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Federal-aid funding under titie 23,
United States Code.

{b) The Federal share of any project
obligated with funds allocated under
this program shall ba the same 25 the
Federal share applicable to the type of
‘work or project being deveioped or the
systern on which the project is located.
Funds allocated under this program
shall remain aveileble until expended.

(¢) Funds will be sllocated to ths
States each fiscal year from 1995
through 1997 to ihe extent funds are
approptiated.

{FR Goc. 94-30964 Filed 12-15-94; 8.45 am]
Ba LG CODE 44 1p-—i2-P

DEPARTMENT OF THE TREASURY
Interna! Revenue Service

28 CFR Parit .)

[TD 8566)
RIN 1545-AN02

_I' \jz}

Genearal Asset Accounts Under the
Accelerated Cost Recovery System;
CprrE'ctiun

AGEHCY: Internal Revenue Service [IRS),
Treasury.
AcTioN: Correction to final regulations.

SummaRrY: This document contains
corrections to the final regulations {TD
8566) which were published in the
Fedeéral Register for Tuesday, October
11, 1994 {59 FR 51369}, The final
regulations relste to the election to
maintain general asset accounts for
depreciabje assets,

EFFEGTIVE DATE: Octcber 11, 1994.

FOR FURTHER INFORMATION CONTACT:
Kathleen Reed, (202} 622-3110 (not a
toll-free number).

SUPPLEMENTARY (NFORMATION:

Background

The final regulations thet are the
subject of these corrections are under
section 168 ofthe Internal Revenue
Code.

Need for Correction

As published, TD 8566 contains
tvpograpbical errors which.are in need
of correction.

Correction of Publication

Accordingly, the publication of the
final regulations which is the subject of
FR Doc. 9424949, is comected as
follows:

1. On page 51370, coluwnn Z, in the
preambie, following the paragraph
heading " Assets thot Generate Foreign

Source Income.”, first paragraph, line 3,
the language "'§ 1.8611-9T(g)(3}" is
corrected to read "'§1.861-9T(g)(3)".

§1.168{I}-1 [Corrected)

2. On page 51275, § 1.168{i}1,
paragraph (f){2}ii}, in the first formula
on the page, column 3, lines 2 and 3 of
the formula, the language "caled and
Apportioned to Foreign Seurce Income
Total Allowed Depreciation De-" is
corrected to read “cated and
Appurtioned 1o Foreign Source Income/
Total Allowed Depreciation De-"",

3. On page 51375, § 1.168(i)-1,
paragraph (f)(3). in the second formula
on the page, columnn 2. line 1 of the
formuia, the word “Forign™ is corrected
to read "Foreign"".

4. On poge 51375, § 1.168{i)-1.

k paragraph (){3). in the second farmula

on the page. column 3, tine 3 of the
formula. the language “epory Total
Allowed Depreciation Deduc-" is
corrected to read “egory Total/Allowed
Depreciation Deduc.”,

Cynthia E. Grigsby,

Chief, Regulotions Unit, Assistani Chief
Counsel [Corporate).

IFR Doc 94-30547 Filed 12-15-94; 8:45 am]
WLLNG COOE A0-8v-P

DEPARTMENT OF THE INTERIOR
Minerals Management Service

30 CFR Pan 250

RIN $010-AB2Y

il and Gas and Sulphur Operations in
the Quter Continental Shelf; Training

AGENCY: Minerals Management Service,
Interior.
ACTION: Technical amendments.

SUMMARY: The Minerals Managemnent
Service [MMS) is transferring its
management of the day-lo-day
operations of the lessee training
program (LTP) fromn MMS Headquarters
tc its regional offices, Therefore, MMS
is amending its regulations on oif and
gas and sulphur nperations in the Quter
Continental Sheif to reflect that change.
Management of tha LTP in he regiona!
offices will improve customer service by
placing MMS employees involved with
approving Lthe schools’ and
organizations’ training programs and
implemenlation plans and conducting
onsite evaluations and audits in close
proximity ta the schools.

EFFECTIVE DATE: Januery 17, 1995

FOA FURTHER INFORMATION CONTACT:

joe Levine, Chief, Information and
Training Branch; Mineral Management

Service: Mazil Stop 4800; 381 Elden
Street. Herndan, Virginia 220704817,
telephone (703) 787-1033/Fax {7D3}
787-1575.
SUPPLEMENTARY iNFORMATION: The MMS
is responsible for operations in the
Outer Continental Shelf (OCS). An
important factor in ensuring that OCS
oil and gas operstions are carried out in
a manner whicli emphasizes the salety
of operations and minimizes the risk of
environmental damaga is the lessees’
emplovment of highty qualified and
vained personnel to perform such
operations. To ensure that key operating
personnel of lessees and contractors are
properly trained in weil-control and
production safety systems, MMS has
developed and implemented training
regulations since the late 1970's,
Initially, training was required for key
personnel in deilling weil-control and
production safety devices. [n ihe late
198¢'s, MM5 proposed new training for
well-completion, well-workover, and
weil-servicing operations and revised
regulations for dnilling and production
safety systems. These training
regulations-—30 CFR 250.210. 30 CFR
250.211, 30 CFR 250.212,36 CFR
250.213, 20 CFR 250.214. and 30 CFR
250.215—Subpart O—Training, became
Fully effective on February 25, 1933,
Since the late seventies, MMS5
Headquarters personnel have been
responsibie for the day-to-day operation
of the training program, inciuding the
review of training programs and
implementation plans, and conducting
of ensite evaluations and audits.
Beginning with the effecti-e date of
these technical amendments, MMS
repional offices will manage these day-
to-day operations of the LTP.
Headquarters will remain responsible
for program oversight and coordination.
Decentralization of the LTP to the
regiona) offices is being parformed to
decrease the project management Costs
associated with implementing this
program and to provide MM5S's
cystotners with more limely service.
Dated: November 15, 1994
Nancy K. Hayes,
Acting Assistant Secretary, Land and
Minerols Menogement.
For the reasons set ou! in the
preamble, 30 CFR part 250 is amended
a4 [ollows:

PART 250—0IL AND GAS AND
SULPHUR OPERATIONS IN THE
OUTER CONTINENTAL SHELF

1. The suthority citation for part 250
continues to read as [oliows:

Authority: Sec. 204, Pub L 95-372. 32
Siat. 629 (43 U.5.C 1334)
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«count Therefore. the proposed rule
that prohibits genernl asset account
reaument for investnent credit property.
has been deleted. Accordingly, under
the final regulations, e general assst
account may inctude any depreciable
assat for which a credit or deduction is
sllowseble,

A new rule, however, has been added
in the final regulations 1o sccount for

any basis increase upon recapture. The -

final regulations provide that upon
recapture, the asset is removed from the
general asset account as of the first day
of the taxable year in which the
recapture even! occurs. ln sddition,
corresponding adjustmenis to the
unadjusted depreciable basis and
depreciation reserve of the account must
be made. This rule was formulated in
view of the limited types of propenty
cwrrently eligible far the investment
credit. The [RS. howsver, may consider
other slternatives 1o take into sccount
the basis increass upon recapture if the
scope of property that qualifies for the
investment credit is expanded.

