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(2) RRB replacement property placed in
service after December 31, 1984. RRB re-
placement property placed in service
after December 31, 1984, is treated as
other 5-year recovery property under
section 168.

(3) RRB replacement property defined.
RRB replacement property, for pur-
poses of section 168, means replacement
track material (including rail, ties,
other track material, and ballast) in-
stalled by a railroad (including a rail-
road switching or terminal company)
if—

(i) The replacement is made pursuant
to a scheduled program for replace-
ment.

(ii) The replacement is made pursu-
ant to observations by maintenance-of-
way personnel of specific track mate-
rial needing replacement.

(iii) The replacement is made pursu-
ant to the detection by a rail-test car
of specific track material needing re-
placement, or

(iv) The replacement is made as a re-
sult of a casualty.

Replacements made as a result of a
casualty shall be RRB replacement
property only to the extent that, in the
case of each casualty, the replacement
cost with respect to the replacement
track material exceeds $50,000.

(4) Recovery of adjusted basis of RRB
property as of December 31, 1980. The
taxpayer shall recover the adjusted
basis of RRB property (as defined in
section 168(g)(6)) as of December 31,
1980, over a period of not less than 5
years and not more than 50 years, using
a rate of recovery consistent with any
method described in section 167(b), in-
cluding the method described in sec-
tion 167(b)(2), switching to the method
described in section 167(b)(3) at a time
to maximize the deduction. For pur-
poses of determining the recovery al-
lowance under this subparagraph, sal-
vage value shall be disregarded and, in
the case of a taxpayer that depreciated
RRB property placed in service before
January 1, 1981, using the RRB method
consistently for all periods after Feb-
ruary 28, 1913, the adjusted basis of
RRB property is the adjusted basis for
purposes of determining the deduction
for retirements under the RRB method,
with no adjustment for depreciation
sustained prior to March 1, 1913.
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(5) RRB property (which is not RRB re-
placement property) placed in service
after December 31, 1980. Property placed
in service by the taxpayer after Decem-
ber 31, 1980, which is not RRB replace-
ment property and which, under the
taxpayer’s method of depreciation as of
December 31, 1980, would have been de-
preciated by the taxpayer under the
RRB method, is treated as other prop-
erty under section 168.

(b)—(f) [Reserved]

[T.D. 8116, 51 FR 46619, Dec. 24, 1986]
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§1.168(d)-1 Applicable convention—
Half-year and mid-quarter conven-
tions.

(a) In general. Under section 168(d),
the half-year convention applies to de-
preciable property (other than certain
real property described in section
168(d)(2)) placed in service during a tax-
able year, unless the mid-quarter con-
vention applies to the property. Under
section 168(d)(3)(A), the mid-quarter
convention applies to depreciable prop-
erty (other than certain real property
described in section 168(d)(2)) placed in
service during a taxable year if the ag-
gregate basis of property placed in
service during the last three months of
the taxable year exceeds 40 percent of
the aggregate basis of property placed
in service during the taxable year (‘‘the
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40-percent test’). Thus, if the depre-
ciable property is placed in service dur-
ing a taxable year that consists of
three months or less, the mid-quarter
convention applies to the property.
Under section 168(d)(3)(b)(i), the depre-
ciable basis of nonresidential real prop-
erty, residential rental property, and
any railroad grading or tunnel bore is
disregarded in applying the 40-percent
test. For rules regarding property that
is placed in service and disposed of in
the same taxable year, see paragraph
(b)(3) of this section. For the definition
of ‘“‘aggregate basis of property,” see
paragraph (b)(4) if this section.

(b) Additional rules for determining
whether the mid-quarter convention ap-
plies and for applying the applicable con-
vention—(1) Property described in section
168(f). In determining whether the 40-
percent test is testified for a taxable
year, the depreciable basis of property
described in section 168(f) (property to
which section 168 does not apply) is not
taken into account.

(2) Listed property. The depreciable
basis of listed property (as defined in
section 280F(d)(4) and the regulations
thereunder) placed in service during a
taxable year is taken into account (un-
less otherwise excluded) in applying
the 40-percent test.

(3) Property placed in service and dis-
posed of in the same taxable year—(i)
Under section 168(d)(3)(B)(ii), the depre-
ciable basis of property placed in serv-
ice and disposed of in the same taxable
year is not taken into account in deter-
mining whether the 40-percent test is
satisfied. However, the depreciable
basis of property placed in service, dis-
posed of, subsequently reacquired, and
again placed in service in the same tax-
able year must be taken into account
in applying the 40-percent test, but the
basis of the property is only taken into
account on the later of the dates that
the property is placed in service during
the taxable year.

