§1.167(a)-141

any amount realized from the sale or
exchange of some (but not all) of the
mortgage servicing rights is included
in income and the adjusted basis of the
pool is not affected by the realization.

(ii) Multiple accounts. If the taxpayer
establishes multiple accounts within a
pool at the time of its acquisition, gain
or loss is recognized on the sale or ex-
change of all mortgage servicing rights
within any such account.

(3) Additional rules. Rules similar to
those in §1.197-2(f)(1)(iii), (F)(1)(iv), and
(f)(2) (relating to the computation of
amortization deductions and the treat-
ment of contingent amounts) apply for
purposes of this paragraph (d).

(e) Effective dates—(1) In general. This
section applies to property acquired
after January 25, 2000, except that
§1.167(a)-14(c)(2) (depreciation of the
cost of certain separately acquired
rights) and so much of §1.167(a)-14(c)(3)
as relates to §1.167(a)-14(c)(2) apply to
property acquired after August 10, 1993
(or July 25, 1991, if a valid retroactive
election has been made under §1.197-
1T).

(2) Change in method of accounting.
[Reserved]. For further guidance, see
§1.167(a)-14T(e)(2).

(3) Qualified property, 50-percent bonus
depreciation property, qualified New York
Liberty Zone property, or section 179
property. [Reserved]. For further guid-
ance, see §1.167(a)-14T(e)(3).

[T.D. 8867, 65 FR 3825, Jan. 25, 2000, as amend-
ed by T.D. 9091, 68 FR 52990, Sept. 8, 2003]

§1.167(a)-14T Treatment of certain in-
tangible property excluded from
section 197 (temporary).

(@) For further guidance,
§1.167(a)-14(a).

(b) Computer software—(1) In general.
The amount of the deduction for com-
puter software described in section
167(f)(1) and §1.197-2(c)(4) is determined
by amortizing the cost or other basis of

see

the computer software using the
straight line method described in
§1.167(b)-1 (except that its salvage

value is treated as zero) and an amorti-
zation period of 36 months beginning
on the first day of the month that the
computer software is placed in service.
Before determining the amortization
deduction allowable under this para-
graph (b), the cost or other basis of
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computer software that is section 179
property, as defined in section
179(d)(1)(A)(ii), must be reduced for any
portion of the basis the taxpayer prop-
erly elects to treat as an expense under
section 179. In addition, the cost or
other basis of computer software that
is qualified property under section
168(k)(2) or §1.168(k)-1T, 50-percent
bonus depreciation property under sec-
tion 168(k)(4) or §1.168(k)-1T, or quali-
fied New York Liberty Zone property
under section 1400L(b) or §1.1400L (b)-
1T, must be reduced by the amount of
the additional first year depreciation
deduction allowed or allowable, which-
ever is greater, under section 168(k) or
section 1400L(b) for the computer soft-
ware. If costs for developing computer
software that the taxpayer properly
elects to defer under section 174(b) re-
sult in the development of property
subject to the allowance for deprecia-
tion under section 167, the rules of this
paragraph (b) will apply to the unre-
covered costs. In addition, this para-
graph (b) applies to the cost of sepa-
rately acquired computer software if
the cost to acquire the software is sep-
arately stated and the cost is required
to be capitalized under section 263(a).

(b)(2)-(e)(1) For further guidance, see
§1.167(a)-14(b)(2) through (e)(1).

(e)(2) Change in method of accounting.
See §1.197-2(1)(4) for rules relating to
changes in method of accounting for
property to which §1.167(a)-14T applies.
However, see §1.168(k)-1T(g)(4) or
1.1400L(b)-1T(g)(4) for rules relating to
changes in method of accounting for
computer software to which the third
sentence in §1.167(a)-14T(b)(1) applies.

(3) Qualified property, 50-percent bonus
depreciation property, qualified New York
Liberty Zone property, or section 179
property. This section also applies to
computer software that is qualified
property under section 168(k)(2) or
qualified New York Liberty Zone prop-
erty under section 1400L(b) acquired by
a taxpayer after September 10, 2001,
and to computer software that is 50-
percent bonus depreciation property
under section 168(k)(4) acquired by a
taxpayer after May 5, 2003. This section
also applies to computer software that
is section 179 property placed in service
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by a taxpayer in a taxable year begin-
ning after 2002 and before 2006. This
section expires on September 4, 2006.

