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Important Changes for 1998

Limits on depreciation for business cars. The total
section 179 deduction and depreciation you can take
on a car that you use in your business and first place
in service in 1998 is $3,160. Your depreciation cannot
exceed $5,000 for the second year of recovery, $2,950
for the third year of recovery, and $1,775 for each later
tax year. See Special Rules for Passenger Automo-
biles, later.



Exceptions for clean-fuel vehicles.  There are two
exceptions to the limits on the section 179 and depre-
ciation deductions you can take. See Exceptions for
clean-fuel vehicles, in chapter 4 under Special Rule for
Passenger Automobiles.

Increase to the section 179 deduction. The total cost
of section 179 property that you can take increases to
$18,500 for 1998. This amount will continue to increase
through 2003. See Maximum Dollar Limit in chapter 2.

Recovery period for rent-to-own property. Depreci-
ate qualified rent-to-own property over a 3—year recov-
ery period.

For more information, see Rent-to-own property in
chapter 3.

Change to empowerment zone property rules.
Qualified zone property does not include certain prop-
erty used in certain noncontiguous developable parcels.
For more information about empowerment zone prop-
erty, get Publication 954, Tax Incentives for Empower-
ment Zones and Other Distressed Communities.

Change to enterprise zone business requirements.
The requirements for an enterprise zone business have
been eased. For more information on enterprise zone
businesses, get Publication 954.

Increased section 179 deduction for enterprise zone
businesses. The maximum deduction for 1998 for
section 179 property that is qualified zone property is
increased to $38,500 for enterprise zone businesses.

For information on empowerment zones and enter-
prise communities, get Publication 954.

Important Change for 1999

150% DB election under GDS. Effective for property
placed in service after 1998, if you choose to use the
150% declining balance rate under the General De-
preciation System (GDS), you use the same recovery
periods you would have used if you had chosen the
200% declining balance rate. For more information on
recovery periods, see Property Classes and Recovery
Periods in chapter 3.

Introduction

This publication explains how you can recover the cost
of business or income-producing property through de-
preciation. Its step-by-step approach will show you how
to figure your depreciation deduction and fill out the
required tax form. There are examples throughout the
publication to help you understand the tax law.

This publication is for those who want information
on depreciating property placed in service after 1986.
If you want information about depreciating property
placed in service before 1987, get Publication 534.
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What this publication contains. This publication
contains six chapters and two appendices. These
chapters and appendices are briefly described in the
following discussions.

Chapter 1 defines depreciation in general terms and
describes types of property. It states what property can
and cannot be depreciated, when depreciation begins
and ends, and shows you how to claim depreciation on
Form 4562.

Chapter 2 defines the section 179 deduction. It dis-
cusses what property costs can and cannot be de-
ducted. It also explains when and how to claim the de-
duction, and how to figure the deduction. It has a
worksheet to help you figure the maximum deduction
you can take on section 179 property. It concludes with
a discussion on when to recapture the deduction. You
will note that rental property can be depreciated but
does not qualify for the section 179 deduction.

Chapter 3 defines the Modified Accelerated Cost
Recovery System (MACRS). It provides an introduction
and explanation of the entire system. It has a worksheet
to help you figure your deduction under MACRS.

Chapter 4 defines listed property. It explains the rules
for listed property and the special limits on the amount
of depreciation and section 179 deduction that you can
claim for passenger automobiles. It also provides a
separate worksheet to help you figure the maximum
depreciation deduction for passenger automobiles.

Chapter 5 is a comprehensive example showing how
to figure both the section 179 and depreciation de-
ductions. It includes a filled-in Form 4562 and depreci-
ation worksheet.

Chapter 6 tells you how to get information, free
publications, and forms from the IRS.

Appendix A contains the MACRS Percentage Tables.

Appendix B contains The Table of Class Lives and
Recovery Periods.

Definitions. Many of the terms used in this publication
are defined in the Glossary near the end of this publi-
cation.

Additional information.  For more detailed information
on depreciating a car, residential rental property, and
office space in your home, see the following.

