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Treasury. -, - ..
Acmhnalregulaﬁons. :

© SUMMARY: This document contains -
- amendments to final regulations on the . - -
: election'to expense certain depreciable

business assets. The final regulatians in

- this document raflect changes to the - .

AT s e e
Sk atEs R ¥ i

applicable tax law that were made by

i the Revenue Reconciliation. Act of 1990.
! the Technical.and Miscellaneous

. Revenue Act of 1988, and the Tax

" Reform Act of 1988, The regulations

provide the public with the guidance
needed when making an election to

 expense certain depmabla business -

assets, - : 30

'EFFECTIVE DA‘I’E.'The provxsions of these

regulations are effective January 25,
1993, See ‘‘SUPPLEMENTARY - . .

- INFORMATION” for further details...

-FOR FURTHER INFORMATION CONTACT: -
- Winston H. Douglas. 202—-622—31‘10 (not

§ a tollfree number) g

t
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707(c), the final regulations provide that
the net income of an S corporation is
determined without deducting .
compensation peid o an § corporatmn s
shareholder-employees

Taxable Income—Deducﬁons and "
-"Losses Coe
For.purposes of the taxable income - -
limitation of section 179(b}{3).0f the ~
Code, proposed § 1.179--2{c){4) provides
that the aggregate amount of taxable
income derived from the sctive conduct’
by an individual of eny trade or. ,
business is computed by s aling ﬂ:\e L
net income-{or loss) froma y
trades or businesses acﬁvaly mnduded
by the individual during the.taxable . -
year. For calculating taxable income -
under section 179, a commentator-
requested clarification on whether an.
individual taxpayer should include the’
-amount of suspended deductions {e.g., a-
deduction suspended under section
704(d)). The finel regulations clarify
that, in computing taxable income for - -
_ .section 179 purposes, deductions '
nded under any section of the -
. Code are'not-taken.into account unul
the year in whxch the deducnons are
- allowed.

" Active Conduct of a mde or Busmess '

- Proposed §1.179-2(c)(5) provides !hat
the purpose of the active conduct -
requirement is to prevent a passive

- investor in a trade or business from
deducting section 179 expenses against:
taxable income derived from that. trade
or business. Commentators stated that
the section should state'more.-. -
specifically in the regulations that the
terms “*active’ and *passive” do not ..

have the same meaning as in section 489
of the Code and the regulations - .- -
thersunder. The definition of the activa~
conduct standard under section 179 is.a
different standard than the material
participation 'standerd under section"
469; however, it was not deemed
necessary to modify the regulaticma to
so state specifically. .

Unreimbursed Emp}oyee Business
Expenses

A commentator requested that the .~
final regulations should state how-
unreimbursed e ee business ,
expenses are hamf eady when computing
the taxable incorme limitation. Proposed
§1.179-2(c)({5)(iv) provides that wages,
salaries, tips, and other compensation. .
derived by taxpayers in the active- . .
conduct of the trade or business of their
employment are included in the
sggregate amount of taxable income:
The final regulations clarify that
unreimburséd employee business -
2xpenses, incurred by the taxpayer as an

employee, are not included in the
calculation of taxable incoms,

Carryover of Disallowed Deducti on—
Transfer at Death .

‘A commentator requested that the .

.- -final regulations specifically address the
- question of whether the desth of a

- partner or en S corporation shareholder.
“is considered a chsposmon that wou]d
allow the.use of a partner’s oran S
corporation shareholder's outstanding
carryover of disallowed deduction by a

 transferee (e.g., the estate of the
ta:gmger)
. nder proposed § 1.179-36) 1),

taxpayer who transfers section 179
property for which a carryover of

" disallowed dsduction is outstanding

must increase the basis of the property

‘- by the amount of any carryover for that

property immediately before the . . |
. transfer; A _similar rule under proposed
§1.179-3(h)(2) applies to transfers of a

" partner's interest in a partnership, if a-

carryover of disallowed deduction of
section 179 expenses allocated from the .
partnership is outstanding. The rules .
" with respect to S corporation
'shareholders are similar to those ~°
applicable to partners. Under the
proposed regulations, the carryover of

- disallowed deduction is not available as

a deduction to the tmnsferee of secuon

"179 property.