[T.D. 9091, 68 FR 52991, Sept. 8, 2003; 68 FR
63734, Nov. 10, 2003]

§1.167(b)-0 Methods of computing de-
preciation.

(@) In general. Any reasonable and
consistently applied method of com-
puting depreciation may be used or
continued in use under section 167. Re-
gardless of the method used in com-
puting depreciation, deductions for de-
preciation shall not exceed such
amounts as may be necessary to re-
cover the unrecovered cost or other
basis less salvage during the remaining
useful life of the property. The reason-
ableness of any claim for depreciation
shall be determined upon the basis of
conditions known to exist at the end of
the period for which the return is
made. It is the responsibility of the
taxpayer to establish the reasonable-
ness of the deduction for depreciation
claimed. Generally, depreciation de-
ductions so claimed will be changed
only where there is a clear and con-
vincing basis for a change.

(b) Certain methods. Methods pre-
viously found adequate to produce a
reasonable allowance under the Inter-
nal Revenue Code of 1939 or prior rev-
enue laws will, if used consistently by
the taxpayer, continue to be acceptable
under section 167(a). Examples of such
methods which continue to be accept-
able are the straight line method, the
declining balance method with the rate
limited to 150 percent of the applicable
straight line rate, and under appro-
priate circumstances, the unit of pro-
duction method. The methods de-
scribed in section 167(b) and §§1.167(b)—
1, 1.167(b)-2, 1.167(b)-3, and 1.167(b)-4
shall be deemed to produce a reason-
able allowance for depreciation except
as limited under section 167(c) and
§1.167(c)-1. See also §1.167(e)-1 for rules
relating to change in method of com-
puting depreciation.

(c) Application of methods. In the case
of item accounts, any method which re-
sults in a reasonable allowance for de-
preciation may be selected for each
item of property, but such method
must thereafter be applied consistently
to that particular item. In the case of

§1.167(b)-1

group, classified, or composite ac-
counts, any method may be selected for
each account. Such method must be ap-
plied to that particular account con-
sistently thereafter but need not nec-
essarily be applied to acquisitions of
similar property in the same or subse-
quent years, provided such acquisitions
are set up in separate accounts. See,
however, §1.167(e)-1 and section 446 and
the regulations thereunder, for rules
relating to changes in the method of
computing depreciation, and §1.167(c)-1
for restriction on the use of certain
methods. See also §1.167(a)-7 for defini-
tion of account.

§1.167(b)-1 Straight line method.

(a) In general. Under the straight line
method the cost or other basis of the
property less its estimated salvage
value is deductible in equal annual
amounts over the period of the esti-
mated useful life of the property. The
allowance for depreciation for the tax-
able year is determined by dividing the
adjusted basis of the property at the
beginning of the taxable year, less sal-
vage value, by the remaining useful life
of the property at such time. For con-
venience, the allowance so determined
may be reduced to a percentage or frac-
tion. The straight line method may be
used in determining a reasonable al-
lowance for depreciation for any prop-
erty which is subject to depreciation
under section 167 and it shall be used in
all cases where the taxpayer has not
adopted a different acceptable method
with respect to such property.

(b) Illustrations. The straight line
method is illustrated by the following
examples:

Example (1). Under the straight line method
items may be depreciated separately:

Cost or Depreciation allow-
gg;?sr Useful able

Year and item less life
sala- | Ve@'S) | 1954 | 1955 | 1956
ries

1954:
Asset A ..ot $1,600 4| 1$200 | $400 | $400
AssetB ............. 12,000 40 1150 | 300 | 300

1In this example it is assumed that the assets were placed
in service on July 1, 1954.

Example (2). In group, classified, or com-
posite accounting, a number of assets with
the same or different useful lives may be
combined into one account, and a single rate
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