¢ Publication 463, Travel, Entertainment, Gift, and Car
Expenses.
* Publication 527, Residential Rental Property.

* Publication 587, Business Use of Your Home (In-
cluding Use by Day-Care Providers).

We welcome your suggestions for future edi-
tions of this publication. Please send your ideas
to:

Internal Revenue Service

Technical Publications Branch (OP:FS:FP:P:3)
1111 Constitution Avenue, N.W.

Washington, DC 20224



1.
General Information

Introduction

This chapter discusses the general rules of depreciating
property. It is divided into six major sections.

» Depreciation Defined. This section defines depre-
ciation. It also defines the two types of property —
tangible and intangible — and discusses real prop-
erty and personal property.

* Who Can Claim Depreciation. This section identi-
fies those who can claim depreciation and provides
examples to illustrate the point.

* What Can Be Depreciated. This section discusses
what types of tangible and intangible property you
can depreciate. It also discusses how you can de-
preciate partial business-use property. Finally, it
discusses depreciation of land preparation costs,
repairs and replacements, durable containers, co-
operative apartments, and other special situations.

* What Cannot Be Depreciated. This section dis-
cusses the different kinds of property that cannot
be depreciated. It specifically addresses the treat-
ment of property placed in service and disposed of
in the same year, inventory, rented property, term
interests in property, and more.

* When Depreciation Begins and Ends.  This sec-
tion discusses when property is considered placed
in service, when property is retired from service, and
what to do when you did not deduct the correct
amount of depreciation.

e How To Claim Depreciation. This section dis-
cusses when to use Form 4562. It also contains a
table that outlines the purpose of each part of Form
4562.

Useful Items
You may want to see:

Publication

(0463 Travel, Entertainment, Gift, and Car Ex-
penses

(1534 Depreciating Property Placed in Service
Before 1987

[0 535 Business Expenses

1538 Accounting Periods and Methods
(1544 Sales and Other Dispositions of Assets
(1551 Basis of Assets

Form (and Instructions)

[J 2106—EZ Unreimbursed Employee Business Ex-
penses

(12106 Employee Business Expenses

(14562 Depreciation and Amortization

See chapter 6, How To Get More Information, for
information about getting these publications and forms.

Depreciation Defined

Depreciation is a loss in the value of property over the
time the property is being used. Events that can cause
property to depreciate include wear and tear, age, de-
terioration, and obsolescence. You can get back your
cost of certain property by taking deductions for de-
preciation. This includes equipment you use in your
business or for the production of income.

To determine if you can take a depreciation de-
duction for your property, you must be familiar with the
types of property discussed next.

Types of Property

Property is either:

* Tangible property, or
* Intangible property.

Tangible Property

Tangible property is property that you can see or touch.
Tangible property includes two main types.

* Real property.
* Personal property.

Real property. Real property is land and buildings, and
generally anything built or constructed on land, or any-
thing growing on or attached to the land.

Personal property. Tangible personal property in-
cludes cars, trucks, machinery, furniture, equipment,
and anything that is tangible except real property.

Intangible Property

Intangible property is generally any property that has
value but that you cannot see or touch. It includes items
such as computer software, copyrights, franchises,
patents, trademarks, and trade names.

Who Can Claim Depreciation

To claim depreciation, you usually must be the owner
of property and you must use the property in your trade
or business or for producing income. The following ex-
amples show who owns the property.

Example 1. You made a down payment on rental
property and assumed the previous owner's mortgage.
You own the property and you can depreciate it.
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Example 2. This year you bought a new van that
you will use totally in your courier business. You will
be making payments on the van over the next 5 years.
You own the van and you can depreciate it.

Rented property. Generally, if you pay rent on prop-
erty, you cannot depreciate that property. Usually, only
the owner can depreciate it. For more information on
rented property, see Leased property under What
Cannot Be Depreciated, later. If you make permanent
improvements to business property you rent, you can
depreciate those improvements.

If you rent property to another person, you can de-
preciate that property.

What Can Be Depreciated

You can depreciate many different kinds of property, for
example, machinery, buildings, vehicles, patents,
copyrights, furniture, and equipment.