Assets Used in a Personal Activity,
The final regulalions retsin the rule of
the proposed regulations that a general
nsset account may not include an asset
if a taxpayer uses the assst bothin a
trade of business {or for the production
of income} and in & personal sctivity at
any time during the taxable year in
which the asset is first placed in service
by the taxpayer. Consistent with the
retention of this rile in the final -
segulations, a new rule has been added
providing thel an asset in & general asset
account becomnes ineligible for general
asset account treatment if 8 taxpayer
uses the asset in & personal activity in
a taxable year shter the taxable year the
asset is pleced in service. if this change
in use occurs, the final regulations
provide that the taxpayer must use the
method provided in § 1.168(i)-
1(eX3)[1iiC) for adjusting & general
asset account when an asset becomes
ineligible for peneral asset account
{reaunent.

Assets thot Generote Foreign Source
Income. A commentator suggested that
the proposed regulations be amended to
allow peneral asset sccount treatment
for assets generating foreign source
income.

In response 1o this comment, the final
regulations allow general asset account
treatment for assets generating foreign
soyrce income. If, however, the
inclusion of these wssets in & general
asset mczourit results in & substantial
distortion of income, the Commissioner
may dicregard the general asset sccount
election and make reallocations of
inCome OF eXpense as Necessary to
clearly reflect income.

The final regulations provide a rule
coordineting tbe genersl assel account
rules with the rules in § 1.8611-9T(g)(3)
relating to allocation end spportienament
of interest expense under the asset
method. A general asset account will be
treated as & single asset for p of
spplying the rules in §1.861~9T(g)(3). If
the general asset accoupt generates
income in more than one separate
grouping [statutary and residush, then
the account is & multiple category asset,
as defined in § 1.861~9T{(g}{3)ii). and
the income yield from the general asset
rccount must be computed as if the
account were a single multiple category

assel

The final regulstions also provide
rules for determining the source of
income from a disposition of an assetin
& general asset account. If the general -
asset scoount includes assets generating
both United States and foreign source
income, any amount of ordinary
income, gain, or loss recognized on the -
disposition must be apportioned
between United States and foreign
sources based on the allocation and
apportionment of depreciation aliowed
for the general asset account or for the
disposed asset, as applicable. [f the
genenal asset account includes assets
that generate foreign source income in
more than one separate category under
section 9804{d} 1} or another section of
the Internal Revenue Code, or under a
United States income tax treaty that
requires the foreign tax credit Lmitalion
10 be determined separately for
specified types of income, then the
amount of ordinary income, gain. or loss
recognized on the disposition that is
trealed as foreign source income must
be allocated and apportioned 1o the
applicable separate category or
categories.

Disposition of All Assets or the Last
Asset. One commentator questioned
whether the rule under the proposed
regulstions that provided tha) & general
assel account terminates on the
disposition of all of the assets in the
sccount or the last asset ie the accoun?
was mandatory. In response to this
comment, the final regulalions clarify
that this rule is an optional rule for
taxpayers that maintain records showing
the disposition of assets in a general
asset account. The final regulations also
provide that & taxpayer adopts the rule
by reporting the gain or loss on the
taxpayer’s income tax retumn for the
taxabie year in which the dispasition of
8]} of the assets, or the last asset. in the
general asset sccount oCCUTS.

Quolifiing Dispositions. Under the
proposed regulations. a qualifying
disposition of an assel in a general esset
account occurs when the asset is

disposed of as s direct result of &’
cessalion, termination, curtailment, or
disposition ol & business, manufecturing
of other incotne producing process,
operation, facility, plant, or other unin
{other than by trensfer o a supplies,
scrap, or similar account). One
commeniator recommended that the -
final regulations should provide an
example showing that the sale of an
undivided interest in mineral property,
along with the related operating .
equipment, is a curtailment of a
taxpayer’s business and, thus,
constitutes a qualifying disposition. A
curtailment was intended o be lirmited
to a genuine business contrsction and
not 10 include transactions involving the
sale of an undivided interest, other than
the taxpayer’s entire interest in assets,
To avoid any further misinterpretation,
the final regulations delete the term
"curaiiment.” The final regulations also
clarify that a taxpayer adopts the rule to

terminaie general asset saccount -

treatment for an asset in & qualifying t.
disposition by reporting the gain. Joss.
or other deduciion on the taxpayer's
income tax return for the taxable year in -
which the qualifying disposition occurs.
Anti-abuse cule. The final regulations
add examples of transactions subject to
the anli-abuse ruje.
Election. Some comimentaiors noted
that the proposed regulations do net
address whether the election is made by -
the common parent corposation or each

. member of an affiliated group. by a

partnership orits partners, orby an § -
corporaiion or the S corporation )
shareholders. The final regulations
clarify that the election is made by each
member of an affiliated group, by the
pantnership. or by the 5 corporation.
res tvely. :

he proposed regulations provide that
the election to apply the regulations
penerslly is binding on the taxpaver for
computing taxable income as well as
computing alternative minimurm taxeble
income. A commentuator suggssted that
the final regulations should allow
taxpsyers the option to make the
election for either the regular income
tax, the aliterastive minimurp tax, or
both. This rule was not adopied because
of the separate and parellel nature of the
regular tax and slternstive minimum 1ax
systems. Except as otherwise provided
by statute or regulstions. all Code
provisions that apply in determining the
reguiar taxable income of & taxpaver
aiso apply in determining the
allernative minimum taxabie income of
the taxpsyer. The final regulations have
not been expanded to include any
exceptions. Consequently, an election to
apply section 168({i)(4) Jor determining
regular taxable income also applies for