In response to this commem the final
regulations clarify that the principles,
set forth in proposed §1.179-3(f}{1) and

. §1. 179—3(1:)(2). apply to transfers &t

death.

- Thus, upon the desth of a taxpayer,
the transferee (e.g., the estate of the
taxpayer} is not permitted to succeed to

the taxpayer’s carryovar of dxsallowed

- deduction.

Carryover of Disallowed Deducaon—
Section 381 Transaction .

“ Proposed §.1.179-3(f)(1) prtmdas
that, if property is transferred in a
nonrecognition transaction, the
transferee of section 179 property is not

. permitted to succeed to the transferor’s
- ‘carryover of disallowed deduction with
- - respect'to the property. A commentator
- asked how this rule relates to
" transactions described in section 381 of

the Code. Section 381 provides rules
allowing for the preservation of certain
ta.x sttributes by the acquiring .
xg:oranon if the assets of the t.ransfaror
istributing corporation are acquired
by the acquirmg corporstion in a
nonrecognition transaction descibed in
section 381{a). The final regulations
retain the rule that, in a nonrecognition
transaction, such as one described in

- section 381(e}, the transferee (i.e., the

acquiring corporzatian) is not perrmitted

. effective January 25, 1993, a taxpay

1986, the T

'

-through 1.178-5-to

to succeed to the transferor’s carryover
of disallowed deduction with respect to
the property.

Dates .

. Although these regulations are .-
er .
may-apply the provisions of §§ 1.179-1
Eerpeny placed-in

service after December 31, 1988, in

*  taxable years ending on or befom

January 25, 1993. Otherwise, for
property placed in service after

. December 31, 1986, in taxable years

ending an or before January 25, 1983,
the final regulations under section 179
as i:agﬁect for the yealr the propurt

laced in service apply, except to
Extent modified by the changes made to
section 179 b the Tax Reform Act of
ical and Miscellaneous -
Revenue-Act-of 1988, and the Revenue

. .Reconciliation Act of 1990. For that .

property, a taxpayer may apply any

" reasoriable method that clearly refiects .

. income in applyt

G
‘.';f

g the changes to -
section 178, provided the taxp

-consistently applias the methoc{ to the '
. .. property. -

Special Analyses
. It has been determined that 1hese

- rules are not major rules as defined in

Executive Order 12291. Thersfore, 8

.-Regulatory Impact Analysis isnot =~ »

. that section 553(b) of the Administrative

required. It has also been detsrmined

Procedure Act (5 U.S.C. chapter 5) and '
the Regulatory Flexibility Act (5 U.S.C. }

chapter 6) do not apply to these
regulations, and, therefore, an initial

Regulatory Flexibility Analysis is not .
required. Pursuant to section 7805(f) of :
the Code, these regula:ions were

submitted to.the Chie’ Counse] for

Advocacy of the Sme . Susiness
‘Administration for corament on their

impact on smell businesses.

Drafting Information
The principal author of these

regulanons is Winston H. Douglas of the

Office of Assistant Chief Counsel.
{Passthroughs and Special Industries),

- Internal Revenue Service. However,
. personnel from other offices of the

Internal Revenue Servics and Treasury

Department participated in developing

the regulations, both on matters of

substance and style..

List of Subjects )

26 CFR 1.161-1 Through 1. 194—4
Income taxes, Reporting and’

recordkeeping requirements.

26 CFR Part 602
Reporting and recardkeepmg
requirements.
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section 179 is determined without any

proration based on— -
{i) The period of time the section 179

property has been in service during the

taxable year; or
(ii) The length of the taxable year in -

which the property is placed in service. -

(2) Example. The following example

{llustrates the provxsmns of paragraph
{c)(1) of this section. . - .

Examp]e Qn December 1, 1991, X, a -

calendar-year corporanon purchases and’
places in service section 179 property costmg
520,000. For the taxable year ending -
December 31, 1991, X may elect to claima
section 179 expense deduction on the..
property (subject to the limitations imposed -
under section 179(b)) without proration of its
cast for the number of days in 1991 during
which the property was in service.

