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The tangible property regulations (TPRs) are the most dramatic 
changes in tax law to affect businesses since the overhaul of 
the Internal Revenue Code in 1986. The TPRs apply to all forms 
of business, whether a “C” corporation, an “S” corporation, 
a partnership, an LLC, a sole proprietorship (Schedule C on 
individual return), or a rental (Schedule E on individual return). 
The facts and circumstances of each business situation should 
be carefully evaluated to determine the proper treatment of all 
business expenditures for materials and supplies, repairs and 
maintenance, and asset purchases along with the impact on 
subsequent depreciation. Needless to say, these regulations 
are quite complex and require timely attention.

Timing of Compliance

Taxpayers are required to comply with the final TPRs starting 
with taxable years beginning on or after January 1, 2014. 

Complying with the new rules is expected to be burdensome. 
As a requirement of these TPRs, most taxpayers will need to 
consider modifying internal processes to be in compliance. 
Additionally, most taxpayers will be required to file one or more 
forms for an Application for Change in Accounting Method (Form 
3115) to properly institute the changes. In fact, not only will 
these taxpayers be required to file one or more Form(s) 3115 
for each accounting method change, but also the Form 3115 
filing is required for each separate entity, or trade or business. 
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For example, an individual filing a Form 1040 that owns three 

rental entities that he rents to his business locations (and those 

rental properties are held in separate LLCs) may be required to 

file three (or more) separate Form(s) 3115, and attach those to 

his 1040 filing for the year.

The IRS has issued implementation guidance providing 
automatic consent procedures for accounting method 
changes required or permitted by the final TPRs. Because 
of the expansive scope of the TPRs and the accounting 
method changes required therefrom, this guidance includes 
several elements to encourage and facilitate compliance, 
such as the following:

n  Waiver of certain scope limitations normally required for 
automatic accounting method changes, such as when a 
taxpayer is under examination or has changed its accounting 
method on the same item within the past five years; 
however, this waiver only applies to taxpayers who make the 
change for taxable years beginning before January 1, 2015,

n  Simplified filing requirements for taxpayers with average 
annual gross receipts of $10 million or less,

n  Elimination of the requirement that taxpayers be in full 
compliance with certain uniform capitalization rules, and

n  Additional flexibility for computing the cumulative impact of 
the changes on taxable income.

In addition to the scope limitations waiver mentioned 
above, two other significant benefits in the implementation 
guidance are only available for taxable years beginning 
before January 1, 2015:

n  The ability to make a late partial disposition election, and
n  The ability to revoke late general asset account elections 

(both discussed in more detail below).
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Potential Tax Deduction Opportunities

Under the new rules, taxpayers may be able to deduct greater 
amounts for repair costs, materials and supplies, routine 
maintenance for buildings and equipment, maintenance 
on buildings for smaller taxpayers, and new safe harbor de 

minimis amounts. There are numerous specific rules and 
qualifications for many of these opportunities. 

More importantly, many taxpayers are able to currently deduct 
the net tax value of certain previously capitalized assets. The 
following list contains typical potential write-off opportunities: 

n  Roof or land improvement costs that were previously 
capitalized may now have their net tax value written off if a 
roof improvement or new paving is (or was) subsequently 
made and capitalized. 

n  Previously capitalized manufacturer or franchisor-required 
refreshments.

n  Prior leasehold improvements or portions thereof. 
n  Previously capitalized improvements now considered 

deductible “repairs” in the viewpoint of the new TPRs.

Historically, when a taxpayer replaced a significant component 
of an asset -- such as the roof of a building, an elevator, an 
HVAC unit, etc. -- the taxpayer had to continue to depreciate 
the old asset as well as the new replacement. Under the final 
TPRs, taxpayers can now make a partial disposition election 
to write off the undepreciated cost basis allocable to the 
replaced component, presuming the cost of the replacement 
component is capitalized. Taxpayers that disposed of a 
significant portion of an asset in previous years can make a 
late partial disposition election via an automatic accounting 
method change request to recover the undepreciated basis. 
The availability of the late partial disposition election can 
generate big potential write-offs (hence tax savings) for 
businesses with real estate. As mentioned above, however, 
the late partial disposition election is only available for 
taxable years beginning before January 1, 2015.
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Internal processes also will have to be addressed to deal with 
three main provisions in the final TPRs:

n  Added incentives for establishment of a capitalization “write-
off” policy dictating a certain write-off amount (e.g., “our 
policy is that we are going to expense all purchases under 
$1,000”). If this policy is not adopted before the first day 
of the tax year, taxpayers may be limited to a $200 per item 
“write-off” policy. The taxpayer is otherwise entitled to write 
off up to either $5,000 or $500 per item depending on the 
financial statement criteria met by the business. 