Ly
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! determining aiternative minimum

" taxable income. Therefore, the language

»as well es altemsiive minimum taxable
ipcome” in the proposed rule is
redundant and has been deleted from
the final regulations. -
Effective Date, For assets placed in
service sfter December 31, 1986, in
taxable years ending befors the effective
date of the Ainel regulations, one
commentstor recommended that the
- fina) regulations should provide »
- retroactive election or, slternatively, a
prospective elaction. Another
commentstor also requesied s provision
eliowing a prospective election. The
fina} regulations retein the rule of the
proposed regulations that, for prior
periods, 8 taxpayer may use any
reasonable method that is consistently
applied to the taxpayer’s general asset
accounts,

Dates

The final regulations are effoctive for
property placed in service in taxable
years ending on or after October 11,
1994. For property placed in servive
after December 31, 1986, in taxable

ending bejore October 11, 1994,
the IRS will allow any reasonable
method that is consistently applied o
the taxpayer's general asset accounts.

-Speciol Analyses

It has been determined that this
Treasury decision is not & significant
regulatory action as defined in EQ
12866. Therefore, a regulatory
assessment is not required. It also has
been determined that section 553[b) of
the Administrative Procedure Act (5
U.5.C. chapter 5) and the Regulatory
Flexibility Act {5 U.5.C. chapter 6} do
not apply to these regulations, and,
therefore, & Regulatory Flexibility
Analysis is not required. Pursuantio
section 7805(f) of the Internal Revenue
Code, the notice of proposed rulemaking
preceding these regulations was
submitted to the Small Business
Administration for comment on its
impact on small business.

Drofting Informotion

The principal suthor of these
regulations is Kathleen Reed, Office of
Assistent Chief Counsel (Passthroughs
and Special Industries), IRS. However,
other personne] fom the IRS and
Treasury Department participated in
their deveiopment.

List of Subjects
26 CFR Part 1

Income taxes, Reporting and
recordkeeping requirements.

26 CFR Part 602
Reporting and recordkeeping
requirements. -
Adoplion of Amendments to the
Reguiations :
Accordingly, 26 CFR parts 1 and 602
are amended as follows:

PART 1-—{NCOME TAXES

Paragraph 1. The aull;omy citation
for part 1 is amended by adding an entry

in numerical order to read as follows:

Authority: 26 U.S.C 7805 * = *

Section 1.168(i}-1 also issued under -

26 U.S.C 168(i}(4).** * ; -
Par. 2. Section 1.56(g}=1 is amended
by sdding a sentence at the end of
paragraph (b), intreductory 1ext, to res
ss follows: :

§1.565(g-1  Adjusted current ssmings.
fb) * * * See §1.168(i}-1(k} for an

election to use general assel accounts.
Par. 3. Sections 1,168(1)-0 and

1.1568(i )1 are added 10 read as follows:

§1.1680}-0 Table of contants for the

peneral a3t account Niies. )
This section lists the major

paragraphs contained in §1.168(i)-1.

§1.1680)-1 General asse! sccounts.
() Scope. C :
{b} Definitions. -
{1} Unedjusted depreciable basis.
{2} Unadjusied deprecisble basis of
the general asset sccount.
(3] Adjusted depreciable basis of the
general asset sccount.
{4} Expensed cost.
(¢) Establishment of genere] asset
BCCOURLS,
{1) Assets eligible for general asset
accounts.
{i) General rules.
(ii) Special rules for sssets generating
foreign source income.
{2) Grouping assets in general asset
accounts.
{i) Ceneral rules.
(i) Special rules.
{d) Determination of depreciation
allowance,
(1) In general.
{2) Special rule for passenger
automobiles. ‘
{e) Disposition of an asset from a general
assel account.
{1) Scope, .
{2) General rules for & disposition.
{i) No immediate recovery of basis,
(ii} Treatmen! of amount realized.
(iii) Effect of disposition on u general
assel account. -

(iv) Coordination with nonrecognition
provisions.
tv} Examples.
{3} Special rules.
(i) In general.
{ii] Disposition of all assels rernaining
in 8 genera| asset account.
[iii) Dispozition of an sssetin &
. gqualifying disposition.
{i \3 Transactions subject to section
168[i)(7}.
(v} Anti-abuse rule.
(f) Assels genersting foreign source
income. :

~ {1)in general. s

(2) Source of ordinary income, gain, -
- or loss, ° - "
(i} Source determined b
and apportionment o
allowed.
{ii) Formula for determining foreign -
source income, gain, or loss.
[3) Section 904(d) separate categories.
(g) Assets subject to recapture.
{b) Changes in use.
(1} Conversion to persone} use.
{2} Other changes in use.

allocation
depreciation

(i) 1demiification of dispesed or

converted asset,
{i? Effect of adjustmetis on prior
dispositions. -
(k) Election.
f1) Lrevocable election. -
(2) Tirne for making election.
(3) Manner of making election.

" (1} Effective date.

$1.1680)-1 Goneral sasel pccounts,

{a) Scope. This section provides rules
{or general esset accounts under section
168(i)(4). The provisions ol this section
epply only to assets for which an
election has been made under paragraph
(k) of this section.

{b) Definitions. For purposes of this
section, the fallowing definitions apply:
(1) Unodjusted depreciahle basis is
the basis ol an asset for purposes of
section 1011 without regard to any

adjustments described in sections
1016{a)(2) and (3).

(2) Unadjustad depreciable basis of
the general asset account is the sum of
the unadjusted depreciable bases of all
assets included in the general asset
eccount.

{3) Adjusted depreciable basis of the
generol osset occount is Lhe upadjusted
depreciable basis of the general asset
sccount less the sdjustments to basis
described in sections 1016(a){2) and ().