{d) Partial business use—(l) In~
general. If a taxpayer uses section 179 °
property for trade or business as well as
other purposes, the portion of the cost
of the property attributable to the trade

or business use is eligible for expensmg :

under section 179 provided that more
than 50 percent of the property’s use in
the taxable year is for trade or busmess
purposes. The limitations of - -
section179(b) and §1.179-2 are apphed
to the portion of the cost atmbutable to
the trade or business-use: =

{2) Example. The followmg example
illustrates the provisions of paragraph
{(d)(1) of this sectioni.”

Examp]e A purchases secnon 179 property
costing $10,000 ir 1991 for which 80 percent
of its use will be in A’s trade or business. The
cost of the property adjusted to reflect the
business use of the properiy is $8,000 (80
percent x $10,000). Thus, A may elect to
expense up to $8,000 of the cost of the - -
property {subject to the limitations lmposed
under section 179(b} and §1. 179—-2) )

(3) Additional rules that may apply.1f
a section 179 election is made for = .
“listed property” within the meaning of

- section 280F(d)(4) and there is personal .
use of the property, section 280F(d}{1), -
which provides rules that coordinate’
section 179 with the section 280F
limitation on the amount of
deprecxanon may apply. If section 179
property is no longer predominantly. -
used in the taxpayer’s trade or busmess,
naragraphs {e} (1) through (4) of this
section, relating to recapture of the
section 179 deduction, ma{ apply.

-{e)* * (1) In geneml f a taxpayer's
section-179 property is not used
predominantly in a trade or business of
the taxpayer at any time before the end
of the property’s recovery period, the
taxpayer must recapture in the-taxable
year in which the section. 179 property

. is not used predominantly.in a trade or
business any benefit derived from
expensing such property.* * *

(30

However, see section 280F(d){1) relating
to the coordination of section 178 with
the limitation on the amount of
depreciation for luxury sutomobiles and
where certain property is used for
personal ; purposes. If the recapture rules .
of both section 280F(b)(2) and this )
paragraph (e)(1) epply to an item of
section 179 property, the amount of .
recapture for such property shall bé-
determined only under the ru}es of
sec:tmn 280F(b)(2)

- * - . . L ] s

{4) Carryover of disaHowed deduction..

' See §1.179=3 for rules on applying the

- recapture provisions of this paragraph -
{e) when a taxpayer has a caryover of
disallowed deduction. - - -

(5} Example. The following example »

* illustrates the provisions of paragraphs-

{e){(1)] through (e}{4) of this section.

Example. A, a»calendar—year taxpayer,
purchases and places in service on January
1, 1991, section 179 property. costing -
$15,000. The property is 5-year property for
section 168 purposes and is the only item of
depreciable property placed in service by A
during 1991. A properly elects to expense -
$10,000 of the cost and elects under.section |
168(b)(5) to depreciate the remaining cost. °
under the straight-line method. On }anuary 1,
1992, A converts the property from use in' A's
business to use for the production of incorse,
and A uses the property in the latter mpamty
for the entire year. A elects to itemize
'deductions for 1992. Because the property .
was not predominantly used in A's trade or -
business in 1992, A must recapture’any -
benefit derived from expensing the property
under section 179. Had A not elected to
expense the $10,000 in 1991, A would have
been entitled to deduct, under section 168,
10 percent of the $10,000 in 1991, and 20
percent of the $10,000 in 1992. Therefore, A -
must include $7,000 in ordinary income for .
the 1992 taxable year, the excess of $10,000
(the section 179 expense amount) over $3, 000
rcent of $10,000).

(fi* * * {1} Ingeneral. A taxpayer
who elects ta expense under section 179
must reduce the depreciable basis of the
section 179 property by the amount of
the section 178 expense deduction.

(2) * * * This reduction must be- -
made in the basis of partnership or S
corporation property even if the
limitations of section 179(b) and
§1.179-2 prevent a partnerin a
partnership or a shareholder inan S
corporation from deducting all or a
portion of the amount of the section 179

- expense allocated by the partnership or

S corporation. See § 1.179-3 for rules on
applying the basis provisions of this -
paragraph (f) when a person hasa
carryover of disallowed deduction.

