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Depreciation allowable under terms-letter
from January 1, 1943, to December 31,

1955 ... 2,155

Total Credits ........ccocoeeiveriiiiiccine 3,285
(iii) Charges to reserve for depreciation:
Part of terms-letter reserve applicable to
property abnormally retired ..............cc...... 450
Depreciation applicable to property abnor-
mally retired and allowable from January

1, 1943, to December 31, 1954 .. 345
Adjustment for normal retirement ... 1,000
Total charges .......ccoeevvevvecnnncns 1,795

(iv) Balance in reserve for depreciation:
Total credits .....ooceeeveerieeieeeeceeee e 3,285
Total charges 1,795
Balance as of January 1, 1956 ...... 1,490

(v) Adjusted basis of property:

Balance in asset account 7,500
Balance in reserve for depreciation ... 1,490
Adjusted basis as of January 1, 1956 .......... 6,010

(4) The following adjustments to the re-
serve determined under subparagraph (2) of
this paragraph may be made in order to ar-
rive at the reserve determined under sub-
paragraph (3)(iv) of this paragraph:
(i) Credit balance in reserve, as determined

under subparagraph (2) of this paragraph .......
(ii) Credit adjustments:

Depreciation sustained before
March 1, 1913, on—

Property retired before
January 1, 1943 .........
Property held on January
1,1943 (s 480

Part of terms-letter reserve

applicable to property ab-

normally retired on Decem-
ber 31, 1954 .....cccovvvrienn 450

$3,360

$200

1,130

Balance ...
(iii) Debit adjustment:
Terms-letter reserve as of January 1, 1943

4,490

3,000

(iv) Credit Balance in reserve, as determined
under subparagraph (3)(iv) of this paragraph .. 1,490
(5) The $6,010 adjusted basis as of January

1, 1956, of the retirement-straight line prop-
erty held by the taxpayer on that date is to
be recovered over the estimated remaining
useful life of that property. The remaining
useful life of the property will be reviewed
regularly, and appropriate adjustments in
the rates will be made as necessary in order
to spread the remaining cost less estimated
salvage over the estimated remaining useful
life of the property. See §1.167(a)-1.

§1.9001-3

§1.9001-3 Basis adjustments for tax-
able years between changeover
date and 1956 adjustment date.

(a) In general. (1) Subsection (e) of the
Act provides the adjustments required
to be made in determining the adjusted
basis of any retirement-straight line
property as of any time on or after the
changeover date and before the tax-
payer’s 1956 adjustment date. This ad-
justed basis shall be used for all pur-
poses of the Internal Revenue Code of
1939 and the Internal Revenue Code of
1954 for taxable years beginning on or
after the changeover date and before
the taxpayer’s 1956 adjustment date,
except as provided in subparagraph (4)
of this paragraph. The adjustments so
required, which are set forth in para-
graphs (b) and (c) of this section, shall
not be used in determining the ad-
justed basis of property for taxable
years beginning before the changeover
date or on or after the taxpayer’s 1956
adjustment date.

(2) In order to arrive at the adjusted
basis as of any specific date occurring
on or after the changeover date and be-
fore the 1956 adjustment date, the tax-
payer shall start with the unadjusted
basis of all retirement-straight line
property held on the changeover date
by the taxpayer or its predecessor and
shall, as of that specific date and with
respect to both the asset and reserve
accounts, (i) make the adjustments
prescribed by this section and sub-
section (e) of the Act and (ii) also make
those adjustments required, in accord-
ance with the method of accounting
regularly used, for additions, retire-
ments, and other dispositions of prop-
erty. For an illustration of adjust-
ments required in accordance with the
method of accounting regularly used,
see the example in paragraph (d) of this
section.

(3) The adjustments required by sub-
section (e) of the Act shall be made in
lieu of the adjustments for deprecia-
tion otherwise required by section
1016(a) (2) and (3) of the Code and by
the corresponding provisions of prior
revenue laws.