(ii) The applicable convention, as de-
termined under this section, applies to
all depreciable property (except non-
residential real property, residential
rental property, and any railroad grad-
ing or tunnel bore) placed in service
during the taxable year, excluding
property placed in service and disposed
of in the same taxable year. No depre-
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ciation deduction is allowed for prop-
erty placed in service and disposed of
during the same taxable year.

(iii) The provisions of this paragraph
(b)(3) are illustrated by the following
examples.

Example 1. During 1990, A, a calendar-year
taxpayer, purchases a light general purpose
truck costing $8,000, an office desk costing
$500, a safe costing $1,000, and a computer
costing $3,000. The truck is placed in service
in January, the desk and safe in August, and
the computer in November. These are the
only items placed in service during 1990. In
September, A sells the truck and the desk.
Thus, the truck and the desk were placed in
service and disposed of in the same taxable
year. Therefore, the depreciable basis of the
truck and the desk are not taken into ac-
count in determining whether the mid-quar-
ter convention applies to depreciable prop-
erty placed in service during 1990. Because
the computer was placed in service during
the last three months of the taxable year
and its basis ($3,000) exceeds 40 percent of the
aggregate basis of depreciable property
placed in service during the taxable year
(safe and computer with an aggregate basis
of $4,000), the mid-quarter convention applies
to the safe and the computer. No deprecia-
tion is allowed with respect to the truck and
desk because they were placed in service and
disposed of in the same taxable year.

Example 2. The facts are the same as in EX-
AMPLE 1, except that, in December, A re-
acquires the truck for $7,000. Thus, the truck
is considered placed in service in December
and its basis is included in determining
whether the mid-quarter convention applies.
The mid-quarter convention is applicable,
because the computer ($3,000) and the truck
(87,000) are placed in service during the last
three months of the taxable year and their
aggregate basis ($10,000) exceeds 40 percent of
the aggregate basis of property placed in
service during the taxable year (safe, com-
puter, and truck with an aggregate basis of
$11,000).

(4) Aggregate basis of property. For
purposes of the 40-percent test, the
term ‘‘aggregate basis of property”
means the sum of the depreciable bases
of all items of depreciable property
that are taken into account in apply-
ing the 40-percent test. ‘‘Depreciable
basis’® means the basis of depreciable
property for purposes of determining
gain under sections 1011 through 1024.
The depreciable basis for the taxable
yvear the property is placed in service
reflects the reduction in basis for—
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(i) Any portion of the basis the tax-
payer properly elects to treat as an ex-
pense under section 179;

(i1) Any adjustment to basis under
section 48(q); and

(iii) The percentage of the taxpayer’s
use of the property for the taxable year
other than in the taxpayer’s trade or
business (or for the production of in-
come), but is determined before any re-
duction for depreciation under section
167(a) for that taxable year.

(5) Special rules for affiliated groups—
(i) In the case of a consolidated group
(as defined in §1.1502-1(h)), all members
of the group that are included on the
consolidated return are treated as one
taxpayer for purposes of applying the
40-percent test. Thus, the depreciable
bases of all property placed in service
by members of a consolidated group
during a consolidated return year are
taken into account (unless otherwise
excluded) in applying the 40-percent
test to determine whether the mid-
quarter convention applies to property
placed in service by the members dur-
ing the consolidated return year. The
40-percent test is applied separately to
the depreciable bases of property
placed in service by any member of an
affiliated group that is not included in
a consolidated return of the taxable
year in which the property is placed in
service.

(ii) In the case of a corporation
formed by a member or members of a
consolidated group and that is itself a
member of the consolidated group
(“‘newly-formed subsidiary’’), the de-
preciable bases of property placed in
service by the newly-formed subsidiary
in the consolidated return year in
which it is formed is included with the
depreciable bases of property placed in
service during the consolidated return
year by the other members of the con-
solidated group in applying the 40-per-
cent test. If depreciable property is
placed in service by a newly-formed
subsidiary during the consolidated re-
turn year in which it was formed, the
newly-formed subsidiary is considered
as being in existence for the entire con-
solidated return year for purposes of
applying the applicable convention to
determine when the recovery period be-
gins.
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(iii) The provisions of paragraph
(b)(b)(ii) of this section are illustrated
by the following example.