(3} * * * Accordingly, the ‘
partnership or S corporation maey claim
a depreciation deduction under section
168 or a section 38 credit (if available).
with respect to any depreciable basis

resulting from the trust or estate’s -
inebility to claim its allocable portion of
the section 179 expense. *

- x - e CRSE

{h) Partnerships and S com'omtzons-
(1) In general: In the case of property
purchased and placed in service by a,

* partnership or an § corporation, the

determination of whether the property
is section 179 property is made at the
partnership or S corporation level. The
election to expenss the cost of section
179 property is made by the partnership
or the S corporation. See sections
703(b), 1363{(c), 6221, 6231(5)(3) 6241,
and 6245. ‘

(2) Example The fo]lomng example
illustrates the provisions of paragraph
(h}(1) of this section... . ..

Example. A owas certain residential rental -

- property as an investment. A and others farm

ABC partnership whose function is to rent
and manage such property. A and ABC

. partnership file their income tax returns on« <

a calendar-year basis. In 1991, ABC
partnership purchases and places in service

»  office furniture costing $20,000 to be used in
. - the active conduct of ABC's business.

.. Although the office furniture is used wx{b -
" respect to'an investment activity of A, the -

" furniture is being used in the active conduct

of ABC's trade or business. Therefore,
because the determination of whether
property is section 179 property is made at
the partnership level, the office furniture is
section 179 property and ABC may elect to
expense a pomon of its cost under section
1 79

(]) x= » = o
(2) Noncomomte lessor. In
- determining the class of taxpayers (other
than an estate or trust) for which section
179'is applicable, section 129(d)(5)

. provides that if a taxpayer isa

noncorporate lessor (i.e., 8 person who
is not a corporation and is a lessor), tha
taxpayer shall not be entitled to claim

a section 179 expense for section 179
property purchased and leased by ths
taxpayer unless the taxpayer has -
satisfied all of the requirements of -
section 179(d}(5) (A) or (B).

- (j) Application of sections 263 and
263A. Under section 263(a)(1)(G),
expenditures for which a deduction is
allowed under section 179 and this
section are excluded from capitalization
under section 263(a). Under this
paragraph (j), amounts allowed as a
deduction under section 179 and this
‘section are excluded from the
application of the uniform cspnahzauon
rules of section 263A. 4

* t 4 [ »
-.Par. 4. Sectzon 1. 179—2 is rev1sed to
read as follows:
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Example. Mr. and Mrs. D, both calendar-
year taxpayers, {ile separate incorne tax
returns for 1991, During 1991, Mr. D places
$195,000 of section 179 property in service.
and Mrs. D places $9,000 of section 179
property in service. Neither of them elects a
percentage under paragraph {b){6}{i} of this
section. The 1991 dollar limitation for both
Mr. D and Mrs. D is determined by
* multiplying by 50 percent the dollar -
limitation that would apply had they filed a
joint income tax return. Had Mr. and Mrs. D
filed a joint return for 1991, the dollar
limitation would have been $6,000, $10,000
reduced by the excess section 179 property
they placed in service during 1991 {3195,000
placed in service by Mr. D plus $9,000 placed
in service by Mrs. D less $200,000, or -
$4,000). Thus, the 1991 dollar limitation for
Mr. and Mrs. D is $3,000 each (36,000
multiplied by 50 percent). .

(7) Component members of a
controlled group—(i) In general.
Component members of a controlled
group (as defined in §1.179—4(f}) on
December 31 eare treatsd as one taxpayer
in applying the dollar limitation of .
sections 179(b] (1) and (2) and this
paragraph (b). The expense deduction -
may be taken by any one component
member or allocated (for the taxable
year of each member that includes that
December 31) among the several

members in any manner. Any allocation .

of the expense deduction must be
pursuant to an.allocation by the ~ -+ -
common parent corporation ifa - -
copsolidated return is filed forall - -~ -+ ~
component members:of the group, or in’
accordance with an ggreement entered
_into by the members of the group if -
separate returns arefiled. If a )
-consolidated return is filed by some - - -
component members of the group and .
separate returns are filed by other
component members, the common
parent of the group filing the .
consolidated return must enter into an -
agreement with those members that do
not join in filing the consolidated return
allocating the amount between the ’
group filing the consoclidated return and -
the other component members of the =
controlled group that do not join in
filing the consolidated return. The
smount of the expense allocated to any
component member, however, may not
exceed the cost of section 179 property
actually purchased and placed in
service by the member in the taxable
year. If the component members have
different taxable years, the term “"taxabie
year” in sections 179(b) (1) and (2)
means the taxable year of the member
whose taxable year begins on the-
earliest date, - -
{ii} Statement to be filed. If a
consolidated return is filed, the
common parent corporation must file a
separate statement attached to the

income tax return on which the election
-is made to claim an expense deduction
under section 179, See § 1.179-5. If
separate returns are filed by some or all
component members of the group, each
compenent member not included in a
consolidated return must file & separste
statement attached to the income tax
roturn on which an election is made to
claim a-deduction under section 179. -
The statement must include the name,
address, employer identification ’
number, and the texable year of each

