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two or more assets in a single account. 
Assets may be grouped in an account in 
a variety of ways. For example, assets 
similar in kind with approximately the 
same useful lives may be grouped to-
gether. Such an account is commonly 
known as a group account. Another ap-
propriate grouping might consist of as-
sets segregated according to use with-
out regard to useful life, for example, 
machinery and equipment, furniture 
and fixtures, or transportation equip-
ment. Such an account is commonly 
known as a classified account. A broad-
er grouping, where assets are included 
in the same account regardless of their 
character or useful lives, is commonly 
referred to as a composite account. For 
example, all the assets used in a busi-
ness may be included in a single ac-
count. Group, classified, or composite 
accounts may be further broken down 
on the basis of location, dates of acqui-
sition, cost, character, use, etc. 

(b) When group, classified, or com-
posite accounts are used with average 
useful lives and a normal retirement 
occurs, the full cost or other basis of 
the asset retired, unadjusted for depre-
ciation or salvage, shall be removed 
from the asset account and shall be 
charged to the depreciation reserve. 
Amounts representing salvage ordi-
narily are credited to the depreciation 
reserve. Where an asset is disposed of 
for reasons other than normal retire-
ment, the full cost or other basis of the 
asset shall be removed from the asset 
account, and the depreciation reserve 
shall be charged with the depreciation 
applicable to the retired asset. For 
rules with respect to losses on normal 
retirements, see § 1.167 (a)–8. 

(c) A taxpayer may establish as many 
accounts for depreciable property as he 
desires. Depreciation allowances shall 
be computed separately for each ac-
count. Such depreciation preferably 
should be recorded in a depreciation re-
serve account; however, in appropriate 
cases it may be recorded directly in the 
asset account. Where depreciation re-
serves are maintained, a separate re-
serve account shall be maintained for 
each asset account. The regular books 
of account or permanent auxiliary 
records shall show for each account the 
basis of the property, including adjust-
ments necessary to conform to the re-

quirements of section 1016 and other 
provisions of law relating to adjust-
ments to basis, and the depreciation al-
lowances for tax purposes. In the event 
that reserves for book purposes do not 
correspond with reserves maintained 
for tax purposes, permanent auxiliary 
records shall be maintained with the 
regular books of accounts reconciling 
the differences in depreciation for tax 
and book purposes because of different 
methods of depreciation, bases, rates, 
salvage, or other factors. Depreciation 
schedules filed with the income tax re-
turn shall show the accumulated re-
serves computed in accordance with 
the allowances for income tax pur-
poses. 

(d) In classified or composite ac-
counts, the average useful life and rate 
shall be redetermined whenever addi-
tions, retirements, or replacements 
substantially alter the relative propor-
tion of types of assets in the accounts. 
See example (2) in paragraph (b) of 
§ 1.167(b)–1 for method of determining 
the depreciation rate for a classified or 
composite account.

§ 1.167(a)–8 Retirements. 
(a) Gains and losses on retirements. For 

the purposes of this section the term 
‘‘retirement’’ means the permanent 
withdrawal of depreciable property 
from use in the trade or business or in 
the production of income. The with-
drawal may be made in one of several 
ways. For example, the withdrawal 
may be made by selling or exchanging 
the asset, or by actual abandonment. 
In addition, the asset may be with-
drawn from such productive use with-
out disposition as, for example, by 
being placed in a supplies or scrap ac-
count. The tax consequences of a re-
tirement depend upon the form of the 
transaction, the reason therefor, the 
timing of the retirement, the esti-
mated useful life used in computing de-
preciation, and whether the asset is ac-
counted for in a separate or multiple 
asset account. Upon the retirement of 
assets, the rules in this section apply 
in determining whether gain or loss 
will be recognized, the amount of such 
gain or loss, and the basis for deter-
mining gain or loss: 

(1) Where an asset is retired by sale 
at arm’s length, recognition of gain or 
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loss will be subject to the provisions of 
sections 1002, 1231, and other applicable 
provisions of law. 