(4) Although this section, and sub-
section (e) of the Act, shall apply in de-
termining the excess-profits tax, they
shall not apply in determining adjusted
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§1.9001-4

basis for the purpose of computing eq-
uity capital for any day under section
437(c) (relating to the Excess Profits
Tax Act of 1950) (64 Stat. 1137) of the In-
ternal Revenue Code of 1939. For the
adjustments to be made in computing
equity capital under such section, see
paragraph (c) of §1.9001-4.

(b) Adjustment for terms-letter reserve.
Pursuant to subsection (e)(1) of the
Act, the basis of any retirement-
straight line property shall be ad-
justed, as of any specific applicable
date occurring on or after the change-
over date and before the 1956 adjust-
ment date, for the amount of the
terms-letter reserve applicable to such
property.

(c) Adjustment for depreciation allow-
able under the terms-letter. Pursuant to
subsection (e)(2) of the Act, the basis of
any retirement-straight line property
shall be adjusted, as of any specific ap-
plicable date occurring on or after the
changeover date and before the 1956 ad-
justment date, for depreciation appli-
cable to such property and allowable
under the terms-letter.

(d) Hlustration of basis adjustments re-
quired for taxable years beginning on or
after the changeover date and before the
1956 adjustment date. The application of
this section may be illustrated by the
following example, which is based upon
the assumption that multiple asset ac-
counts are used:

Example. (1) The facts are assumed to be
the same as those in the example under para-
graph (e) of §1.9001-2, except that the ad-
justed basis of retirement-straight line prop-
erty is determined as of January 1, 1955, and
the depreciation allowable under the terms-
letter from the changeover date to December
31, 1954, is $2,100.

(2) The adjusted basis on January 1, 1955, of
the retirement-straight line property held by
the taxpayer on that date is $4,195, deter-
mined as follows and in accordance with this
section:

(i) Asset account:

Unadjusted cost on January 1, 1943 ......... $10,000
Less:
Adjustment for abnormal re-
tirement ... $1,500
Adjustment for normal retire-
MeNnt ..o 1,000
2,500
Balance as of January 1, 1955 .... 7,500
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(i) Credits to reserve for depreciation:
Entire terms-letter reserve as of January 1,

1943 s 3,000
Depreciation allowable under terms-letter
from January 1, 1943, to December 31,
1954 i 2,100
Total credits .......coceeeveeeieeiieeiieenes 5,100

(iii) Charges to reserve for depreciation:
Part of terms-letter reserve applicable to
property abnormally retired on Decem-
ber 31, 1954 ... 450
Depreciation applicable to property abnor-
mally retired and allowable from January
1, 1943, to December 31, 1954 .............. 345

Adjustment for normal retirement . 1,000
Total charges ........cccccoeveicinicnene 1,795
(iv) Balance in reserve for depreciation:
Total credits 5,100
Total charges .... 1,795
Balance as of January 1, 1955 .... 3,305
(v) Adjusted basis of property:
Balance in asset account .................... 7,500
Balance in reserve for depreciation .... 3,305
Adjusted basis as of January 1,
1955 e 4,195

§1.9001-4 Adjustments required in
computing excess-profits credit.

(@) In general. Subsection (f) of the
Act provides adjustments required to
be made in computing the excess-prof-
its credit for any taxable year under
the Excess Profits Tax Act of 1940 (54
Stat. 975) or under the Excess Profits
Tax Act of 1950 (64 Stat. 1137). These
adjustments are set forth in para-
graphs (b) and (c) of this section, and
they shall apply notwithstanding the
terms-letter.

(b) Equity invested capital. (1) Pursu-
ant to subsection (f)(1) of the Act, in
determining equity invested capital for
any day of any taxable year under sec-
tion 458 (relating to the Excess Profits
Tax Act of 1950) or section 718 (relating
to the Excess Profits Tax Act of 1940)
of the Internal Revenue Code of 1939,
the accumulated earnings and profits
as of the changeover date, and as of the
beginning of each taxable year there-
after, shall be reduced by the deprecia-
tion sustained before March 1, 1913, on
all retirement-straight line property
held on March 1, 1913, by the taxpayer
or a predecessor for which cost was or
is claimed as basis and which was held
on the changeover date by the taxpayer
or a predecessor.
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