- component member of the controlled

- group, a copy of the allocation
_agreement signed by persons duly
‘suthorized to act on behalf of the -
component members, and a description
of the manner in which the deduction
under section 179 has been divided -
‘among the component members.

-(iii) Revocation. If a consolidated
return is filed for all component
members of the group, an allocation
among such members of the expense
deduction under section 179 may not be
revoked after the due date of the return .
{including extensions of titne) of the -
common parent corporation for the -

" taxable year for which an election to-

take an expense deduction is msde. If
some or all of the component members
of the controlled group file separate .

. returns for taxable years includinga. .. ...
particular December 31 for which.an-

election to take the expense deduction
is made,.the allocation as to all members
of the group may not be revoked sfter -
the due date of the return (including - .

_extensions of time) of the camponent. - -

member of the controlled group whosa

taxable year that includes such

December 31 ends on the latest date.
{c).Taxable income limitation~{1) In

.. general, The aggregate cost of section

179 property elected to be expensed
under section 179 that may be deducted.
for any taxable year may not exceed the
aggregate amount of taxable income of

thg_tgxpé?'ar for such taxable year that .

is derived from the active conduct by
the taxpayer of any trade or business
during the taxable year. For purposes of
section 179(b}(3) end this paregraph (c),
the aggregate amount of taxable income
derived from the active conduct by an
individuel, a ?armership. oran S
corporation of any trade or business is
computed by aggregating the net income
(or loss) from all of the trades or
businesses actively conducted by the
individual, partnership, or §
corporation during the taxable year.
ltems of income that are derived from
the active conduct of a trade or business
include'section 1231 gains (or losses)
from the trade or business and interest
from working capital of the trade or

" business. Taxable income derived from

- AB's taxable year endi
- AB has taxable income from the active

the active conduct of a trade or business
is computed without regard te the -
deduction allowable under ssction 179,

- any section 164(f) deduction, any net

operating loss carryback or
carryforward, and deductions’
suspended under any section of the
Code. See paragraph (c)(6) of this
section for rules on determining
whether a taxpayer is engaged in the
active conduct of a trade or business for
this purpose. )
{2} Application to partnerships and
partners—{i} In general. The taxable
income limitation of this paragraph (c}
applies to the partnership as well as to

" each partner, Thus, the partnership may

not allocate to its partners a< a section
179 expense deduction for any taxable
year more than the partnership’s taxable

" income limitation for that taxable year,

and a partner may not deduct as a
section 179 expense deduction for any
taxable year more than the partner's -
taxable income limitation for that
taxable year. : : .

{ii} Taxable year. If the taxable year of
a partner and the partnership do not
coincide, then forpurposes of section
179, the amount of the partnership’s

N

‘taxable income sttributable 1o a partner

for a taxable year is determined under
section 706 and the regulations-

- thereunder {genserally the partner's

distributive share of partnership taxable
income for the partnership year that
ends with or within the partner's

taxable year). .
{iii) Example. The following example

jllustrates the provisions of paragraph

{c)(2)(ii) of this section.

Example. AB partnership has a taxable

year ending January 31. A, a partner of AB,
has a taxable yesr ending December 31. Far
January 31, 1992,

conduct of its trade or business of $100,000,
$90,000 of which was earned during 1991.
Under section 706 and § 1.706~1(a)(1). A
includes A's entire share of pertpership
taxable income in computing A's taxable
income limitation for A’s taxable year ending
December 31, 1992. v