(2) Where an asset is retired by ex-
change, the recognition of gain or loss 
will be subject to the provisions of sec-
tions 1002, 1031, 1231, and other applica-
ble provisions of law. 

(3) Where an asset is permanently re-
tired from use in the trade or business 
or in the production of income but is 
not disposed of by the taxpayer or 
physically abandoned (as, for example, 
when the asset is transferred to a sup-
plies or scrap account), gain will not be 
recognized. In such a case loss will be 
recognized measured by the excess of 
the adjusted basis of the asset at the 
time of retirement over the estimated 
salvage value or over the fair market 
value at the time of such retirement if 
greater, but only if— 

(i) The retirement is an abnormal re-
tirement, or 

(ii) The retirement is a normal re-
tirement from a single asset account 
(but see paragraph (d) of this section 
for special rule for item accounts), or 

(iii) The retirement is a normal re-
tirement from a multiple asset account 
in which the depreciation rate was 
based on the maximum expected life of 
the longest lived asset contained in the 
account. 

(4) Where an asset is retired by ac-
tual physical abandonment (as, for ex-
ample, in the case of a building con-
demned as unfit for further occupancy 
or other use), loss will be recognized 
measured by the amount of the ad-
justed basis of the asset abandoned at 
the time of such abandonment. In order 
to qualify for the recognition of loss 
from physical abandonment, the intent 
of the taxpayer must be irrevocably to 
discard the asset so that it will neither 
be used again by him nor retrieved by 
him for sale, exchange, or other dis-
position. 
Experience with assets which have at-
tained an exceptional or unusual age 
shall, with respect to similar assets, be 
disregarded in determining the max-
imum expected useful life of the long-
est lived asset in a multiple asset ac-
count. For example, if a manufacturer 
establishes a proper multiple asset ac-
count for 50 assets which are expected 
to have an average life of 30 years but 

which will remain useful to him for 
varying periods between 20 and 40 
years, the maximum expected useful 
life will be 40 years, even though an oc-
casional asset of this kind may last 60 
years. 

(b) Definition of normal and abnormal 
retirements. For the purpose of this sec-
tion the determination of whether a re-
tirement is normal or abnormal shall 
be made in the light of all the facts and 
circumstances. In general, a retirement 
shall be considered a normal retire-
ment unless the taxpayer can show 
that the withdrawal of the asset was 
due to a cause not contemplated in set-
ting the applicable depreciation rate. 
For example, a retirement is consid-
ered normal if made within the range 
of years taken into consideration in 
fixing the depreciation rate and if the 
asset has reached a condition at which, 
in the normal course of events, the tax-
payer customarily retires similar as-
sets from use in his business. On the 
other hand, a retirement may be abnor-
mal if the asset is withdrawn at an ear-
lier time or under other circumstances, 
as, for example, when the asset has 
been damaged by casualty or has lost 
its usefulness suddenly as the result of 
extraordinary obsolescence. 

(c) Basis of assets retired. The basis of 
an asset at the time of retirement for 
computing gain or loss shall be its ad-
justed basis for determining gain or 
loss upon a sale or other disposition as 
determined in accordance with the pro-
visions of section 1011 and the fol-
lowing rules: 

(1) In the case of a normal retirement 
of an asset from a multiple asset ac-
count where the depreciation rate is 
based on average expected useful life, 
the term ‘‘adjusted basis’’ means the 
salvage value estimated in determining 
the depreciation deduction in accord-
ance with the provisions in paragraph 
(c) of § 1.167(a)–1. 