Example. Assume a member of a consoli-
dated group that files its return on a cal-
endar-year basis forms a subsidiary on Au-
gust 1. The subsidiary places depreciable
property in service on August 5. If the mid-
quarter convention applies to property
placed in service by the members of the con-
solidated group (including the newly-formed
subsidiary), the property placed in service by
the subsidiary on August 5 is deemed placed
in service on the mid-point of the third quar-
ter of the consolidated return year (i.e., Au-
gust 15). If the mid-quarter convention does
not apply, the property is deemed placed in
service on the mid-point of the consolidated
return year (i.e., July 1).

(iv) In the case of a corporation that
joins or leaves a consolidated group,
the depreciable bases of property
placed in service by the corporation
joining or leaving the group during the
portion of the consolidated return year
that the corporation is a member of
the consolidated group is included with
the depreciable bases of property
placed in service during the consoli-
dated return year by the other mem-
bers in applying the 40-percent test.
The depreciable bases of property
placed in service by the joining or leav-
ing member in the taxable year before
it joins or after it leaves the consoli-
dated group is not taken into account
by the consolidated group in applying
the 40-percent test for the consolidated
return year. If a corporation leaves a
consolidated group and joins another
consolidated group, each consolidated
group takes into account, in applying
the 40-percent test, the depreciable
bases of property placed in service by
the corporation while a member of the
group.

(v) The provisions of paragraph
(b)(5)(iv) of this section are illustrated
by the following example.

Example. Assume Corporations A and B file
a consolidated return on a calendar-year
basis. Corporation C, also a calendar-year
taxpayer, enters the consolidated group on
July 1 and is included on the consolidated re-
turn for that taxable year. The depreciable
bases of property placed in service by C dur-
ing the period of July 1 to December 31 is in-
cluded with the depreciable bases of property
placed in service by A and B during the en-
tire consolidated return year in applying the
40-percent test. The depreciable bases of
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property placed in service by C from January
1 to June 30 is not taken into account by the
consolidated group in applying the 40-per-
cent test. If C was a member of another con-
solidated group during the period from Janu-
ary 1 to June 30, that consolidated group
would include the depreciable bases of prop-
erty placed in service by C during that pe-
riod.

(vi) A corporation that joins or
leaves a consolidated group during a
consolidated year 1is considered as
being a member of the consolidated
group for the entire consolidated re-
turn year for purposes of applying the
applicable convention to determine
when the recovery period begins for de-
preciable property placed in service by
the corporation during the portion of
the consolidated return year that the
corporation is a member of the group.

(vii) If depreciable property is placed
in service by a corporation in the tax-
able year ending immediately before it
joins a consolidated group or beginning
immediately after it leaves a consoli-
dated group, the applicable convention
is applied to the property under either
the full taxable year rules or the short
taxable year rules, as applicable.

(viii) The provisions of paragraphs
(d)(b)(vi) and (vii) of this section are il-
lustrated by the following example.

Example. Assume that on July 1, C, a cal-
endar-return corporation, joins a consoli-
dated group that files a return on a calendar-
yvear basis. The short taxable year rules
apply to C for the period of January 1 to
June 30. However, in applying the applicable
convention to determine when the recovery
period begins for depreciable property placed
in service for the period of July 1 to Decem-
ber 31, C is considered as being a member of
the consolidated group for the entire consoli-
dated return year. Thus, if the half-year con-
vention applies to depreciable property
placed in service by the consolidated group
(taking into account the depreciable bases of
property placed in service by C after June
30), the property is deemed placed in service
on the mid-point of the consolidated return
year (i.e., July 1, if the group did not have a
short taxable year).

(ix) In the case of a transfer of depre-
ciable property between members of a
consolidated group, the following spe-
cial rules apply for purposes of apply-
ing the 40-percent test. Property that
is placed in service by one member of a
consolidated group and transferred to
another member of the same group is
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considered as placed in service on the
date that it is placed in service by the
transferor member, and the date it is
placed in service by the transferee
member is disregarded. In the case of
multiple transfers of property between
members of a consolidated group, the
property 1is considered as placed in
service on the date that the first mem-
ber places the property in service, and
the dates it is placed in service by
other members are disregarded. The de-
preciable basis of the transferred prop-
erty that is taken into account in ap-
plying the 40-percent test is the depre-
ciable basis of the property in the
hands of the transferor member (as de-
termined under paragraph (b)(4) of this
section), or, in the case of multiple
transfers of property between mem-
bers, the depreciable basis in the hands
of the first member that placed the
property in service.

(x) The provisions of paragraph
(b)(5)(ix) of this section are illustrated
by the following example.