{iv) Taxable income of a partnership.
The taxable income (or loss) derived
from the active conduct by a partnership
of any trade or business is computed by
aggregating the net income {or loss) from
all of the trades or businesses sctively
conducted by the partnership during the
taxable yesr. The net income {or loss)
from a trade or business actively
conducted by the partnership is
determined by taking into account the
aggregate amount of the partnership’s
iterns described in section 702(a} (other
than credits, tax-exempt income, and
gusranteed psyments undar section
707(c)) derived from that trade or
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Example. A owns a salon as a sole
proprietorship and employs B to operate it.
A periodically meets with B to review
developments relating to the business. A also
approves the salon’s annual budget that is
prepared by B. B performs all the necessary
operating functions, including hiring .
beauticians, acquiring the necessary beauty
supplies, and writing the checks to pay all
bills and the beauticians’ salaries. In 1991, B
purchased, as provided for in the salon’s
annual budget. equipment costing $9,500 for;
use in the active conduct of the salon. Thers
were no other purchases of section 179 )
property during 1991, A’s net income from
the salon, befors any section 179 deduction,
totaled $8.000. A also is a partner in PRS,a - -
calendar-year partnership, whichownsa -
grocery store. C, a partner in PRS, runs the
grocery store for the partnership, making all.
the management and operating decisions,
PRS did not purchase any section 179 °
property during 1991, A's allocable share of
partnership net income was $6,000. Based on
the facts and circumstances, A meaningfully
participates in the management of the salon.
However, A does not meaningfully-
participate in the management or operations
of the trade or business of PRS. Under section
179(b}(3)(A) and this paragraph (c), A's
aggregate taxable income derived froro the
active conduct by A of any trede or business
is $8,000, the net incomne from the salon. -

{(iv) Employees. For purposes of this
section, employees are considered to be
engaged in the active conduct of the
. ‘trade or business of their employment.

"‘Thus, wages, salaries, tips, and other
compensation (not reduced by
unreimbursed employee business
expenses) derived by a taxpayer as an
employee are included in the aggregate
amount of taxable income of the .
taxpayer under paragraph (c)(1) of this
section. :

(7} Joint returns—{i) In general. The
taxable income limitation of this
paragraph (c) is applied to a husband
and wife who file a joint income tax |
return under section 6013(a) by. -
aggregating the taxable income of each
spouse (as determined under paragraph
{c)(1) of this section).

(ii) Joint returns filed after separate
returns. In the case of a husband and
wife who elect under section 6013(b} to
file a joint income tax return for a
taxable year after the time prescribed by
- law for filing the return for such taxable
year, the taxable income limitation of
this paragraph (c) for the taxable year for
which the joint return is filed is '
determined under paragraph (c)(7)(i) of
this section. ’

(8) Married individuals filin
separately, In the case of an individual
who is married but files a separate tax
return for a taxable year, the taxable
income limitation for that individual is
determined under paragraph (c)(1) of
this section by treating the husband and

wife as separate taxpayers.

. property purchased in 1991.

(d) Examples. The fgﬂowing ax_amples deductible under section 178(e) for 1881

illustrate the provisions of paragraphs
(b} and (c) of this section.

Example 1. (i) During 1891, PRS, a -
calendar-year partnership, purchases end
places in service $50,000 of section 179
property. The taxable incoms of PRS derived
from the active conduct of all its trades or
businesses {as determined under paregraph’
{c}(1) of this section) is $8,000.

(ii) Under the dollar limitation of

. paragraph (b} of this section, PRS may elect
. to expense $10,000 of the cost of section 179

property purchased in 1991, Assums PRS-
elects under section 178(c) and § 1.179-5 to
expense $10,000 of the cost of section 179

gbsent the taxable income limitation.

Par. 5. Sections 1.175-3, 1.179-4, ana

1.179-5 are redesignated as §§ 1.178-4,

1.179-5, and 1.179-6, respectively, and

new §1.179-3 isadded toreadas .
follows: - o

§1.179-3 Carryover of disallowed
deduction.

(2) In general. Under section -
179(b)(3)(B), & taxpayer may carry

forward for an unlimited number of
years the amount of any cost of section

179 property elected to be expensed in

"~ a'taxable year but disallowed asa " -

{iii) Under the taxable income limitation of . deduction in that taxable year because

paragraph (c) of this section, PRS may
allocate to its partners as a deduction only -
$8,000 of the cost of section 179 property in

of the taxable income limitation of

section 178(b)}{(3){A) and § 1.179-2(c)
(“carryover of disallowed deduction™).