You can depreciate property only if it meets all the
following basic requirements.

* The property must be used in business or held to
produce income.

* The property must have a determinable useful life
longer than one year.

* The property must be something that wears out,
decays, gets used up, becomes obsolete, or loses
its value from natural causes.

Tangible Property

Terms you may need to know (see Glos-
sary):

Basis
Business/investment use
Capitalized

Commuting

Useful life

As discussed earlier under Types of Property in De-
preciation Defined, tangible property is property you can
see or touch and includes both real and personal
property. You can take a depreciation deduction only
for the part of tangible property that wears out, decays,
gets used up, becomes obsolete, or loses its value due
to natural causes. Because nearly all tangible property
loses value due to these causes, this discussion will
focus on rules for depreciating property under certain
circumstances.

Partial Business Use

If you use tangible property both for business or in-
vestment purposes and for personal purposes, you can
deduct depreciation based only on the business use
or the use for the production of income.
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Example. You own a passenger automobile and use
it for both business and nonbusiness purposes. You
can deduct depreciation based only on the business
use. Nonbusiness uses include commuting, personal
shopping trips, family vacations, and driving children to
and from school and other activities.

Figuring business and investment use. You must
keep records showing the business, investment, and
nonbusiness use of your property. For more information
on depreciating a passenger automobile and the rec-
ords you must keep, see Publication 463.

Special Situations

You cannot depreciate some property except under
certain circumstances. The following discussions will
help you determine when to depreciate property in
these cases.

Land preparation costs.  You can depreciate certain
costs incurred in preparing land for business use, such
as landscaping. These costs must be so closely asso-
ciated with other depreciable property that you can de-
termine a life for them along with the life of the associ-
ated property.

Example. You constructed a new building for use
in your business and paid for grading, clearing, seeding,
and planting bushes and trees. Some of the bushes and
trees were planted right next to the building, while oth-
ers were planted around the outer border of the building
lot. If you replace the building, you would have to de-
stroy the bushes and trees right next to it. Because
these bushes and trees have a determinable useful life
that is closely associated with the building, you can
depreciate them as land preparation costs. Add your
other land preparation costs to the basis of your land
because they have no determinable life and you cannot
depreciate them.

Repairs and replacements.  If a repair or replacement
increases the value of your property, makes it more
useful, or lengthens its life, capitalize and depreciate
your repair or replacement cost. If the repair or re-
placement does not increase the value of your property,
make it more useful, or lengthen its life, deduct the cost
of the repair or replacement in the same way as any
other business expense.

Example. If you completely replace the roof of a
rental house, the replacement roof increases the value
and lengthens the life of the property. You must capi-
talize and depreciate it. However, if you repair a small
section on one corner of the roof, deduct the repair
expense.

Improvements to rental property. Permanent im-
provements to business property you rent can be de-
preciated as discussed later in Additions or improve-
ments to property under Property Classes and
Recovery Periods in chapter 3.

Durable containers.  You can depreciate some con-
tainers used to ship your products if all of the following
requirements are met.



* They have a life longer than one year.
* They qualify as property used in your business.
* Title to the property does not pass to the buyer.

To determine if the above requirements apply and
whether you can depreciate your containers, consider
the following questions.

* Does your sales contract, sales invoice, or other
type of order acknowledgment indicate whether you
have retained title?

* Does your invoice treat the containers as separate
items?

* Do any of your records state your basis in the con-
tainers?

Professional libraries.  If you maintain a library for use
in your profession, you can depreciate it. You can de-
duct the cost of any technical books, journals, and in-
formation services you use in your business that have
a useful life of one year or less in the same way as any
other business expense.

Videocassettes. If you are in the business of renting
videocassettes, you can depreciate only those video-
cassettes bought for rental. However, you can deduct
fully in the year of purchase the cost of any cassette
having a useful life of one year or less.

There are special rules about how to depreciate
videocassettes. These rules are explained in Publica-
tion 534.

Idle property. You must claim a deduction for depre-
ciation on property used in your business even if it is
temporarily idle. For example, if you stop using a piece
of machinery because there is a temporary lack of
market for a product made with the machinery, you
must continue to deduct depreciation on the machinery.