{4) Expensed cost is the amount of
any sllowable credit or deduction
treated as a deduction atlowsble for
deprecistion or amortizatign for
purposes of section 1245 {for example,
& credit allowable ynder section 30 or a
deduction sllowable under section 179,
179A, ot 190). '
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{c) Estoblishment of gererol asset
accounts—{1} Assets eligible for peneral
assel accounts—{i] General aules. Assets
that afe ubject 1o either the gepers}
depreciation system of section 168(a} or
the alrerative deprucintion sysiem of
section 168(g) may be sccounted for in
e or more general asset acrounts. An
asset may be included in a general asset
account only to the extent of the asset’s
unadjusied deprecisbie basis (for-
example, if, in 1995, a taxpayer places
in service ag assel that costs 520,000
and eiects under section 179 to expense
517,500 of that asset's cost, the :
unadjusted depreciable basis of Lhe assot
i5 $2.500 and, therefors, only £2.500 ol
the assat’s cost may be included inn
general asset account). However, an
assat is pot 1o be included in a peneral
asset acenunt if the esset is used bath in
a trade or business (or for the
production of income} and in & personal
activity at any time dufing the 1axable
year in which the assat is first plated in
service by the taxpayer. -

(i} Spe{:ia! nyfes j;rossets generating
Joreign source income—(A) Assats thet
generate foreign source income, both
United Sistes and foreign source
income, or combined gross income of a
FSC (as defined in section 822), DISC
(as defiped in section 592(s}), or :
possessions corporation (as defined in
section B36) and its related supplier,
may be included in a general ssset
sccount if the requirements of paragraph
[N2)i) of this section are satisfied. 1.
however, the inclusion of these assets in
@ general asset account results in a
substantis] distortion of income, the
Commissioner may disregard the
geners) aseat acconNt election and make
any reallocations of income or expenss
necessary to cleariy reflect income.

(B} A geners! asset account shall be
treated as & gingle asset for purposes of
epplying e rules in § 1.861- ST{p}3)
(relating 1o allocation and
apportionment of inlerost expensa .
under the asset method], A general ssset
account that generates income in mare
thap ane grouping of income [statutory
and residual) 1s a multiple catego
asse! (a5 defined in § 1.B61-9Tig}3MiilL
and the income yield from the genen)
assel acceupt must be determined by
applying the ryies for multiple category
assets as [ the general asset actount
were a single assel,

{2} Growping assets in genero! asset
accounts—i) General rules. iia
taxpayer mekes the election under
paragraph [k} of this section, assets that
are subject (o the elecuon are grouped
into one or more general asset accounts.
Assots that are eligible to be prouped
inle a single general asset eccount may
be divided into more than one peneral

asset account. Each gepera) paset
sccoun! must include only assets thal—

[A) Heve 1he same asset class {lor
further guidance, see Rev. Proc. B7-56,
1987-2 C.B. 674. and
§ 601.601{d)2):illb) of this chaper).:

(B} Have the same applicable
depreciation method:

C) Have the come spplicable recovery

riad:

{B} Have the same applicable .
convention: and )

{E} Are placed in service by the
taxpoyer in the sime wxsble year.

t1i) Special rules. In addition to the -
general rules in paragraph (cl{2Z)ij of
this section, the following rules apply
when establishing general asset
sccounts—

{A) Assets without an sssei class, but

with the same characteristics described -

in paragraphs [c){Z)i}{B), {C). /D), and
(E) of this section, mey be grouped inio
a general asset account;

(B) Assels subject 10 the mid-quarter
convention may only be grouped intoa
general giset dcrount with assets that -

. are placed in service in the same guarter

of the taxable year;

{C) Assets subject 1o the mid-month
convention may only be grouped into a
genenl asset account with assets that
are pliced in service in the same month
of the taxable year; and

(D) Pessenges suiomeobiles for which
the depreciation allowance is limited
under secuion 280F (s} must be grouped
into & separaie peneral Bsset account

(d) Determination of depreciotion
allowance—{1) in general. Deprecistion
allowances are determined for each
gencral asset account by using the
applicable depreciation method,
recovery period, and convention for the
assets in the sccount, The depreciation
allowances are recorded in a
depreciation reserve actount for sach
general asse! sccount. The aliowance for
deprecistion under this section
constilutes the arnount of deprecistion
allowable under section 167(a).

(2) Special Tule for passenper
automobiles. For purposes of applying
section 2B0F(a), the deprecistion
allowance for a general 4556t sccount
established for passenger automobilss is
limited for each taxable vear to the
arnount prescribed in section 260F(a)
multiplied by the excess of the number
of auromobiles originally inchided in
the account over the number of
automobiles disposed of during the
taxshle year or in any prior taxable year
in & transaction described in paragraph
{e}f3}(iii) {disposition of an ssset in a
gualifying disposition). {e}(3)(iv)
{transactions subject to section
1681iH7)). (0)i3)iv] (anti-abuse rule), (g)
(assets subject Lo recapture), or (h)(1)

{conversion 16 personsl use) of this
seciion.

{c} Disposition of an asset fromp
generol asset account—{1) Srope. This-
parsgraph o) provides rules applicable
10 dispositions of asseis included in &
genera asset account. For purposes of
this paregraph {e), an asset in a general
asset sccount is disposed of when
ownetship of the assel is tronsferred or
when the asset ls permanently
withdrawn from use ither in the
taxpayer's (rade or business or in the
production of income. A dispasition
mcludes the sale, exchange. relirement,
physical shandonment. or destruction of
an assel. A disposition also occurs when
an asset is transferred 1o & supplies,
scrap, oF similar account. A disposition
does not include, however, the
retiremnent of a struciural compenent of
real property. .

[Zrﬁencml ruies for o disposition—-{i)
No immediate recovery of basis.
Immediately before v disposilicn of any
assel in a general asset account, the
asset is trested ag hsving an adjusted
basis of zere for purposes of section
1011. Therefore, no loss is realired upon
the disposition of an asset from the
general asset account. Similarly, where
an nsset is disposed of by trensfer to a
supplies, scrap, or similar accoent, the
basis of the asset in the supplies, scrap.
or similar saccount will be zero,

(ii} Trectment of smount reclized.
Any amount realized on s disposition is
recognized as ordinary income
{notwithstanding any other provision of
subtitle A of the lnternal Revenue Code
(Code)) to the extent the sum of the
unadjusted depreciable basis of the
grneral asset pcoount and Any expensed
cost (as defined in paragroph [b)i3) of
this section] for assets in the sccount
exceeds eny amounts previously
recognized as ordinary income upon the
disposition of other assets in the
accouri. The recognition and ctharscter
of any excess amount reslized are
determined under sther spplicable
provisions of the Code {other than
sections 1245 and 1250 or provisions of
the Code that treat gain on » disposition
as subject 1o section 1245 or 1250},

(iii}) Effect of disposition on o zeneral
asse! account. The unadjusted
depreciable basis and the deprecistion
reserve of the general asset sccount are
not affected &s a resull of a disposition
of an asset from Lhe genera) ssset
account.

