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(3) Other plans for application of the 
sum of the years-digits method. Tax-
payers who wish to use the sum of the 
years-digits method in computing de-
preciation for group, classified, or com-
posite accounts in accordance with a 
sum of the years digits plan other than 
the remaining life plan described here-
in may do so only with the consent of 
the Commissioner. Request for permis-
sion to use plans other than that de-
scribed shall be addressed to the Com-
missioner of Internal Revenue, Wash-
ington, D.C. 20224.

§ 1.167(b)–4 Other methods. 
(a) Under section 167(b)(4) a taxpayer 

may use any consistent method of com-
puting depreciation, such as the sink-
ing fund method, provided depreciation 
allowances computed in accordance 
with such method do not result in ac-
cumulated allowances at the end of any 
taxable year greater than the total of 
the accumulated allowances which 
could have resulted from the use of the 
declining balance method described in 
section 167(b)(2). This limitation ap-
plies only during the first two-thirds of 
the useful life of the property. For ex-
ample, an asset costing $1,000 having a 
useful life of six years may be depre-
ciated under the declining balance 
method in accordance with § 1.167(b)–2, 
at a rate of 331⁄3 percent. During the 
first four years or 2⁄3 of its useful life, 
maximum depreciation allowances 
under the declining balance method 
would be as follows:

Current 
deprecia-

tion 

Accumu-
lated de-
preciation 

Balance 

Cost of asset ........... .................. .................. $1,000
First year ................. $333 $333 667
Second year ............ 222 555 445
Third year ................ 148 703 297
Fourth year .............. 99 802 198

An annual allowance computed by any 
other method under section 167(b)(4) 
could not exceed $333 for the first year, 
and at the end of the second year the 
total allowances for the two years 
could not exceed $555. Likewise, the 
total allowances for the three years 
could not exceed $703 and for the four 
years could not exceed $802. This limi-
tation would not apply in the fifth and 
sixth years. See section 167(c) and 

§ 1.167(c)–1 for restriction on the use of 
certain methods. 

(b) It shall be the responsibility of 
the taxpayer to establish to the satis-
faction of the Commissioner that a 
method of depreciation under section 
167(b)(4) is both a reasonable and con-
sistent method and that it does not 
produce depreciation allowances in ex-
cess of the amount permitted under the 
limitations provided in such section.

§ 1.167(c)–1 Limitations on methods of 
computing depreciation under sec-
tion 167(b) (2), (3), and (4). 

(a) In general. (1) Section 167(c) pro-
vides limitations on the use of the de-
clining balance method described in 
section 167(b)(2), the sum of the years-
digits method described in section 
167(b)(3), and certain other methods au-
thorized by section 167(b)(4). These 
methods are applicable only to tan-
gible property having a useful life of 
three years or more. If construction, 
reconstruction, or erection by the tax-
payer began before January 1, 1954, and 
was completed after December 31, 1953, 
these methods apply only to that por-
tion of the basis of the property which 
is properly attributable to such con-
struction, reconstruction, or erection 
after December 31, 1953. Property is 
considered as constructed, recon-
structed, or erected by the taxpayer if 
the work is done for him in accordance 
with his specifications. The portion of 
the basis of such property attributable 
to construction, reconstruction, or 
erection after December 31, 1953, con-
sists of all costs of the property allo-
cable to the period after December 31, 
1953, including the cost or other basis 
of materials entering into such work. 
It is not necessary that such materials 
be acquired after December 31, 1953, or 
that they be new in use. If construction 
or erection by the taxpayer began after 
December 31, 1953, the entire cost or 
other basis of such construction or 
erection qualifies for these methods of 
depreciation. In the case of reconstruc-
tion of property, these methods do not 
apply to any part of the adjusted basis 
of such property on December 31, 1953. 
For purposes of this section, construc-
tion, reconstruction, or erection by the 
taxpayer begins when physical work is 
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started on such construction, recon-
struction, or erection. 