Cooperative apartments.  If you use your cooperative
apartment in your business or for the production of in-
come, you can deduct your share of the cooperative
housing corporation's depreciation.

If you bought your stock as part of its first offering,
figure your depreciation deduction as a tenant-
stockholder in a cooperative housing corporation as
follows.

1) Figure the depreciation for all the depreciable real
property owned by the corporation.

2) Subtract from the amount figured in 1) any depre-
ciation for space owned by the corporation that can
be rented but cannot be lived in by tenant-
stockholders. The result is the yearly depreciation,
as reduced.

3) Divide the number of your shares of stock by the
total number of shares outstanding, including any
shares held by the corporation.

4) Multiply the yearly depreciation, as reduced (from
2), by the number you figured in 3). This is your
share of the depreciation.

If you bought your cooperative stock after its first
offering, figure the basis of the depreciable real property
to use in 1) above as follows.

1) Multiply your cost per share by the total number of
outstanding shares.

2) Add to the amount figured in 1) any mortgage debt
on the property on the date you bought the stock.

3) Subtract from the amount figured in 2) any mort-
gage debt that is not for the depreciable real prop-
erty, such as the part for the land.

Your depreciation deduction for the year cannot be
more than the part of your adjusted basis in the stock
of the corporation that is allocable to your business or
income-producing property.

Example. You figure your share of the cooperative
housing corporation's depreciation to be $30,000. Your
adjusted basis in the stock of the corporation is
$50,000. You use one half of your apartment solely for
business purposes. Your depreciation deduction for the
year cannot be more than $25,000, which is % of
$50,000.

Change to business use. If you change your co-
operative apartment to business use, figure your al-
lowable depreciation as explained under Cooperative
apartments. If you bought the stock as part of its first
offering, your depreciable basis in all the depreciable
real property owned by the cooperative housing corpo-
ration is the smaller of the following.

* The fair market value on the date you change your
apartment to business use.

* The corporation's adjusted basis on that date.

Do not subtract depreciation when figuring the ad-
justed basis. The fair market value is normally the same
as the corporation's adjusted basis minus straight line
depreciation, unless this value is unrealistic. See
Straight Line Method, later.

For a discussion of fair market value and adjusted
basis, see Publication 551.

Intangible Property

Terms you may need to know (see Glos-
sary):

Adjusted basis
Basis

Capitalized
Goodwill

Patent

Salvage value
Straight line method
Useful life

As discussed earlier in Types of Property under De-
preciation Defined, intangible property has value but
cannot be seen or touched. You may be able to either
amortize or depreciate it.
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Patents and copyrights. Unless you must amortize
the costs of patents or copyrights (as explained next),
you can recover the costs through depreciation. If you
can depreciate the cost of a patent or copyright, you
can use the straight line method over the useful life.
The useful life of a patent or copyright is the lessor of
the life granted to it by the government or the remaining
life. If it becomes valueless in any year before its useful
life expires, you can deduct in full for that year any of
its remaining cost or other basis you have not yet de-
preciated.
Patents and copyrights subject to amortization.

If you acquired patents or copyrights as part of the ac-
quisition of a substantial portion of a business after
August 10, 1993 (or after July 25, 1991, if elected), you
generally have to amortize their costs over 15 years. If
the patent or copyright was not acquired as part of an
acquisition of a substantial portion of a business, de-
preciate the cost. For more information on amorti-
zation, see chapter 12 in Publication 535.

Agreement not to compete. Generally, if you bought
a business before August 11, 1993, and part of its cost
is for an agreement not to compete for a fixed number
of years, the agreement is depreciable property. How-
ever, because goodwill is often confused with an
agreement not to compete, and because goodwill is not
depreciable, you must be able to establish from the
facts and circumstances that you bought an agreement
not to compete.

If you bought a business after August 10, 1993 (after
July 25, 1991 if elected), you must amortize over 15
years that part of its cost that is for an agreement not
to compete. If you can amortize the cost of the agree-
ment, you cannot depreciate it. For more information
on amortization, see chapter 12 in Publication 535.

