Section 61.—Gross Income duction of a replacement asset, the cosis a trade or business or in the production

Defined incurred in removing the retired asset aref income, § 1.165-2(c) cross references
not required to be capitalized under se& 1.167(a)-8(a), which permits, in part, a
26 CFR 1.61-21: Taxation of fringe benefits. tion 263 or 263A of the Code as part ofoss from physical abandonment of retired
This procedure provides the maximum value of emthe cost of the replacement asset. property.
ployer-provided automobiles first made available t | U“d‘?r §§ 263(a) and 1'26.3(3‘)_1(6‘)’ I‘_]O
employees for personal use in calendar year 2000 fi ev. Rul. 2000-7 deduction is allowed for capital expendi-
which the vehicle cents-per-mile valuation rule pro- tures, such as amounts paid for new build-
vided under §1.61-21(e) of the Income Tax Regulatior;§SUE ings or for permanent improvements or
may be applicable. See Rev. Proc. 2000-18, page 722:

betterments made to increase the value of
If the retirement and removal of a deany property. Section 1.263(a)-2(a) pro-
i . preciable asset occurs in connection witkiides that capital expenditures include the
Section 162.—Trade or BUSiness i ingtallation or production of a replacecosts of acquisition, construction, or erec-
Expenses ment asset, are the costs incurred in réon of buildings, machinery and equip-
moving the retired asset required to beent, furniture and fixtures, and similar
capitalized under section 263(a) or 2634roperty having a useful life substantially
If the retirement and removal of a depreciable ass&s part of the cost of the replacemertieyond the taxable year.
occurs in connection with the installation or productiorgsset? Section 263A generally requires tax-
pfa replac_ement asset, are the costs inc_:ur_red in remov- payers that are producing real or tangible
ing the retired asset required to be capitalized underEACTS ersonal property to capitalize direct ma-
263(a) or 263A as part of the cost of the replacement P . P p ty p R
asset? See Rev. Rul. 2000-7, page 712. terial costs, direct labor costs, and indirect
costs that are properly allocable to the
tproduced property. Section 263A(g)(1)

] placed Polé in service in 1979 on land i :
Section 165.—Losses owned. X placed PoleB in service in provides that, for purposes of § 2634, the
term “produce” includes construct, build,

1982 on land owned by under the terms . ;
7 install, manufacture, develop, or improve.

of an easement permittir to have one o

_ _ Under § 1.263A-1(e)(3)(i), indirect costs
If the retirement and removal of a depreciablgo0le onY’s land. In 2000,X undertakes a are allocable to produced property under

asset occurs in connection with the installation oproject to replace telephone poles in th P . property .

production of a replacement asset, are the costs i§garyice area in which Pole is situated. 2§3A when the costs d"ec“y benefit or

curred in removing the retired asset required to bR ¢ o+ of that rojectX incurs costs in are incurred by reason of the performance

capitalized under § 263(a) or 263A as part of the2 pal _Proj . . of production activities.

cost of the replacement asset? See Rev. Rul. 2000—7(,)80 n rﬁmovmg and Idlsfc]:ardlng lP(ﬂe | The costs of removmg an asset have

and installing a new telephone pole, Po o
page 712. 9 b b Been historically allocable to the removed

C, in the same locationX also undertakes .
sset and, thus, generally deductible when

a second project to replace telephont%]e asset is retired and the costs are in-
Section 167.—Depreciation poles in the service area in which PBle curred. A deduction generally is allowed

is situated. X installs a new telephoneWhether 4 taxpaver accounts for the re-
26 CFR 1.167(a)—8: Retirements. pole, PoleD, onY's land, but not in the . taxpay .
tired asset in a single asset account or in a

same location as Po2 As part of this .
emultlple asset accoune(g, a general

If the retirement and removal of a depreciable d . d | ith th
asset occurs in connection with the installation Oﬁecon prOJeCt and to Comp y with t asset account or a mass asset account)
See§ 1.165-3(b); § 1.167(a)-1(c); §

26 CFR 1.162-1: Business expenses.

The assets oK, a telephone company,
include telephone pole&a andB. X

26 CFR 1.165-3: Demolition of buildings.

production of a replacement asset, are the costs asementX incurs costs in 2000 in re-
curred in removing the retired asset required to beoving and discarding Pol&

capitalized under § 263(a) or 263A as part of the 1.167(a)- 11(d)(3X); Rev. Rul. 74-455,
cost of the replacement asset? See Rev. Rul. 2000+47AW AND ANALYSIS 1974-2 C.B. 63; Rev. Rul. 75-150,
page 712. 1975-1 C.B. 73.But see8§ 280B, requir-

