of the 
taxable year, the election for such taxable year shall include such property unless such property 
is excluded in accordance with paragraph (b)(5) (iii), (iv, (v), (vi), or (vii) of this section. 

 (3) Special rules in the case of certain transfers –  

(i) Transaction to which section 381(a) applies.  

(a) In general the acquiring corporation in a transaction to which section 381(a) 
applies is for the purposes of this section treated as if it were the distributor or transferor 
corporation. 

   (b) If the distributor or transferor corporation (including any distributor or 
transferor corporation of any distributor or transferor corporation) has made an election to apply 
this section to eligible property transferred in a transaction to which section 381(a) applies, the 
acquiring corporation must segregate such eligible property (to which the distributor or transferor 
corporation elected to apply this section) into vintage accounts as nearly coextensive as possible 
with the vintage accounts created by the distributor or transferor corporation identified by 
reference to the year the property was first placed in service by the distributor or transferor 
corporation. The asset depreciation period for the vintage account in the hands of the distributor 
or transferor corporation must be used by the acquiring corporation. The method of depreciation 
adopted by the distributor or transferor corporation, shall be used by the acquiring corporation 
unless such corporation obtains the consent of the Commissioner to use another method of 
depreciation in accordance with paragraph (e) of § 1.446-1 or changes the method of 
depreciation under paragraph (c)(1)(iii) of this section. 

   (c) The acquiring corporation may apply this section to the property so acquired 
only if the distributor or transferor corporation elected to apply this section to such property. 

   (d) See paragraph (b)(7) of this section for special rule for certain property where 
there is a mere change in the form of conducting a trade or business. 

  (ii) Partnerships, trusts, estates, donees, and corporations. Except as provided in 
subdivision (i) of this subparagraph with respect to transactions to which section 381(a) applies 
and subdivision (iv) of this subparagraph with respect to certain transfers between members of an 



affiliated group of corporations or other related parties, if eligible property is placed in service by 
an individual, trust, estate, partnership or corporation, the election to apply this section shall be 
made by the individual, trust, estate, partnership or corporation placing such property in service. 
For example, if a partnership places in service property contributed to the partnership by a 
partner, the partnership may elect to apply this section to such property. If the partnership does 
not make the election, this section will not apply to such property. See paragraph (b)(7) of this 
section for special rule for certain property where there is mere change in the form of conducting 
a trade or business. 

  (iii) Leased property. The asset depreciation range and the asset depreciation period for 
eligible property subject to a lease shall be determined without regard to the period for which 
such property is leased, including any extensions or renewals of such period. See paragraph 
(b)(5)(v) of this section for exclusion of property amortized under paragraph (b) of § 1.162-11 
from an election to apply this section. In the case of a lessor of property, unless there is an asset 
guideline class in effect for lessors of such property, the asset guideline class for such property 
shall be determined as if the property were owned by the lessee. However, in the case of an asset 
guideline class based upon the type of property (such as trucks or railroad cars) as distinguished 
from the activity in which used, the property shall be classified without regard to the activity of 
the lessee. Notwithstanding the preceding sentence, if a lease with respect to property, which 
would be includible in an asset guideline class based upon the type of property under the 
preceding sentence (such as trucks or railroad cars), is entered into after March 12, 1971, and 
before April 23, 1973, or a written contract to execute such a lease is entered into during such 
period and such contract is binding on April 23, 1973, and at all times thereafter, and if the rent 
or rate of return is based on a classification of such property as if it were owned by the lessee, 
then such property shall be classified as if it were owned by the lessee. However, the preceding 
sentence shall not apply if pursuant to the terms or conditions of the lease or binding contract the 
rent or rate of return may be adjusted to take account of a change in the period for depreciation 
with respect to the property resulting from inclusion of the property in an asset guideline class 
based upon the type of property rather than in an asset guideline class based upon the activity of 
the lessee. Similarly, where the terms of such a lease or contract provide that the obligation of 
the taxpayer to enter into the lease is subject to a condition that the property be included in an 
asset guideline class based upon the activity of the lessee, the contract or lease will not be 
considered as binding upon the taxpayer, for purposes of this subdivision. See paragraph 
(b)(4)(iii)(b) of this section for general rule for classification of property according to primary 
use. 

  (iv) Treatment of certain transfers between members of affiliated groups or other related 
persons. If section 38 property in an asset guideline class (determined without regard to whether 
the taxpayer elects to apply this section) is transferred by the taxpayer to a person who bears a 
relationship described in section 179(d)(2) (A) or (B), such property is in the same asset 
guideline class in the hands of transferee, and the transfer is neither described in section 381(a) 
nor treated as a disposition or cessation within the meaning of section 47, then the asset guideline 
period for such property selected by the taxpayer under this section shall not be shorter than the 
period used for computing the qualified investment with respect to the property under section 
46(c). In a case in which the asset depreciation range for the asset guideline class which includes 
such property does not include the period for depreciation used by the transferor in computing 
the qualified investment with respect to such property, the transferee will not be permitted to 
include such property in an election under this section. However, in such a case, the transferor of 
the property may recompute the qualified investment for the year the property was placed in 
service using a period for depreciation which falls within the asset depreciation range. 
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