{(iv) Coordinotion with nonrecognition

provisions. For purposes of delermining

the basis of sn asset scguired in a
uensaction described in parapraph
(eH3}iii}{BI{<) of this sectian {relating o
cerlain nonrecogrition provisions), the
amount of ordinary income recognized

A
o

,p“\, 'y
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?under this paragraph [e)(2) is ureated as
# amouni of gain recognized on the

gispasition. :
‘T

) Examples. The following examples

Austrate the application of this

graph (e)(2).

Example 1. (i) A, u calendar-year
~rparstion, mainieins one gencral asset -
-count for ten machines. The machines cost
otal of $10,000 and were placed in service

- n June 1385, Of e len machincs, ooe
: ucbinecustssa.mo;ndn?mmchinesmn

nt has 4 depracistion method of 200 .
»t detlining balance. w recovery period
year:. and & half-year convention. R does
t make o vection 179 ejection forany of the

acchines. As of January 1, 1996, the -

depreciation reserve of the sccount is $2,000

P 11(510.000 - $0) x 40% )21,

‘
o
T

{ii} On Februery 8, 1596, A tehs the
machine that cost $8,200 to an unrelated
party for $9.000. Under paragraph [eX2Xi) of
this soction_thit machine his 40 sdjusted
basis of xern,

{i11) Om its 1906 tax return, R izeg -
the amoynt realized of $9,000 as ordinary
incomne because such amoun! does not
exceed the uosdjusied depreciable basis of
the geacnl aestt necount {510,000), pius any
expeused cost for aseels ip the sccouns [50),
hess umounts previeusly recognized as
ocdinary incoree ($0). Moreover. the -
upadjusted deprecitble basis and
depreciation reserve of the sccoust sre Dot
affected by the dispesition of the machine.
Thus, the depreciziion allownnce for the
scoount in 1996 is $3.200 )
(($10.000— 52, 00040%}.

Example 2. (i) The facts are the sa;oe as in

Example 1. ln addiion. on June 4, 1997, B

% sells seven machines 1o an unrelated parry

YMar 1 total of 51,100. In scoordance with
“paragraph {e}2){i) of tus section. these
machines have sn adjusted basis of zero.
tii) On its 1997 wx return, B recognizes

£1.000 as ordinary income (the unadjusted
deprecizble basis of $10.000. plus the
sxpensed oos of 30, less the amount of
59,000 previpusly recognired a¢ ordinary
incame). The rec
excess tmount realized of 5100
(51,100 - $1.000) sre determined under
applicable provisions of the Code other 1han
section 1245 1such as rectiop 1231).
Moreover, the unadjusied depreciable basis
and depreciztian reserve of the sccount we
nat affecied by the disposition of the
rmachines. Thus, the depreciation allowance
for the account ie 1997 is 51.920
{1510.000 — 55,200)x40%).

[3) Special roles—{i) In general. This
paragraph (e}(3) provides the rules for
lerminating general asset account
treatment upon cenain dispositions.
While the rules under paragrsphs
{e)(3}ii) and (iii} of this section are
optional rules, the rules under
paragraphs [el3){iv) and (v) of this
secticn are mandatory rules. A taxpayer
applies paragraph le}{3}{ii} or {iii] of this
seClion by reporting the gain, Joss, or

pther deduction on the taxpaver's timely

- paragraph [8){2) of this section »pply).

aition and character of the

filed {including extensions] income tax
return lor the taxable yesr in which the
disposition occurs. For putposes of
applying patagraph (e}(3)(ii1) through {v)
of this section, see paragraph (i) of thiz
section for identifying the unadijusted
depreciable basis ol a disposed asset.

gi] Disposition of all assets remaining
ino general asset eccount—{Al
Optional termination of @ genered asset
account. Upon the disposition of all of
ihe assets, or the 1ast asset, in a gehers!
asset account, 3 axpaver may apply this
paragraph (e}{3)(ii} to recover the
adjusted depreciable basis of the general
asset account {rether than having

Under this paragraph (e)(3}ii), lne
generz] assel account terminales and the
amount of gsin or loss far the general
asset sccount is determined under
section 1001(x) by taking into account
the adjusied depreciable basis of the
general ssset account st the time of the
dispesition. The recognition and
character of the gainor loss are . -
determined under other applicable -
provisions of the Code, except that the
smouat of gain subject to section 1245
for =ection 1250) is limited to the excess .
of the depreciaticn allowed or allowsbla

.for the peneral asset account, including

tny expensed ¢ost {or the excess of the
eqdditional deprecation allowed or -
allowable for the general assel sccount),
over any amounts previously recognized
as ordinary income under paragraph
{eH2) of this section.

{B) Examlﬁle. The following example
illustrates the spplication of this
paragraph {e}{3){i).

Examphe. (i} T, 1 calendar-vear corparation.
maintaing a1 gEneTa) asset account for 1,000
caiculators. The clculaors cost a tota) of
560,000 and were placed in service in 1995
Assume this geperal asvet gcoount has » .
depreciation method of Z00 percent declining
balance, & recovery period of § vears.and a
ball.vear convenuoa. T does ot make &
secuon 179 election jor any of the
calculators. lo 1996, T selis 200 of the
caleulators to an unrelated perts for 2 total
of 510000 snd recognizes Lne $10.000 as
ordinary income in accordance with
paragraph {e){ 2} of this section.

[ii} On March 26, 1997, T sells the
remaining talculators in the geoeral asset
atconin! to aa unrelated party for $25,000. T
choases to apply paragrapb [e)3)ii) of this
seciion. As a result. the sarcount lerminates
and gain or loss is determined for the
sceount.