1991, Under section 179(b)(3)(B) and § 1:178— This carryover of disallowed deduction

3(a), PRS may carry forward the remaining
$2,000 it elected to expense, which would
have besn deductible under ssction 179(s) for
1991 absent the taxable income limitation.

" Example 2. (i) The facts are the same as in
Example 1, except that on December 31, -
1991, PRS allocates to A, a calendar-year
taxpayer and a partner in PRS, $7,000 of
section 178 expenses and 32,000 of taxable
income. A was engaged in the active conduct

" of a trade or business of PRS during 1991.

(i1) In addition to being & partper in PRS, -
A conducts a business as a sole proprietor.
During-1991, A purchases and places in
service $201,000 of section 179 property in
connection with the sole proprietorship. A’s
1991 taxable income derived from the active
conduct of this business is $6,000.

(iii) Under the dollar limitstion, A may
elect to expense only $9,000 of the cost of
section 179 property purchased in 1991, the
$10,000 limit reduced by $1,000 {the amount
by which the cost of section 179 property
placed in service during 1991 ($201,000)
exceeds $200,000). Under paragraph (b)(3)(i)
of this section, the $7,000 of section 179

- expenses allocated from PRS is subject to the

$9,000 limit. Assume that A elects to expense
$2.000 of the cost of section 179 property
purchased by A's sole proprietorship in 1991.
Thus, A has elected to expense under section
178 an amount equal.to the dollar limitation

. for 1991 {52,000 elected to be expensed by

A’s sole propristorship plus $7,000, the
amount of PRS's section 179 expenses
allocated to A in 1991).

(iv) Under the taxable income limitation, A

" may only deduct $8,000 of the cost of section

179 property elected to be expensed in 1991,
the aggregate taxable income derived from
the active conduct of A’s trades or businesses
in 1991 ($2.000 from PRS and $6,000 from
A’s sole proprietorship). The entire $2,000 of
taxable income allocated from PRS is
included by A as taxable income derived
from the active conduct by A of a trade or
business becauss it was derived from the
active conduct of a trade or business by PRS
and A was engaged in the active conduct of
a trade or business of PRS during 1991.

Under section 176(b){3)(B) and § 1.179-3(a}, -

A may carry forward the remaining $1,000 A
elected to expense, which would have been

. lessér of—

may be deducted under section 179(a)

and §1.179-1(a) in a future taxable year

as provided in paragraph’(b) of this
section. ' :

(b) Deduction of carryover of
disallowed deduction—(1) In general.

. i

The amount allowable as a deduction

under section 179(e) and § 1.179-1{a) -
for any taxable year is increased by the

" {i) The aggregate amount disall'ov;red

.under section.179(b)(3}(A) and § 1.175—

2(c) for all prior taxable years (to the.

extent not previously allowed as a “

deduction by reason of this section); or
{ii) The amount of any unused section
179 expense allowance for the taxable
year (as described in paragraph (c) of
this section). - B
(2) Cross references. See paragreph {f)
of this'section for rules that apply when
a taxpayer disposes of or otherwise
transfers section 179 property for which
a carryover of disallowed deduction is
outstanding. See paragraph (g} of this
section for special rules that epply to
partnerships and S corparations and
peragraph (h) of this section for special

- rules that apply to partners and S

corporation shareholders.

(c) Unused section 179 expense
allowance. The amount of any unused
section 179 expense allowance for a
taxable year equals the excess (if any)
of—

(1) The maximum cost of section 179
property that the taxpayer may deduct
under section 179 and § 1.179~1 for the
taxable year after applying the
limitations of section 179(b) and

§1.179-2; over .
(2) The amount of section 179

property that the taxpayer actually
elected to expense under section 179
and § 1.179-1(a) for the taxable year.

{(d) Example. The following example
illustrates the provisions of paragraphs
(b) and (c) of this section.
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' 'I’herefore' G may deduct during 1991 Dnly
$2,500 of the $10,000 of section 179
expenses. G notes on the appropriats books
and records that G expenses the $2,500 of
section 179 expenses allocated from GD and
carries- forward the $7,500 of section 179

. expenses with respect to the-office
equipment purchased by G ) soTe
propristorship:

(iv) On January 1, 1992 G sells tha office
squipment G's sole propristorship purchesed
and placed in service in 1961, Under
_parzgraph (f) of this section, immediately- .
before the sale G increases the adjusted basis
of the office equipment by $7,500, the
amount of the outstanding carryover of
disallowed deduction with respect to the
ofﬁw equipment. .