Example. Assume the ABC consolidated
group files its return on a calendar-year
basis. A, a member of the consolidated
group, purchases depreciable property cost-
ing $50,000 and places the property in service
on January 5, 1991. On December 1, 1991, the
property is transferred for $75,000 to B, an-
other member of the consolidated group. In
applying the 40-percent test to the members
of the consolidated group for 1991, the prop-
erty is considered as placed in service on
January 5, the date that A placed the prop-
erty in service, and the depreciable basis of
the property that is taken into account is
$50,000.

(6) Special rule for partnerships and S
corporations. In the case of property
placed in service by a partnership or an
S corporation, the 40-percent test is
generally applied at the partnership or
corporate level. However, if a partner-
ship or an S corporation is formed or
availed of for the principal purpose of
either avoiding the application of the
mid-quarter convention or having the
mid-quarter convention apply where it
otherwise would not, the 40-percent
test is applied at the partner, share-
holder, or other appropriate level.

(7) Certain  monrecognition trans-
action—(i) Except as provided in para-
graph (b)(6) of this section, if depre-
ciable property is transferred in a
transaction described in section
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168(1)(7)(B)(i) (other than in a trans-
action between members of a consoli-
dated group) in the same taxable year
that the property is placed in service
by the transferor, the 40-percent test is
applied by treating the transferred
property as placed in service by the
transferee on the date of transfer.
Thus, if the aggregate basis of property
(including the transferred property)
placed in service by the transferee dur-
ing the last three months of its taxable
year exceeds 40 percent of the aggre-
gate basis of property (including the
transferred property) placed in service
by the transferee during the taxable
year, the mid-quarter convention ap-
plies to the transferee’s depreciable
property, including the transferred
property. The depreciable basis of the
transferred property is not taken into
account by the transferor in applying
the 40-percent test for the taxable year
that the transferor placed the property
in service.

(ii) In applying the applicable con-
vention to determine when the recov-
ery period for the transferred property
begins, the date on which the trans-
feror placed the property in service
must be used. Thus, for example, if the
mid-quarter convention applies, the re-
covery period for the transferred prop-
erty begins on the mid-point of the
quarter of the taxable year that the
transferor placed the property in serv-
ice. If the transferor placed the trans-
ferred property in service in a short
taxable year, then for purposes of ap-
plying the applicable convention and
allocating the depreciation deduction
between the transferor and the trans-
feree, the transferor is treated as hav-
ing a full 12-month taxable year com-
mencing on the first day of the short
taxable year. The depreciation deduc-
tion for the transferor’s taxable year in
which the property was placed in serv-
ice is allocated between the transferor
and the transferee based on the number
of months in the transferor’s taxable
year that each partyheld the property
in service. For purposes of allocating
the depreciation deduction, the trans-
feror takes into account the month in
which the property was placed in serv-
ice but does not take into account the
month in which the property was
transferred. The transferee is allocated
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the remaining portion of the deprecia-
tion deduction for the transferor’s tax-
able year in which the property was
transferred. For the remainder of the
transferee’s current taxable year (if the
transferee has a different taxable year
than the transferor) and for subsequent
taxable years, the depreciation deduc-
tion for the transferee is calculated by
allocating to the transferee’s taxable
year the depreciation attributable to
each recovery year, or portion thereof,
that falls within the transferee’s tax-
able year.

(iii) If the applicable convention for
the transferred property has not been
determined by the time the transferor
files its income tax return for the year
of transfer because the transferee’s
taxable year has not ended, the trans-
feror may use either the mid-quarter or
the half-year convention in deter-
mining the depreciation deduction for
the property. However, the transferor
must specify on the depreciation form
filed for the taxable year that the ap-
plicable convention has not been deter-
mined for the property. If the trans-
feree determines that a different con-
vention applies to the transferred prop-
erty, the transferor should redetermine
the depreciation deduction on the prop-
erty, and, within the period of limita-
tion, should file an amended income
tax return for the taxable year and pay
any additional tax due plus interest.

(iv) The provisions of the paragraph
(b)(7) are illustrated by the following
example.

Example. (i) During 1991, C, a calendar-year
taxpayer, purchases satellite equipment
costing $100,000, and computer equipment
costing $15,000. The satellite equipment is
placed in service in January, and the com-
puter equipment in February. On October 1,
C transfers the computer equipment to Z
Partnership in a transaction described in
section 721. During 1991, Z, a calendar-year
partnership, purchases 30 office desks for a
total of $15,000. The desks are placed in serv-
ice in June. These are the only items of de-
preciable property placed in service by C and
Z during 1991.