(2) In the case of a normal retirement 
of an asset from a multiple asset ac-
count on which the depreciation rate 
was based on the maximum expected 
life of the longest lived asset in the ac-
count, the adjustment for depreciation 
allowed or allowable shall be made at 
the rate which would have been proper 
if the asset had been depreciated in a 
single asset account (under the method 
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of depreciation used for the multiple 
asset account) using a rate based upon 
the maximum expected useful life of 
that asset, and 

(3) In the case of an abnormal retire-
ment from a multiple asset account the 
adjustment for depreciation allowed or 
allowable shall be made at the rate 
which would have been proper had the 
asset been depreciated in a single asset 
account (under the method of deprecia-
tion used for the multiple asset ac-
count) and using a rate based upon ei-
ther the average expected useful life or 
the maximum expected useful life of 
the asset, depending upon the method 
of determining the rate of depreciation 
used in connection with the multiple 
asset account. 

(d) Special rule for item accounts. (1) As 
indicated in paragraph (a)(3)(ii) and 
(iii) of this section, a loss is recognized 
upon the normal retirement of an asset 
from a single asset account but a loss 
on the normal retirement of an asset in 
a multiple asset account is not allow-
able where the depreciation rate is 
based upon the average useful life of 
the assets in the account. Where a tax-
payer with more than one depreciable 
asset chooses to set up a separate ac-
count for each such asset and the de-
preciation rate is based on the average 
useful life of such assets (so that he 
uses the same life for each account), 
the question arises whether his depre-
ciation deductions in substance are the 
equivalent of those which would result 
from the use of multiple asset accounts 
and, therefore, he should be subject to 
the rules governing losses on retire-
ments of assets from multiple asset ac-
counts. Where a taxpayer has only a 
few depreciable assets which he chooses 
to account for in single asset accounts, 
particularly where such assets cover a 
relatively narrow range of lives, it can-
not be said in the usual case that the 
allowance of losses on retirements 
from such accounts clearly will distort 
income. This results from the fact that 
where a taxpayer has only a few depre-
ciable assets it is usually not possible 
clearly to determine that 
thedepreciation rate is based upon the 
average useful life of such assets. Ac-
cordingly, it cannot be said that the 
taxpayer is in effect clearly operating 
with a multiple asset account using an 

average life rate so that losses should 
not be allowed on normal retirements. 
Therefore, losses normally will be al-
lowed upon retirement of assets from 
single asset accounts where the tax-
payer has only a few depreciable assets. 
On the other hand, when a taxpayer 
who has only a few depreciable assets 
chooses to account for them in single 
asset accounts, using for each account 
a depreciation rate based on the aver-
age useful life of such assets, and the 
assets cover a wide range of lives, the 
likelihood that income will be dis-
torted is greater than where the group 
of assets covers a relatively narrow 
range of lives. In those cases where the 
allowance of losses would distort in-
come, the rules with respect to the al-
lowance of losses on normal retirement 
shall be applied to such assets in the 
same manner as though the assets had 
been accounted for in multiple asset 
accounts using a rate based upon aver-
age expected useful life. 

(2) Where a taxpayer has a large 
number of depreciable assets and de-
preciation is based on the average use-
ful life of such assets, then, whether 
such assets are similar or dissimilar 
and regardless of whether they are ac-
counted for in individual asset ac-
counts or multiple asset accounts the 
allowance of losses on the normal re-
tirement of such assets would distort 
income. Such distortion would result 
from the fact that the use of average 
useful life (and, accordingly, average 
rate) assumes that while some assets 
normally will be retired before the ex-
piration of the average life, others nor-
mally will be retired after expiration of 
the average life. Accordingly, if instead 
of accounting for a large number of 
similar or dissimilar depreciable assets 
in multiple asset accounts, the tax-
payer chooses to account separately for 
such assets, using a rate based upon 
the average life of such assets, the 
rules with respect to the allowances of 
losses on normal retirements will be 
applied to such assets in the same man-
ner as though the assets were ac-
counted for in multiple asset accounts 
using a rate based upon average ex-
pected useful life. 