n  Review depreciation schedules to assess assets on the list 
that may qualify for write-offs under the partial disposition 
election. This effort may require the use of a cost 
segregation study or other “reasonable methods” in order 
to arrive at the remaining un-depreciated tax basis that will 
qualify for a write-off. While reviewing fixed asset records, 
also look for assets that can be written off under the final 
TPRs as repairs and maintenance or that can be written off 
under the routine maintenance safe harbor.

n  Accounting for “non-incidental” material and supplies now 
provides that these should be inventoried at tax-year end and 
not expensed until first used or consumed in the business.

Elections and Other Considerations

Six new potential annual elections also are provided under the 
revised TPRs. 

The most common of these elections are: 

n  The annual choice to employ the new de minimis safe harbor 
for purchases of tangible materials and supplies and/or 
asset if the amount per item meets the new rules (either 
$500 up to $5,000 per item); 

n  The new safe harbor for small taxpayers to elect not to 
capitalize improvements or repairs to an eligible building 
property (limitation the lesser of 2% of the unadjusted basis 
of the building or $10,000); and 

n  The new election to dispose of building assets that have 
been replaced (the partial disposition election). 
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Under the final regulations, taxpayers can choose to write off 
prior building assets without the burden of the general asset 
account (GAA) veil. For taxpayers that did place buildings 
into GAAs for 2012 or 2013 tax years the guidance provides 
“relief” by allowing them to file an automatic accounting 
method change to revoke any late GAA elections made. This 
ability to revoke the GAA election is only available for tax years 
beginning on or after January 1, 2012,  and beginning before 
January 1, 2015.

In Summary

The new tangible property regulations are complex and may 
be difficult to implement and comply with. The facts and 
circumstances of each business situation will need to be 
analyzed to determine the proper treatment of almost all 
business expenditures for materials and supplies, repairs 
and maintenance, and asset purchases and their subsequent 
depreciation. All businesses should elevate the importance 
and time restrictions in implementing these rules to assure 
proper compliance with the regulations and the TPRs from 
which the taxpayer should choose. 

We encourage you to contact your local CBIZ MHM tax 
professional with any questions that you may have on these 
complex rules and related tasks.

Tangible Property Checklist  (continued on next page)
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Tangible Property Checklist

DOES YOUR COMPANY: BENEFIT

Acquire numerous small dollar items 
of tangible property?

A de minimis safe harbor election provides the ability to deduct individual items below 
a specified dollar threshold. To take advantage of this safe harbor, a capitalization 
accounting policy must be in place at the beginning of the tax year (a written policy is 
required in certain circumstances). 

Incur costs related to materials & 
supplies?

The regulations provide that eligible materials & supplies are deductible under the de 
minimis safe harbor. 

Incur significant repair and 
maintenance costs for a building or 
heavy machinery?

You may be able to use the routine maintenance safe harbor to increase current 
deductions, or deduct them with more certainty.

Own property that has incurred 
significant costs for renovations  
during the past 15 years?

Replaced components can be deducted and new expenditures should be appropriately 
expensed or capitalized. 

Own a building, leasehold 
improvements or land improvements?

If you replaced a part of your building structure or any improvements in the current 
year (or in prior years), a partial disposition election may be of benefit. This may prove 
beneficial when the property is disposed since it may reduce the portion of the gain 
taxed at a higher rate.

Own a building with a basis of less 
than $1 million and have annual gross 
receipts of less than $10 million?

It is important to evaluate the safe harbor for small taxpayers whereby you may be able 
to deduct, rather than capitalize, certain improvement costs.