.+ Example 2. (1} Assume the sams facts as in

Example 1, except that G notes on the
appropriate books and records that G
" expenses $2,500 of section 179 expenses
relating to G's sole proprietorship and carries
forward the remaining $5,000 of section 179-
expenses relating to G's sole proprietorship
and $2,500 of section 179 expenses allocated
from GD." - .

(ii} On January 1, 1992, G sells G's
parmership interest to A. Under parsgraph -
(h)(2) of this section, immediately before the
sale G Increases the adjusted basis of G's
partnership interest by 52,500, the amount of .
the outstanding carryover of disallowed
deduction with respect to the partnershxp
interest. :

Pat. 6. Newly desxgnated section
1.179—4 is amended ss follows:

1 The introductory text and .

gﬂph (a) are revised.
aragraph (b) is removed and
paragraphs {c) through {g) are
redesignated as paragraphs (b) through
(ﬂ. re ectively. :
e revised provisidn reads as
follows’

§1.175-4 . Definitions.

» The following definitions apply for

purposes of section 179 and §§ 1.179-1
ugh 1.179-6:

(a) Section 178 property. The term
“section 179 property’’ means any
tangible property described in section
179(d)(1) that is acquined by purchase
for use in the active conduct of the
taxpeyer's trade or business (as
described in § 1.179-2(c)(6)}. For
purpaoses of this paragraph (a), the term
“trade or business” has the same - -
meaning as in section 162 and the ’
regulations thereunder.

- - * - ”

Par. 7. Newly designated § 1.179-5 is
amended by adding a sentence
immediately after the first sentence of
paragraph (a) conclud.ng text to read as

oHows

§1.179-5 Time and manner of mnklng
ejection.

(&) e N
L] L ] ' L] » -

" ‘'section 179 by the Tax Ref

Shirley D. Peterson, | ‘. . Lt
Commissioner ofIntex al Revenue.
Approved: November 20,1882,
Alan ]. Wilenaky,
Deputy Assistant Secretary of the Tmasuzy
allocated from a partnership (0ren S (FR Doc. 92-30942 Flled 12-23-92 8:45 am)]
corporation) as one item of section 179 g\ 1ug cope ad0-0t-at
property. * * * ‘ . C e s Ce
L] *' t ] * E ] i
Par, 8. Newly designated §1.175—86 is
revised to read as follows:

§1.179-5 Efective date.

* * * However, for this purpose a
partner {(or an § corporstion
sharsholder) treats partnership {or 8
corporstion] section 179 property for
" which section 179 expenses are

- The provisions of §§ 1.176—1 through |
I
l

1.179-5 are effective for property placed
in service in taxable years ending after
January 25, 1993. However, a taxpayer
may apply the provisions of §§ 1.179-1
through 1.179-5 to property placed in
service after December 31, 1986, in

- taxable years ending on or before
January 25, 1993. Otherwise, for
property placed in service after
December 31, 1886, in taxable years
ending on or before January 25, 1893,
the final regulations under section 179
as in effect for the year the property was °
placed in service apply, except to the
extent modified by the changes made to
Actof
1986, the Technical and Miscellaneous -
Revenue Act of 1988, and the Revenue
Reconciliation Act of 1990, For that
property, a taxpayer may apply any -,
reasonable method that clearly reflects !

* income in applying the changes to N,

section 178, provided the taxpayer =~ |
consistently apphes t.ha method to the }

property. :
PART 602—OMB CONTROL NUMBERS

UNDER THE PAPERWORK
REDUCTION ACT

"Par. 9. The authority citation for part
602 continues to read as follows: ~

Authaority: 26 U.S.C. 78085.

_ Par. 10, Section 602.101(c) is
amended by removing the entries for

T *§1.179-2" and “§1.179-4" in the table

and by adding the following entries to

the table:
§602.101 OMSB Control Numbers.
» ] ® » L 4
(C)‘ * s »
CFR pant or saction whers ident- Current OMB
fied and cescribed contol No.

- - - - - i
1.178-2 15451201 |
1.176-3 15451201
4 179-8 15450172