Designs and patterns. You can depreciate designs
and patterns only if they have a determinable useful life
and you cannot amortize them (as explained next).
Designs and patterns subject to amortization.
Generally, you must amortize over 15 years the cost
of designs and patterns you acquired after August 10,
1993 (after July 25, 1991, if elected). You cannot
amortize the costs of designs and patterns that you
created unless you created them in connection with the
acquisition of assets constituting a trade or business
or a substantial part of a trade or business. For more
information, see chapter 12 in Publication 535.

Franchises. You can depreciate a franchise only if it
has a determinable useful life and you cannot amortize
it (as explained next).

Franchises subject to amortization. If you ac-
quired a franchise after August 10, 1993 (after July 25,
1991, if elected), you must amortize the cost of the
franchise over 15 years. For more information, see
chapter 12 in Publication 535.

Customer or subscription lists, location contracts,

and insurance expirations. Generally, you can de-
preciate these intangible properties if all of the following
apply.
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* You can determine their value separately from the
value of any goodwill that goes with the business.

¢ You can determine their useful life with reasonable
accuracy.

* You cannot amortize them (as explained next).

Lists, contracts, and expirations subject to
amortization. Generally, you must amortize over 15
years the cost of customer or subscription lists, location
contracts, and insurance expirations you acquired after
August 10, 1993 (after July 25, 1991, if elected). You
cannot amortize the cost of these items if you created
them unless you created them in connection with the
acquisition of assets constituting a trade or business
or a substantial part of a trade or business. For more
information, see chapter 12 in Publication 535.

Computer software.  Computer software includes all
programs designed to cause a computer to perform a
desired function. Computer software also includes any
data base or similar item that is in the public domain
and is incidental to the operation of qualifying software.

Year 2000 costs. These are costs to manually con-
vert existing software, to develop new software, to
purchase or lease new software to replace existing
software, or to develop or purchase software tools to
assist you in converting your existing software to rec-
ognize dates beginning in the year 2000. Treat year
2000 costs as computer software for depreciation pur-
poses.

Any change in the treatment of year 2000 costs to
allow them to be treated as computer software for de-
preciation purposes is a change in accounting method.
If you want to make this type of change, follow the au-
tomatic change in accounting method provisions of
Revenue Procedure 97-37.

Software developed before August 11, 1993. If
you developed software programs before August 11,
1993 (before July 26, 1991, if elected), you can choose
to either treat the development costs as current ex-
penses or capitalize the costs and depreciate them. If
you choose to depreciate them, use the straight line
method over 5 years (or any shorter life you can clearly
establish). You cannot change methods without the
approval of the IRS.

Software purchased before August 11, 1993. If
you purchased software before August 11, 1993 (before
July 26, 1991, if elected), your recovery of costs de-
pends on how you were billed. If the cost of the software
was included in the price of computer hardware and the
software cost was not separately stated, treat the entire
amount as the cost of the hardware. Then depreciate
the entire amount under MACRS as explained in
chapter 3. If the cost of the software was separately
stated, you can depreciate the cost using the straight
line method over 5 years (or any shorter life you can
establish).

Software acquired after August 10, 1993. If you
acquire software after August 10, 1993 (after July 25,
1991, if elected), you can depreciate it over 36 months
if it meets all of the following requirements.



* It is readily available for purchase by the general
public.

* It is not subject to an exclusive license.
* It has not been substantially modified.

Even if the software does not meet the above require-
ments, you can depreciate it over 36 months if it was
not acquired in connection with the acquisition of a
substantial portion of a business.

If you acquire software after August 10, 1993 (after
July 25, 1991, if elected), you must amortize it over 15
years (rather than depreciate it) if it does not meet all
of the requirements listed previously and you acquired
it in connection with the acquisition of a substantial
portion of a business.

Software leased. If you lease software, you can
treat the rental payments in the same manner that you
treat any other rental payments.

Straight Line Method

Generally, you use this method of depreciation for in-
tangible property. It lets you deduct the same amount
of depreciation each year.