(ii) In applying the 40-percent test, because
C transferred the computer equipment in a
transaction described in section 168(i)(7)(B)(i)
in the same taxable year that C placed it in
service, the computer equipment is treated
as placed in service by the transferee, Z, on
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the date of transfer, October 1. The 40-per-
cent test is satisfied with respect to Z, be-
cause the computer equipment is placed in
service during the last three months of Z’s
taxable year and its basis ($15,000) exceeds 40
percent of the aggregate basis of property
placed in service by Z during the taxable
year (desks and computer equipment with an
aggregate basis of $30,000).

(iii) In applying the mid-quarter conven-
tion to determine when the computer equip-
ment is deemed to be placed in service, the
date on which C placed the property in serv-
ice is used. Accordingly, because C placed
the computer equipment in service during
the first quarter of its taxable year, the com-
puter equipment is deemed placed in service
on February 15, 1991, the mid-point of the
first quarter of C’s taxable year. The depre-
ciation deduction allowable for C’s 1991 tax-
able year, $5,250 ($15,000x40 percentx10.%42), is
allocated between C and Z based on the num-
ber of months in C’s taxable year that C and
Z held the property in service. Thus, because
the property was in service for 11 months
during C’s 1991 taxable year and C held it for
8 of those 11 months, C is allocated $3,818
(811x$5,250). Z is allocated $1,432, the remain-
ing 341 of the $5,250 depreciation deduction
for C’s 1991 taxable year. For 1992, Z’s depre-
ciation deduction for the computer equip-
ment is $3,900, the sum of the remaining 1.5
months of depreciation deduction for the
first recovery year and 10.5 months of depre-
ciation deduction for the second recovery
year (($15,000x40 percentx1.512)+($9,000x40 [per-
centx10.%12)).

(c) Disposition of property subject to the
half-year or mid-quarter convention—(1)
In general. If depreciable property is
subject to the half-year (or mid-quar-
ter) convention in the taxable year in
which it is placed in service, it also is
subject to the half-year (or mid-quar-
ter) convention in the taxable year in
which it is disposed of.

(2) Example. The provisions of para-
graph (c)(1) of this section are illus-
trated by the following example.

Example. In October 1991, B, a calendar-
year taxpayer, purchases and places in serv-
ice a light general purpose truck costing
$10,000. B does not elect to expense any part
of the cost of the truck, and this is the only
item of depreciable property placed in serv-
ice by B during 1991. The 40-percent test is
satisfied and the mid-quarter convention ap-
plies, because the truck is placed in service
during the last three months of the taxable
year and no other assets are placed in service
in that year. In April 1993 (prior to the end
of the truck’s recovery period), B sells the
truck. The mid-quarter convention applies in
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determining the depreciation deduction for
the truck in 1993, the year of disposition.

(d) Effective date. This section applies
to depreciable property placed in serv-
ice in taxable years ending after Janu-
ary 30, 1991. For depreciable property
placed in service after December 31,
1986, in taxable years ending on or be-
fore January 30, 1991, a taxpayer may
use a method other than the method
provided in this section in applying the
40-percent test and the applicable con-
vention, provided the method is reason-
able and is consistently applied to the
taxpayer’s property.

[T.D. 8444, 57 FR 48981, Oct. 29, 1992]

§1.168(f)(8)-1T Safe-harbor lease infor-
mation returns concerning quali-
fied mass commuting vehicles (tem-
porary).

In general. Form 6793, Safe Harbor
Lease Information Return, is obsolete
for safe harbor lease agreements exe-
cuted after June 30, 1985. The parties to
a safe harbor lease agreement under
section 168(f)(8) executed after June 30,
1985 must file with their timely filed
(including extensions) Federal income
tax returns for the taxable year during
which the lease term begins a state-
ment containing the following infor-
mation:

(a) The name, address, and taxpayer
identification number of the lessor and
the lessee;

(b) A description of the property with
respect to which safe-harbor lease
treatment is claimed;

(c) The date on which the Ilessee
places the property in service, the date
on which the lease begins, and the term
of the lease;

(d) The recovery property class of the
leased property under section 168(c)(2)
(for example, 5-year);

(e) The terms of the payments be-
tween the parties to the lease trans-
action;

(f) The unadjusted basis of the prop-
erty as defined in section 168(d)(1) and
its adjusted basis as determined under
§5¢.168(f)(8)-6(b)(3); and

(g) If the lessor is a partnership or
grantor trust, the name, address, and
taxpayer identification number of the
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