(1i) On the dare of disposition, the
sgdiusied depreciable basis of the accoun ic
523,040 (unadjusted depreciable basis of
560.000 less the deprecistion allawed or
allowable of 536,960). Thus, ie 1997, T
recognizes gain of $11,060 (umount realized
of $35.000 less the adjusted depreciable basis
0{ 5230401 The grin of 513,960 is subject 10
section 1245 ta the extent of the depreciation

allowed or allawable for the sccount (plus
the expensed cost for sesets in the sccount)
less the arnounts previously recognieed s
ordinary income (536,960 + 30 ~ $10.000 =
526.960). Asw result, 1he entire gain of
3$11.960 i5 subject 1o section 1245,

(iii) Disposition of an asset in a
quolifying disposition—{A) Optional
determination of the amount of gain,
lass, or other deduction. In the case of
a qualifying disposition of g nsset
{described in paragraph (e)(3)(iii)(B) of
this section), & taxpayer may apply this
peragraph (e){2){iii) {rather than having
paragraph {6){2} of this section apply).
Dnder this paregraph (e)(3)(iii), general |
assel account treatment for the assat

. terminates as of tha frst day of the

taxable year in which the qualifying .
disposition occturs, and the amount of
gein, loss, or other deduction for the
ssset is determined by taking into
sccount the asset’s adjusied basis. The
adjusted basis of the asset a1 the time of
the disposition equals the unadjusted
depreciable basis of the asset less the
depreciation aliowed or sllowable for
the ssset, computed by using the
depreciation method, recovery period,
and convention applicable 1o the
general asset account in which the asset
was included. The recognition and
character of the gain, loss, or other
deductiob are determined under other
applicable provisions of the Code,
except that the amount of gain subject
1o section 21245 {or section 1250) ic
lirnited to the tesser of—

{1} The depreciation allowed or
sflowable for the asset, including any
expensed cost for the sdditional
deprecistion allowed or allowable for
the asset}; or

(Z) The excess of—

£} The original unadjusted
depreciable basis of the genera) asset
account plus, in the case of section 1245
property oniginally included in the
generzl asset account, any expensed
COS1; OVET

(i) The cumulative amounts of gain
previgusly recognized as ordinary
income under either paragraph fejl2} of
his section or section 1245 {or section
1250).

[B) Qualifiing dispesitions. A
qualifying disposition is a disposition
tha! does not invelve a1l the ascels, or
the last asset, remaining in a general
assel acCount and that is—

(1) A direct result of 2 fire, storm,
shipwreck, ot other casualty, or from
theft;

(2} A charitable contribution for
which a deduction is allewable under
section 170;

{3} A direct result ol & cessation,
fermination. or disposition of s
business, manufaciuring or other
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income producing process, operation,
facility, piant, or otler unit {other than
by transfer o a supplies, scrap, or
similar account); or
{4} A transaction, cther thana . .

transaction described in parograph . |

- (e){3)(iv) ofthis section (pertainiag to .
transactions subject to section 168{i}{(7)),

to which a nonrecognition section of the-

Code spplies (detarmined without..
regard to this section}, such as seclion
1031 or 1033. -

(C) Effect of v qualifying disposition
on o gencral asset account. If Lhe
texpayer applies this paragraph
(e F)iiii} to & qualifying disposition of
an asset, then— .

(1) The asset is remoeved from the .
geaersl asset account as of the first day
of the taxsble year in which the

-Equalifving disgosition oCTUrs;

" {2] The unadjusted dopreciable basis
of the general assel account is reduced
by the unedjusied depreciable basis of |
the asset as of the first day of the taxable
year in whicy the disposition ocours;

{3) The depreciation reserve of the
general asset sccount is reduced by the
depreciation allowed or allowable Jor
the asset as of the end of the taxable -
vear immediately preceding the year of
disposition, computed by using the
depreciation method. recovery period,
and convention applicable to the
geners] asset account in which the asset
was jncloded: and

{2) For purposes of determining the
amount of gain realized on subsequent
dispositions that is subject to ordinary
income treatment under paragraph
(e}(2](ii} of this section, the amoun! of
any expensed cost with respect 1o the
2s3et is disregarded.

(D} Example. The provisions of this
parsgraph (e}{3)(iii} are illustrated b?
the following example.

Example. (i] Z, u calendar-year corpomstion,
reaintaing one general msset sccount for 12
machines. Each machioe cotts 515,000 ind
wus pleced in sepvice in 1995, Of the 12
rrachines, nine machines thay cost » tota) of
$115.000 sre ustd in 2t Kentucky plant, and
three mechines that cost n totel of 5¢5.000 are
used in Z's Ohio plant. Assume this genera)
asset acoount has s depreciation method of
200 percent declining bslance, & recovery
penod of 5 years, aod a baif-year conveation.
Z does not maks & Feclion 179 election for
anr of the mechines. As of Jenuery 1, 1997,
the depreciation reserve for the account is
591,600,

[i3) On May 27, 1997, Z selis its enlire
rzaru facturing plant in Ohic o an unrelawed

. panty. The sales proceeds aliocated to each of
tihe three machines at the Obio plant s
55.000. Because this tragsacton is &
qualifying disposition under paragraph
e IH1)[BYI of this sectioc. 2 chooses 1o
epply paragraph [e) 3)iii) of this section

{:is) For Z's 1997 return. the depreciation

. sllowance for the scoount it computed us

 1996) Consequenily. the de,

follows. As of Decernber 31, 1996, the
dnprecistiog sliowed or allowsbls for the
three machiones o 1he Obic plant ts $13.400.
Thus, as of fsausry 1, 1967, the unadiusted
deprociable basis of the account iz reduced
from $1680.000 1o $135.000 {S 160,000 less the
unadjusted depreciable basis of $45.000 for
the three machines). end the deprecistion
raserve of the account is decressed from
592,600 to $70 200 {593,600 lexs the

depreciation sllowed pr sllowable of $23.400

for the three machines as of December 31,
preciation
silowsncn for the scoount i 1997 is 325920
{($135.000 — $70,200) x $0%].

liv) For £s 1997 return, gain of Joss for
cach of the three mechines st the Ohio plant
is defermiged o5 lotlows. The depreciatica
aliowed or allowable in 1997 for wach
machine is $1.440 [[I$15.000 -~ 37,800) x
4D% )/ 2). Thus. the sdjunicd besis of sach
machine undey seclion 1011 ks $5.760 [the
adjusted deprecable basic of $7.200 removed
from the sooount less the depreciation
pllowod or allowsble of $1.440 t0 1997). As
a result, the loss recogoized in 1997 for each
mechine i+ $760 {$5.000 — 55760}, which is
subject to section 1231,