(2) If the property was not con-
structed, reconstructed, or erected by 
the taxpayer, these methods apply only 
if it was acquired after December 31, 
1953, and if the original use of the prop-
erty commences with the taxpayer and 
commences after December 31, 1953. 
For the purpose of the preceding sen-
tence, property shall be deemed to be 
acquired when reduced to physical pos-
session, or control. The term ‘‘original 
use’’ means the first use to whichthe 
property is put, whether or not such 
use corresponds to the use of such 
property by the taxpayer. For example, 
a reconditioned or rebuilt machine ac-
quired after December 31, 1953, will not 
be treated as being put to original use 
by the taxpayer even though it is put 
to a different use, nor will a horse ac-
quired for breeding purposes be treated 
as being put to original use by the tax-
payer if prior to the purchase the horse 
was used for racing purposes. See 
§§ 1.167(b)–2, 1.167 (b)–3, and 1.167(b)–4 for 
application of the various methods. 

(3) Assets having an estimated aver-
age useful life of less than three years 
shall not be included in a group, classi-
fied, or composite account to which the 
methods described in §§ 1.167 (b)–2, 
1.167(b)–3, and 1.167(b)–4 are applicable. 
However, an incidental retirement of 
an asset from such an account prior to 
the expiration of a useful life of three 
years will not prevent the application 
of these methods to such an account. 

(4) See section 381(c)(6) and the regu-
lations thereunder for rules covering 
the use of depreciation methods by ac-
quiring corporations in the case of cer-
tain corporate acquisitions. 

(5) See §§ 1.1502–12(g) and 1.1502–13 for 
provisions dealing with depreciation of 
property received by a member of an 
affiliated group from another member 
of the group during a consolidated re-
turn period. 

(6) Except in the cases described in 
subparagraphs (4) and (5) of this para-
graph, the methods of depreciation de-
scribed in §§ 1.167(b)–2, 1.167(b–(3), and 
1.167(b)–4 are not applicable to property 
in the hands of a distributee, vendee, 
transferee, donee, or grantee unless the 
original use of the property begins with 
such person and the conditions re-

quired by section 167(c) and this sec-
tion are otherwise met. For example, 
these methods of depreciation may not 
be used by a corporation with respect 
to property which it acquires from an 
individual or partnership in exchange 
for its stock. Similarly, if an indi-
vidual or partnership receives property 
in a distribution upon dissolution of a 
corporation, these methods of deprecia-
tion may not be used with respect to 
property so acquired by such individual 
or partnership. As a further example, 
these methods of depreciation may not 
be used by a partnership with respect 
to contributed property, nor by a part-
ner with respect to partnership prop-
erty distributed to him. Moreover, 
where a partnership is entitled to use 
these depreciation methods, and the 
optional adjustment to basis of part-
nership property provided by section 
743 is applicable, (i) in the case of an 
increase in the adjusted basis of the 
partnership property under such sec-
tion, the transferee partner with re-
spect to whom such adjustment is ap-
plicable shall not be entitled to use 
such methods with respect to such in-
crease, and (ii) in the case of a decrease 
in the adjusted basis of the partnership 
property under such section, the trans-
feree partner with respect to whom 
such adjustment is applicable shall in-
clude in his income an amount equal to 
the portion of the depreciation de-
ducted by the partnership which is at-
tributable to such decrease. 

(b) Illustrations. (1) The application of 
these methods to property constructed, 
reconstructed, or erected by the tax-
payer after December 31, 1953, may be 
illustrated by the following examples:

Example (1). If a building with a total cost 
of $100,000 is completed after December 31, 
1953, and the portion attributable to con-
struction after December 31, 1953, is deter-
mined by engineering estimates or by cost 
accounting records to be $30,000, the methods 
referred to in paragraph (a)(1) of this section 
are applicable only to the $30,000 portion of 
the total.