(3) Where a taxpayer who does not 
have a large number of depreciable as-
sets (and who therefore is not subject 
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to subparagraph (2) of this paragraph) 
chooses to set up a separate account 
for each such asset, and has sought to 
compute an average life for such assets 
on which to base his depreciation de-
ductions (so that he uses the same life 
for each account), the allowance of 
losses on normal retirements from such 
accounts may in some situations sub-
stantially distort income. Such distor-
tion would result from the fact that 
the use of average useful life (and, ac-
cordingly, average rate) assumes that 
while some assets normally will be re-
tired before expiration of the average 
life, others normally will be retired 
after expiration of the average life. Ac-
cordingly, where a taxpayer chooses to 
account separately for such assets in-
stead of accounting for them in mul-
tiple asset accounts, and the result is 
to substantially distort his income, the 
rules with respect to the allowance of 
losses on normal retirements shall be 
applied to such assets in the same man-
ner as though the assets had been ac-
counted for in multiple asset accounts 
using a rate based upon average ex-
pected useful life. 

(4) Whenever a taxpayer is treated 
under this paragraph as though his as-
sets were accounted for in a multiple 
asset account using an average life 
rate, and, therefore, he is denied a loss 
on retirements, the unrecovered cost 
less salvage of each asset which was ac-
counted for separately may be amor-
tized in accordance with the regulation 
stated in paragraph (e)(1)(ii) of this 
section. 

(e) Accounting treatment of asset retire-
ments. (1) In the case of a normal re-
tirement where under the foregoing 
rules no loss is recognized and where 
the asset is retired without disposition 
or abandonment, (i) if the asset was 
contained in a multiple asset account, 
the full cost of such asset, reduced by 
estimated salvage, shall be charged to 
the depreciation reserve, or (ii) if the 
asset was accounted for separately, the 
unrecovered cost or other basis, less 
salvage, of the asset may be amortized 
through annual deductions from gross 
income in amounts equal to the unre-
covered cost or other basis of such 
asset, divided by the average expected 
useful life (not the remaining useful 
life) applicable to the asset at the time 

of retirement. For example, if an asset 
is retired after six years of use and at 
the time of retirement depreciation 
was being claimed on the basis of an 
average expected useful life of ten 
years, the unrecovered cost or other 
basis less salvage would be amortized 
through equal annual deductions over a 
period of ten years from the time of re-
tirement. 

(2) Where multiple asset accounts are 
used and acquisitions and retirements 
are numerous, if a taxpayer, in order to 
avoid unnecessarily detailed account-
ing for individual retirements, consist-
ently follows the practice of charging 
the reserve with the full cost or other 
basis of assets retired and of crediting 
it with all receipts from salvage, the 
practice may be continued so long as, 
in the opinion of the Commissioner, it 
clearly reflects income. Conversely, 
where the taxpayer customarily fol-
lows a practice of reporting all receipts 
from salvage as ordinary taxable in-
come such practice may be continued 
so long as, in the opinion of the Com-
missioner, it clearly reflects income. 

(f) Cross reference. For special rules in 
connection with the retirement of the 
last assets of a given year’s acquisi-
tions under the declining balance 
method, see example (2) in paragraph 
(b) of § 1.167 (b)–2.

§ 1.167(a)–9 Obsolescence. 
The depreciation allowance includes 

an allowance for normal obsolescence 
which should be taken into account to 
the extent that the expected useful life 
of property will be shortened by reason 
thereof. Obsolescence may render an 
asset economically useless to the tax-
payer regardless of its physical condi-
tion. Obsolescence is attributable to 
many causes, including technological 
improvements and reasonably foresee-
able economic changes. Among these 
causes are normal progress of the arts 
and sciences, supersession or inad-
equacy brought about by developments 
in the industry, products, methods, 
markets, sources of supply, and other 
like changes, and legislative or regu-
latory action. In any case in which the 
taxpayer shows that the estimated use-
ful life previously used should be short-
ened by reason of obsolescence greater 
than had been assumed in computing 
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