(iv) Transactions subject to section
168fi)f 2} U an assel in » general asset
actoun! is tRnsferred in & vansaction |
described in section 168{(i){7}B)
{pertaining 1o trestraent of vwnsieres in
certain nonrecognilion transactions), the
trans{eror must remove the Uansferred
asset from the general gsset account &s
of the first day of the taxable year in-
which be tmnsatiion occurs. ln
addition. the adjustmeaqts 1o Lie geaeral
actet nccount described in parapraph
{e)13)(1ii(CH2) through (4] of this
section must be made. The transferee is
bound by the transieror's election under
paragraph (k) of this section with
respect Lo so much of the asset’s basis
in the hands of the transferse as does
nol exceed Lhe asset's adjusted basis in
the bands of thu transferor_ If all of the
assets, or the last usset, in a general asset
account ere ransforred. the transferee’s
basis in the sssels or asset transferced is
equal 1o tie adjusied depreciable basis
of the general asset sccour) #s of the
beginning of e transferor's taxable year
in which the lransaction occurs,
decressed by 1he argount of depreciation
alioczbie o the transferor for the year of
the transfer.

{v] Anli-abuse rile—{A} In general. il
an assed in & genelal assel acLount is
disposed of by s taxpayer in a
transaction described in paragraph
{eM3 )} B} of this section. penetal axset

aceount geatment for the asset

terrninates s of the first day of the
taxable year in which the disposition
occws. Consequently. the taxpayer must
determine the amoynt of gain, loss, or
other deduction stiribuable to the
dispasition i the manner described in
paragraph [eM3)iii){A) of this sectipn

(notwithstanding thst pamgroph
feXlINibiHA}) of this sextion is an
optional rule) and must make the
adjustments 10 the general asset scoouni s
described in paragraph fe)3piii}{CH 1}
threugh () of this section.

(B) Abusive transactions. A
transaction is described ip this -
pengraph (e){3)(v){B) if the transaction
ts not described in paragraph (eM3Niv)
of this section and the transaction is
azntered into, or made. with # principal

of achieving a tax benefit ar
result that would not be svailable abse
an election under this section. Examp.J8
of these § of ransaciions include

(1) A transaciion entered into with s
principal purpose of shifting iacome or
deductions srmong Isxpayers in a
manner that would not be possible
absent an election under this seclion in
order to take advantage of differing
eflective tax rotes among the Laxpayers:

or

(2} A election made under this
section with & principal purpose of
disposing of an nssel from a general
asset accoum in order to utilize an
expiring net operating loss or credit.
The fact that a taxpayer with a net
operating loss carryover or a credit
carryover transfers an asset 1o » related
person or transfers an asset pursuant to
an arrangement where the asset '
continwes Lo be used {or is available for
use) by the taxpaver pursuant 1o @ lease
{or otherwiza) indicates, absent stronp
evidence to the contrary. that \he
transsction is described in this’
paragraph [e)(3)(v)(B).

D) Assets generating foreign source
income—{1} In general. This paragraph
{f) provides the rules flor determining
the source of any income. gain. ot loss
recognized. and the appropriate section
904 (d) separate limilation category or
categories for any forcign saurce
inCome, gain, or loss recognized. on a
disposition (within the meaning of
paragraph (¢)(1) of this section] of an
nsse! ip 8 general asser pecournt that
consists of assels generating both United
States and foreign source income, These
rules apply anly to 8 &spositicn o
which paragraph (e}{2) {general
dicposition rules), (e)(3){ii) (disposition
of all assets remaining in a peneral asset
account). (e){(3){iii) [dicposition of an
asset in » qualifying disposition). or
{e){3)(v) {anti-abuce rule} of this section
applies.

2) Source of erdinery income, gain.
or loss—{i) Source determined by
atiocation and qpportionment of
depreciotion allowed. The amount of
any ordinary income, gain, or loss that
is recognized on the disposition of an
asset in 2 genera) asset #cCouR! Mus be
apporioned beyween Uniled Si1ates and i

-t - P |
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jonment of the—

iation sliowed Tor the,
ﬁuﬂ assel sccount as of the end of
 taxable year in which the
ErY disposition pocurs if pamgraph {€)(2} of

" this section applies to the disposition;

§7 22 : (8) Depreciation aliowed for the
" general asset sccount as of the tiroe of
¢ disposition if the taxpayer applios

Ea::r. . . Porelgn Source income, Cain, or Loss
-".‘-‘“L;_' . Fom we Disposition of an Ascet *

M {3} Section 904{d) separgts catepories,

i If the assets in Lhe genera} asset sccount

I generste foreign source income in more
' than one teparste cn under

section 804{d){(1} or enother section of

_ the Code ({or example, income treated
© - as foreign source income under section
T4 9DA(g)10)), or under & United States

L3 . -

-Poreign Source Income, Cein, or Loss Ina
- - Separste Category

(g} Assets subject to recapture. If the
Basis of an asset in a genersl esset
aceount is increased as  result of the
recapture of any allowable credit or
deduction {for example, the basis
adjustment for the recopture smount
under section 30{d}(2), 50ic)2),
179(di{10), or 179A{e}{4)}, general asset

" zocount treatment for the sxset
terminates as of the first day of the

l taxable year it which the recapture

-

event occurs. Conseguently, the
taxpayer must remove Lthe esset from the
geacral essel account as af that day and
must make the adjusiovents 1o the
groeral asset sccount described in
paragtaph (e}{ 3{ili{C)(2] through {4) of

is sectioo.
; (h) Changes in use—{1} Conversion to
. personal use. An esset in » general ssset
account becommes ineligible for geners]
asset sccoun!t treatmnent if a taxpayer
. usesthe ascel in # personzl activity
" .. during & taxable year. Upon s
-— conversian 1o personal use, the taxpayer

7 7 must remove the asset from the general

- - asset ecoount ss of the first day of the
s - laxable year in which the change in use
_zo  occurs and must make the adjustments

last asset, in the generl asset scrount:
or

{C} Deprecistion aliowed for the
disposed asset for only the waxable year
in which the disposition occurs if the
taxpayer applies paragraph (e)(3iii} 10
the disposition of the asset in a
qualifying dispesition or if the asset is
dispasad in & transaclion described in
paragraph (e)l3v) (anti-abuse ruls) of
this section. :

Total Ordingry Income. Cain, or Loss
from [sposition of an Asset

incame iax treaty thet requires the
foreign tax credit limitation to be
determined sepurately for specified
types of incoma, the amount of “foreign
Source income, gain, or koss from the
disposition of an asset” (as determined
under the [ormuls in paregrepb (D[2)i5)
of this section) must be allocated and

Forigo Source locomns, Gain. or Loss from
sbe Dirporition of 2n Aset

paragraph (e)(3)iii)(C) 2} through {4) of
this section.

