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§1.167(a)-9

is retired after six years of use and at
the time of retirement depreciation
was being claimed on the basis of an
average expected useful life of ten
years, the unrecovered cost or other
basis less salvage would be amortized
through equal annual deductions over a
period of ten years from the time of re-
tirement.

(2) Where multiple asset accounts are
used and acquisitions and retirements
are numerous, if a taxpayer, in order to
avoid unnecessarily detailed account-
ing for individual retirements, consist-
ently follows the practice of charging
the reserve with the full cost or other
basis of assets retired and of crediting
it with all receipts from salvage, the
practice may be continued so long as,
in the opinion of the Commissioner, it
clearly reflects income. Conversely,
where the taxpayer customarily fol-
lows a practice of reporting all receipts
from salvage as ordinary taxable in-
come such practice may be continued
so long as, in the opinion of the Com-
missioner, it clearly reflects income.

(f) Cross reference. For special rules in
connection with the retirement of the
last assets of a given year’s acquisi-
tions under the declining balance
method, see example (2) in paragraph
(b) of §1.167 (b)-2.

(g) Applicability. This section applies
to property for which depreciation is
determined under section 167 (but not
under section 168, section 14001, section
1400Li(c), section 168 prior to its amend-
ment by the Tax Reform Act of 1986,
Public Law 99-514 (100 Stat. 2121(1986)),
or under an additional first year depre-
ciation deduction provision of the In-
ternal Revenue Code (for example, sec-
tion 168(k) through (n), 1400L(b), or
1400N(d))).

(h) Effective/applicability date—(1) In
general. This section applies to taxable
years beginning on or after January 1,
2014. Except as provided in paragraphs
(h)@2) and (h)(3) of this section,
§1.167(a)-8 as contained in 26 CFR part
1 edition revised as of April 1, 2011, ap-
plies to taxable years beginning before
January 1, 2014.

(2) Early application of §1.167(a)-8(g).
A taxpayer may choose to apply para-
graph (g) of this section to taxable
years beginning on or after January 1,
2012.

26 CFR Ch. | (4-1-14 Edition)

(3) Optional application of TD 9564. A
taxpayer may choose to apply
§1.167(a)-8T as contained in TD 9564 (76
FR 81060) December 27, 2011, to taxable
years beginning on or after January 1,
2012, and before January 1, 2014.

[T.D. 6500, 26 FR 11402, Nov. 26, 1960; 25 FR
14021, Dec. 21, 1960, as amended by T.D. 9564,
76 FR 81085, Dec. 27, 2011; T.D. 9636, 78 FR
57707, Sept. 19, 2013]

§1.167(a)-9 Obsolescence.

The depreciation allowance includes
an allowance for normal obsolescence
which should be taken into account to
the extent that the expected useful life
of property will be shortened by reason
thereof. Obsolescence may render an
asset economically useless to the tax-
payer regardless of its physical condi-
tion. Obsolescence is attributable to
many causes, including technological
improvements and reasonably foresee-
able economic changes. Among these
causes are normal progress of the arts
and sciences, supersession or inad-
equacy brought about by developments
in the industry, products, methods,
markets, sources of supply, and other
like changes, and legislative or regu-
latory action. In any case in which the
taxpayer shows that the estimated use-
ful life previously used should be short-
ened by reason of obsolescence greater
than had been assumed in computing
such estimated useful life, a change to
a new and shorter estimated useful life
computed in accordance with such
showing will be permitted. No such
change will be permitted merely be-
cause in the unsupported opinion of the
taxpayer the property may become ob-
solete. For rules governing the allow-
ance of a loss when the usefulness of
depreciable property is suddenly termi-
nated, see §1.167(a)-8. If the estimated
useful life and the depreciation rates
have been the subject of a previous
agreement, see section 167(d) and
§1.167(d)-1.

§1.167(a)-10 When depreciation deduc-
tion is allowable.

(a) A taxpayer should deduct the
proper depreciation allowance each
year and may not increase his depre-
ciation allowances in later years by
reason of his failure to deduct any de-
preciation allowance or of his action in
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