§1.168(d)-0

2143) and subject to section 168, except
for property excluded from the applica-
tion of section 168 as a result of section
168(f) or as a result of a transitional
rule.

(3) Unadjusted depreciable basis is the
basis of property for purposes of sec-
tion 1011 without regard to any adjust-
ments described in section 1016(a)(2)
and (3). This basis reflects the reduc-
tion in basis for the percentage of the
taxpayer’s use of property for the tax-
able year other than in the taxpayer’s
trade or business (or for the production
of income), for any portion of the basis
the taxpayer properly elects to treat as
an expense under section 179, and for
any adjustments to basis provided by
other provisions of the Internal Rev-
enue Code and the regulations under
the Code (other than section 1016(a)(2)
and (3)) (for example, a reduction in
basis by the amount of the disabled ac-
cess credit pursuant to section 44(d)(7)).
For property subject to a lease, see sec-
tion 167(c)(2).

(4) Adjusted depreciable basis is the
unadjusted depreciable basis of the
property, as defined in §1.168(b)-
1T(a)(3), less the adjustments described
in section 1016(a)(2) and (3).

(b) Effective date. (1) This section is
applicable on February 27, 2004.

(2) The applicability of this section
expires on or before February 27, 2007.

[T.D. 9115, 69 FR 9533, Mar. 1, 2004]
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§1.168(d)-1 Applicable convention—
Half-year and mid-quarter conven-
tions.

(@) 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
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)
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