Example (2). In 1954, a taxpayer has an old 
machine with an unrecovered cost of $1,000. 
If he contracts to have it reconditioned, or 
reconditions it himself, at a cost of an addi-
tional $5,000, only the $5,000 may be depre-
ciated under the methods referred to in para-
graph (a)(1) of this section, whether or not 
the materials used for reconditioning are 
new in use.
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Example (3). A taxpayer who acquired a 
building in 1940 makes major maintenance or 
repair expenditures in 1954 of a type which 
must be capitalized. For these expenditures 
the taxpayer may use a method of deprecia-
tion different from that used on the building 
(for example, the methods referred to in 
paragraph (a)(1) of this section) only if he ac-
counts for such expenditures separately from 
the account which contained the original 
building. In such case, the unadjusted basis 
on any parts replaced shall be removed from 
the asset account and shall be charged to the 
appropriate depreciation reserve account. In 
the alternative he may capitalize such ex-
penditures by charging them to the deprecia-
tion reserve account for the building.

(2) The application of these methods 
to property which was not constructed, 
reconstructed, or erected by the tax-
payer but which was acquired after De-
cember 31, 1953, may be illustrated by 
the following examples:

Example (1). A taxpayer contracted in 1953 
to purchase a new machine which he ac-
quired in 1954 and put into first use in that 
year. He may use the methods referred to in 
paragraph (a)(1) of this section, in recovering 
the cost of the new machine.

Example (2). A taxpayer instead of recondi-
tioning his old machine buys a ‘‘factory re-
conditioned’’ machine in 1954 to replace it. 
He cannot apply the methods referred to in 
paragraph (a)(1) of this section, to any part 
of the cost of the reconditioned machine 
since he is not the first user of the machine.

Example (3). In 1954, a taxpayer buys a 
house for $20,000 which had been used as a 
personal residence and thus had not been 
subject to depreciation allowances. He 
makes a capital addition of $5,000 and rents 
the property to another. The taxpayer may 
use the methods referred to in paragraph 
(a)(1) of this section, only with respect to the 
$5,000 cost of the addition.

(c) Election to use methods. Subject to 
the limitations set forth in paragraph 
(a) of this section, the methods of com-
puting the allowance for depreciation 
specified in section 167(b) (2), (3), and 
(4) may be adopted without permission 
and no formal election is required. In 
order for a taxpayer to elect to use 
these methods for any property de-
scribed in paragraph (a) of this section, 
he need only compute depreciation 
thereon under any of these methods for 
any taxable year ending after Decem-
ber 31, 1953, in which the property may 
first be depreciated by him. The elec-
tion with respect to any property shall 
not be binding with respect to acquisi-

tions of similar property in the same 
year or subsequent year which are set 
up in separate accounts. If a taxpayer 
has filed his return for a taxable year 
ending after December 31, 1953, for 
which the return is required to be filed 
on or before September 15, 1956, an 
election to compute the depreciation 
allowance under any of the methods 
specified in section 167 (b) or a change 
in such an election may be made in an 
amended return or claim for refund 
filed on or before September 15, 1956. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 7244, 
37 FR 28897, Dec. 30, 1972; T.D. 8560, 59 FR 
41674, Aug. 15, 1994; T.D. 8597, 60 FR 36679, 
July 18, 1995]

§ 1.167(d)–1 Agreement as to useful life 
and rates of depreciation. 

After August 16, 1954, a taxpayer 
may, for taxable years ending after De-
cember 31, 1953, enter into an agree-
ment with respect to the estimated 
useful life, method and rate of depre-
ciation and treatment of salvage of any 
property which is subject to the allow-
ance for depreciation. An application 
for such agreement may be made to the 
district director for the internal rev-
enue district in which the taxpayer’s 
return is required to be filed. Such ap-
plication shall be filed in quadruplicate 
and shall contain in such detail as may 
be practical the following information: 

(a) The character and location of the 
property. 

(b) The original cost or other basis 
and date of acquisition. 

(c) Proper adjustments to the basis 
including depreciation accumulated to 
the first taxable year to be covered by 
the agreement. 

(d) Estimated useful life and esti-
mated salvage value. 

(e) Method and rate of depreciation. 
(f) Any other facts and circumstances 

pertinent to making a reasonable esti-
mate of the useful life of the property 
and its salvage value. 

The agreement must be in writing and 
must be signed by the taxpayer and by 
the district director. The agreement 
must be signed in quadruplicate, and 
two of the signed copies will be re-
turned to the taxpayer. The agreement 
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