(2] Other changes in use. [Reserved)L

li} Identification of disposed ar
converted asset. A \Axpaver may use any
reasonable method thar is consistently
applied to the taxpaver's general asset
accounts for purposes of determining
the unadjusted deprecisble basiz of &
disposed or converied asset in a
transacion described in paragraph
(e)(3)(iii) {disposition ol an assetin a

-qualifyiog disposition}, [e)(3)(iv)

{vansactians subject to section
168{i}(7)). (e)3} v} (anti-abuse nlel. (g)
(assets subject to recaprure), or (R)(1)
{conversion to personal use) of this
section.

[§) Effect of odjestments on prier
dispositions. The adjusimenis 10 3
genernl asset sccount under paragraph
(el3){iii), (e)}3)iv], (e)INv). (g), or
[h)i1) of this section have ne effect on
the recognition and character of prior
dispositions subject to paragraph {e)(2)
of this section.

(k) Election—-{1} Irrevacabhle election.
1f a taxpayer makes an #lecuon uader
this pamgraph [k}, the taxpayer consents
1o, and sgrees to apply, a1l of the
provisians of this sectinn to the assets

¥ incorme Tows

®  egory T

———

{iil Formule for determining fereign
source income, gain, or loss. The
armount of prds incoms, gein, or Joss
recognized an the disposition that shall
be treated a2 foreign source income,
gain, or laic: muu.:t be delmli:u;!{ u)z(:der
the formule in this parsgraph (1{2)(1).
Forp of this formu.{: the
allowed deprecisiivn deductions are
deierminad for the applicable time
period provided in paregraph (f{(2)(i) of
this section. The Jormula is:

Aligwed Depreciation Deductions Allo-
cated and Aprnnlomd to Foreign Source
Ikowed Depeecittion De-
ducticns for the Genen! Acroun?
or for the Disposed Assot (as spplicable)

appartioned o the applicable separate
calegory or categories under the formuls

. in this paragraph ((}(3). For purposes of

this formula, the allowed deprecistion
deductions wre delermined for the
spplicable time period provided in
paragraph [f}{2)(i) of this section. The
formula is:

Aleldow.:da Depreciation Deductions AI{I__:-
cal A ios Ll t-
ias K Bowes Depoetiation b

De oo Deduc-
tinns aod Appartioned to Foreign Source
Income

included in » general astet account.
Except as provided in parsgraph

fo) 1AL (e)(3), {g). or (bi(1) of this
section, an election made under this
section is irrevocabie and will be
binding on the 1axpayer for computing
taxable incorne for the taxable year for
which the election is made and for ali
subsequent taxable years. An election
under Lhis Bmgnp {kl is made
separately by sach person owniep an
asset 1o which this section applies (for
example, by each member of a
consolidated group. at the partnership
Jevel [and not by the partner separately),
or at the $ corporation level {and notby
the sharebolder separately)).

(2) Tume for making election. The
election 1o apply this section shall be
made on lbe laxpayer's timely fileqd
(including exiensions) income 1ax

- return for the t2xable year in which the

assets included in the genera) psse!
sccount are placed in service by the
taxpaver.

{2} Manner of meking election. 1o the
year of election, & taxpayer makes the
eleclion under this sectioa by typing or
legibly printing at the top of the Form
4562, “GENERAL ASSET ACCOUNT
ELECTION MADE UNDER SECTION
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-"'- 2157 168()(4).” or Ln the mannier providad for
= on Form 4562 and its instructions. The .

PP

.nwgs additions n asset class 00.11 - vl

for Salt Lake City, Utab facility”) that 17
jdentify the assels Included In each %2 .
f.f‘gen asset acoount, that establish tb.e o
o nmdjuslod depreciable basis and . =-: s
.,.J ¢ depreciation reserve of the gamnlm 3
'3 v account, and that reflect the amount 2t @.jf_.‘,-
7 ‘realized during the taxable year upon’-#- | 3%

---* = dispositions from sech geners] agsel'«.— | 27
- 2 scogant. (But ses section 179(c and <+ o
272 §1.179=5 for the recordkeeping 7207 - ,
* requiremants fo2 isction 1?0pmpwty

E g hxgynsmdknphgrrm k]
= ily'spp totht""‘
: genornl asset accounts, I Form 4562 is *
-.-: ttw;odormumbeud.mynfumm
thuaochontothutfmmth;ﬂbemned
- tsueimcolntberevuodor -;_--;
renum'bemdfam. TR “J:;i.*;.; -
(1) Effective date, This section applies:
: todop:vdabh&uﬂsphadinm;‘
© in taxable yoats ending o0 or after}' <<
- October 11,1994, For dopnn.bk m,.
lamdin:mil:-aﬂum:mls:a, -
- -, 1986, in twable years endipg befors
- "October 11, 1994, the Interna) Revanue
'_ Smceml]n]]awmyreucnabl._i,
~ method that is consistently appliodto >
: thmxwersgenenlassamm

LT AN v' -

- "PART 602—OMB CONTROL NUMBERs
- UNOER THE PAPEHWOFIK A
REDUCTIOH ACT - . = :
Par. 4.The authonty citation for part .

/ 602 continues 1o read us fnllows e
- -'-;,': Aulhonry-ZBU.SC.?lﬂs e

) '5502.101[!-‘} {Amanded] T B
I Par, 5. Section 602.101(cl is amended .
" by nddmg the entry “1.168(i)-1....1545~
T 1331"in numoncal order to the ubl&
Camm:ssmna-ofhwnewm T '
" Approved: Scpmbus 19%4 - '
Leslie Samuely, ~
Assistant Seaztnryofﬂn Tma.m.ry L
. [FRDoc. 94-24549 Fded 10-7-4; B: a5 m’]
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