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Reg. Section 1.168(i)-8(f)(3)
Dispositions of MACRS property
...
(d) Disposition of a portion of an asset(1) In general. For purposes of applying this section, a disposition includes a disposition
of a portion of an asset as a result of a casualty event described in section 165, a
disposition of a portion of an asset for which gain, determined without regard to section
1245 or section 1250, is not recognized in whole or in part under section 1031 or section
1033, a transfer of a portion of an asset in a transaction described in section 168(i)(7)(B),
or a sale of a portion of an asset, even if the taxpayer does not make the election under
paragraph (d)(2)(i) of this section for that disposed portion. For other transactions, a
disposition includes a disposition of a portion of an asset only if the taxpayer makes the
election under paragraph (d)(2)(i) of this section for that disposed portion.
(2) Partial disposition election(i) In general. A taxpayer may make an election under this paragraph (d)(2) to
apply this section to a disposition of a portion of an asset. If the asset is properly
included in one of the asset classes 00.11 through 00.4 of Rev. Proc. 87-56, a
taxpayer may make an election under this paragraph (d)(2) to apply this section to
a disposition of a portion of such asset only if the taxpayer classifies the
replacement portion of the asset under the same asset class as the disposed portion
of the asset.
(ii) Time and manner for making election(A) Time for making election. Except as provided in paragraph (d)(2)(iii)
or (iv) of this section, a taxpayer must make the election specified in
paragraph (d)(2)(i) of this section by the due date, including extensions, of
the original Federal tax return for the taxable year in which the portion of
an asset is disposed of by the taxpayer.
(B) Manner of making election. Except as provided in paragraph (d)(2)(iii)
or (iv) of this section, a taxpayer must make the election specified in
paragraph (d)(2)(i) of this section by applying the provisions of this
section for the taxable year in which the portion of an asset is disposed of
by the taxpayer, by reporting the gain, loss, or other deduction on the
taxpayer's timely filed, including extensions, original Federal tax return
for that taxable year, and, if the asset is properly included in one of the
asset classes 00.11 through 00.4 of Rev. Proc. 87-56, by classifying the
replacement portion of such asset under the same asset class as the
disposed portion of the asset in the taxable year in which the replacement
portion is placed in service by the taxpayer. Except as provided in
paragraph (d)(2)(iii) or (iv)(B) of this section or except as otherwise

expressly provided by other guidance published in the Internal Revenue
Bulletin (see §601.601(d)(2) of this chapter), the election specified in
paragraph (d)(2)(i) of this section may not be made through the filing of
an application for change in accounting method.
(iii) Special rule for subsequent Internal Revenue Service adjustment. This
paragraph (d)(2)(iii) applies when a taxpayer deducted the amount paid or
incurred for the replacement of a portion of an asset as a repair under §1.162-4,
the taxpayer did not make the election specified in paragraph (d)(2)(i) of this
section for the disposed portion of that asset within the time and in the manner
under paragraph (d)(2)(ii) or (iv) of this section, and as a result of an examination
of the taxpayer's Federal tax return, the Internal Revenue Service disallows the
taxpayer's repair deduction for the amount paid or incurred for the replacement of
the portion of that asset and instead capitalizes such amount under §1.263(a)-2 or
§ 1.263(a)-3. If this paragraph (d)(2)(iii) applies, the taxpayer may make the
election specified in paragraph (d)(2)(i) of this section for the disposition of the
portion of the asset to which the Internal Revenue Service's adjustment pertains
by filing an application for change in accounting method, provided the asset of
which the disposed portion was a part is owned by the taxpayer at the beginning
of the year of change (as defined for purposes of section 446(e)).
(iv) Special rules for 2012 or 2013 returns. If, under paragraph (j)(2) of this
section, a taxpayer chooses to apply the provisions of this section to a taxable year
beginning on or after January 1, 2012, and ending on or before September 19,
2013 (applicable taxable year), and the taxpayer did not make the election
specified in paragraph (d)(2)(i) of this section on its timely filed original Federal
tax return for the applicable taxable year, including extensions, the taxpayer must
make the election specified in paragraph (d)(2)(i) of this section for the applicable
taxable year by filing either(A) An amended Federal tax return for the applicable taxable year on or
before 180 days from the due date including extensions of the taxpayer's
Federal tax return for the applicable taxable year, notwithstanding that the
taxpayer may not have extended the due date; or
(B) An application for change in accounting method with the taxpayer's
timely filed original Federal tax return for the first or second taxable year
succeeding the applicable taxable year.
(v) Revocation. A taxpayer may revoke the election specified in paragraph
(d)(2)(i) of this section only by filing a request for a private letter ruling and
obtaining the Commissioner's consent to revoke the election. The Commissioner
may grant a request to revoke this election if the taxpayer acted reasonably and in
good faith, and the revocation will not prejudice the interests of the Government.
See generally §301.9100-3 of this chapter. The election specified in paragraph
(d)(2)(i) of this section may not be revoked through the filing of an application for
change in accounting method.
(e)Gain or loss on dispositions. Solely for purposes of this paragraph (e), the term asset is an
asset within the scope of this section or the portion of such asset that is disposed of in a
disposition described in paragraph (d)(1) of this section. Except as provided by section 280B and
§1.280B-1, the following rules apply when an asset is disposed of during a taxable year:

(1) If an asset is disposed of by sale, exchange, or involuntary conversion, gain or loss
must be recognized under the applicable provisions of the Internal Revenue Code.
(2) If an asset is disposed of by physical abandonment, loss must be recognized in the
amount of the adjusted depreciable basis (as defined in §1.168(b)-1(a)(4)) of the asset at
the time of the abandonment, taking into account the applicable convention. However, if
the abandoned asset is subject to nonrecourse indebtedness, paragraph (e)(1) of this
section applies to the asset instead of this paragraph (e)(2). For a loss from physical
abandonment to qualify for recognition under this paragraph (e)(2), the taxpayer must
intend to discard the asset irrevocably so that the taxpayer will neither use the asset again
nor retrieve it for sale, exchange, or other disposition.
(3) If an asset is disposed of other than by sale, exchange, involuntary conversion,
physical abandonment, or conversion to personal use (as, for example, when the asset is
transferred to a supplies or scrap account), gain is not recognized. Loss must be
recognized in the amount of the excess of the adjusted depreciable basis of the asset at the
time of the disposition, taking into account the applicable convention, over the asset's fair
market value at the time of the disposition, taking into account the applicable convention.
(f) Basis of asset disposed of(1) In general. The adjusted basis of an asset disposed of for computing gain or loss is its
adjusted depreciable basis at the time of the asset's disposition, as determined under the
applicable convention for the asset.
(2)Assets disposed of are in multiple asset accounts.
(i) If the taxpayer accounts for the asset disposed of in a multiple asset account or
pool and it is impracticable from the taxpayer's records to determine the
unadjusted depreciable basis (as defined in § 1.168(b)-1(a)(3)) of the asset
disposed of, the taxpayer may use any reasonable method that is consistently
applied to all assets in the same multiple asset account or pool for purposes of
determining the unadjusted depreciable basis of assets disposed of. Examples of a
reasonable method include, but are not limited to, the following:
(A) If the replacement asset is a restoration (as defined in § 1.263(a)-3(k)),
and is not a betterment (as defined in §1.263(a)-3(j)) or an adaptation to a
new or different use (as defined in § 1.263(a)-3(l)), discounting the cost of
the replacement asset to its placed-in-service year cost using the Producer
Price Index for Finished Goods or its successor, the Producer Price Index
for Final Demand, or any other index designated by guidance in the
Internal Revenue Bulletin (see §601.601(d)(2) of this chapter) for
purposes of this paragraph (f)(2);
(B) A pro rata allocation of the unadjusted depreciable basis of the
multiple asset account or pool based on the replacement cost of the
disposed asset and the replacement cost of all of the assets in the multiple
asset account or pool; and
(C) A study allocating the cost of the asset to its individual components.
(ii) To determine the adjusted depreciable basis of an asset disposed of in a
multiple asset account or pool, the depreciation allowable for the asset disposed of
is computed by using the depreciation method, recovery period, and convention
applicable to the multiple asset account or pool in which the asset disposed of was

included and by including the additional first year depreciation deduction claimed
for the asset disposed of.
(3)Disposition of a portion of an asset.
(i) This paragraph (f)(3) applies only when a taxpayer disposes of a portion of an
asset and paragraph (d)(1) of this section applies to that disposition. For
computing gain or loss, the adjusted basis of the disposed portion of the asset is
the adjusted depreciable basis of that disposed portion at the time of its
disposition, as determined under the applicable convention for the asset. If it is
impracticable from the taxpayer's records to determine the unadjusted depreciable
basis (as defined in §1.168(b)-1(a)(3)) of the disposed portion of the asset, the
taxpayer may use any reasonable method for purposes of determining the
unadjusted depreciable basis (as defined in §1.168(b)-1(a)(3)) of the disposed
portion of the asset. If a taxpayer disposes of more than one portion of the same
asset and it is impracticable from the taxpayer's records to determine the
unadjusted depreciable basis (as defined in §1.168(b)-1(a)(3)) of the first disposed
portion of the asset, the reasonable method used by the taxpayer must be
consistently applied to all portions of the same asset for purposes of determining
the unadjusted depreciable basis of each disposed portion of the asset. If the asset,
a portion of which is disposed of, is in a multiple asset account or pool and it is
impracticable from the taxpayer's records to determine the unadjusted depreciable
basis (as defined in § 1.168(b)-1(a)(3)) of the disposed portion of the asset, the
reasonable method used by the taxpayer must be consistently applied to all assets
in the same multiple asset account or pool for purposes of determining the
unadjusted depreciable basis of assets disposed of or any disposed portion of the
assets. Examples of a reasonable method include, but are not limited to, the
following:
(A) If the replacement portion is a restoration (as defined in §1.263(a)3(k)), and is not a betterment (as defined in § 1.263(a)-3(j)) or an
adaptation to a new or different use (as defined in §1.263(a)-3(l)),
discounting the cost of the replacement portion of the asset to its placedin-service year cost using the Producer Price Index for Finished Goods or
its successor, the Producer Price Index for Final Demand, or any other
index designated by guidance in the Internal Revenue Bulletin (see
§601.601(d)(2) of this chapter) for purposes of this paragraph (f)(3);
(B) A pro rata allocation of the unadjusted depreciable basis of the asset
based on the replacement cost of the disposed portion of the asset and the
replacement cost of the asset; and
(C) A study allocating the cost of the asset to its individual components.
(ii) To determine the adjusted depreciable basis of the disposed portion of the
asset, the depreciation allowable for the disposed portion is computed by using
the depreciation method, recovery period, and convention applicable to the asset
in which the disposed portion was included and by including the portion of the
additional first year depreciation deduction claimed for the asset that is
attributable to the disposed portion.
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