Section 162 of the Internal Revenuéng that the costs of demolishing build-
Code and § 1.162-1 of the Income Taings be added to the basis of the land, and
Section 263.—Capital Regulations generally allow a deductior8 1.165-3(a), requiring capitalization of
Expenditures for all the ordinary and necessary exedemolition costs when the taxpayer ac-

penses paid or incurred during the taxablguires an asset with the intent to demolish
26 CFR 1.263(a)-1: Capital expenditures; in year in carrying on any trade or businessit. See, e.g.Wood County Telephone Co.
%el”ee?ré'l-)_(g!slo_ 1§6§7%a6)2_'111§51'_21g AfffA; 1.165-3, Section 165 allows as a deduction any. Commissione51 T.C. 72 (1968); Rev.
loss sustained during the taxable year ariRul. 69-62, 1969-1 C.B. 58.

Removal costs, capital expenditures. not compensated for by insurance or oth- The removal costs of PolésandB are
This ruling holds that if the retirement ancerwise. For the allowance under § 165(a)ot required to be capitalized under
removal of a depreciable asset occurs iof losses arising from the permanent with§ 263(a). In both situations the removal
connection with the installation or pro-drawal of depreciable property from useosts are properly allocable to the retired



poles, and thus do not relate to assets ha@hange in Accounting Method, to the exam-
ing a useful life in the taxpayer’s businessing agent(s), appeals officer, or counsel for
extending substantially beyond the taxablthe government, as appropriate, at the sam
year in which the removal costs are intime that it files the copy of the Form 3115
curred. The fact that PolésandB are re- with the national office. The Form 3115
tired as part of a replacement project dogsust contain the name(s) and telephone
not mean that the removal costs are rewumber(s) of the examining agent(s), ap-
quired to be capitalized under § 263(a)peals officer, or counsel for the government,
Furthermore, the removal costs are not ra&s appropriate. In addition, if the asset is
quired to be capitalized under § 263A bepublic utility property within the meaning of
cause the costs are incurred for the purpo8e168(i)(10) or former § 167(I)(3)(A), the
of retiring PolesA andB and not by reason taxpayer must comply with the terms and
of the installation of Pole€ andD. The conditions in section 2.01(3)(b)(vi) of the
analysis in this ruling does not apply to théppendix of Rev. Proc. 99—-49.

removal of a component of a depreciable

asset, the costs of which are either d=FFECT ON OTHER DOCUMENTS

ductible or capitalizable based on whether pao., proc. 99-49 is modified and am-

replacement of the component constitutes[ﬁiﬁed to include this change in account-
repair or an improvemenfee§1.162-4 ing method in the APPENDIX.
and § 1.263(a)-1(b).

DRAFTING INFORMATION
HOLDING

. The principal author of this revenue
If the retirement and removal of a de'ruling is Beverly Katz of the Office of As-

preciable asset occurs in connection Withistant Chief Counsel (Income Tax and
the installation or production of a replaceAccounting). For further information re-
ment asset, the costs incurred in remov"@arding this revenue ruling contact Ms.

the retired asset are not required to beat, on (202) 622-4950 (not a toll-free
capitalized under § 263(a) or 263A as paga”)_

of the cost of the replacement asset.
APPLICATION

Any change in a taxpayer’s method of ac-
counting to conform with this revenue ruling
is a change in method of accounting to
which the provisions of §§ 446 and 481 and
the regulations thereunder apply. Except for
assets for which depreciation is determined
in accordance with § 1.167(a)-11 (ADR),
the taxpayer’s new method of treating re-
moval costs for assets accounted for in a
multiple asset account must be consistent
with the taxpayer’s method of treating sal-
vage proceedsSeeRev. Rul. 74—455. (See
sections 2.01 and 2.02 of the Appendix of
Rev. Proc. 9949, 1999-52 I.R.B. 725, for
changing a taxpayer’'s present method of
treating salvage proceeds.) Ataxpayer want-
ing to change its method of accounting to
conform with the holding in this revenue rul-
ing must follow the automatic change in ac-
counting method provisions of Rev. Proc.
99-49, except that the scope limitations in
section 4.02 of Rev. Proc. 99-49 do not
apply. However, if the taxpayer is under ex-
amination, before an appeals office, or be-
fore a federal court with respect to any in-
come tax issue, the taxpayer must provide a
copy of the Form 3115, Application for