To figure your deduction, first determine the adjusted
basis, salvage value, and estimated useful life of your
property. Subtract the salvage value, if any, from the
adjusted basis. The balance is the total amount of de-
preciation you can take over the useful life of the
property.

Divide the balance by the number of years in the
useful life. This gives you the amount of your yearly
depreciation deduction. Unless there is a big change in
adjusted basis, or useful life, this amount will stay the
same throughout the time you depreciate the property.
If, in the first year, you use the property for less than a
full year, you must prorate your depreciation deduction
for the number of months in use.

Example. In April, Frank bought a patent. It was not
acquired in connection with the acquisition of any part
of a trade or business. He paid $5,100 for it. He de-
preciates the patent under the straight line method,
using a 17-year useful life and no salvage value. He
divides the $5,100 basis by 17 years ($5,100 + 17 =
$300). He must prorate the $300 for his 9 months of
use during the year. This gives him a deduction of $225
($300 x %12). Next year, Frank can deduct $300 for the
full year.

For more information on the straight line method of
depreciation, see Straight Line Method in chapter 2 of
Publication 534.

What Cannot Be Depreciated

To determine if you are entitled to depreciation, you
must know not only what you can depreciate, but what
you cannot depreciate.

Property placed in service and disposed of in the
same year. You cannot depreciate property you place
in service and dispose of in the same tax year. When
you place property in service is explained later.

Tangible Property

Terms you may need to know (see Glos-
sary):

Basis

Remainder interest
Term interest
Useful life

You can never depreciate some tangible property even
though you use it in your business or hold it to produce
income.

Land. You can never depreciate the cost of land be-
cause land does not wear out or become obsolete and
it cannot be used up. The cost of land generally in-
cludes the cost of clearing, grading, planting, and
landscaping because these expenses are all part of the
cost of the land itself. You may be able to depreciate
some land preparation costs. For information on these
costs, see Land preparation costs under What Can Be
Depreciated, earlier.

Inventory. You can never depreciate inventory. In-
ventory is any property you hold primarily for sale to
customers in the ordinary course of your business.

In some cases, it is not clear whether property is
inventory or depreciable business property. If it is un-
clear, examine carefully all the facts in the operation
of the particular business. The following example shows
two similar situations where a careful examination of the
facts in each situation results in different conclusions.

If you are a rent-to-own dealer, see Rent-to-own
dealer under Property Classes and Recovery Periods
in chapter 3.

Example. Maple Corporation is in the business of
leasing cars. At the end of their useful lives, when the
cars are no longer profitable to lease, Maple sells them.
Maple does not have a showroom, used car lot, or in-
dividuals to sell the cars. Instead, it sells them through
wholesalers or by similar arrangements in which a
dealer's profit is not intended or considered. Maple can
depreciate the leased cars because the facts show that
the cars are not held primarily for sale to customers in
the ordinary course of business, but are leased.

If Maple buys cars at wholesale prices, leases them
for a short time, and then sells them at retail prices or
in sales in which a dealer's profit is intended, the cars
are treated as inventory and are not depreciable prop-
erty. In this situation, the facts show that the cars are
held primarily for sale to customers in the ordinary
course of business.

Containers.  Containers are generally part of in-
ventory and you generally cannot depreciate them. For
information on containers that you can depreciate in
certain circumstances, see Durable containers under
What Can Be Depreciated, earlier. For more information
on inventory, see Inventories in Publication 538.
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Equipment used to build capital improvements.

You cannot deduct depreciation on equipment you are
using to build your own capital improvements. You must
add depreciation on equipment used during the period
of construction to the basis of your improvements. See
Uniform Capitalization Rules in Publication 551.

Leased property. Generally, if you lease property from
someone to use in your trade or business or for the
production of income, you cannot depreciate its cost.
To depreciate the property's cost, you must bear the
burden of exhaustion of capital investment in the prop-
erty. This means you retain the incidents of ownership
for the property. You can, however, depreciate any
capital improvements you make to the property. See
Additions or improvements to property, in chapter 3.

If you lease property to someone, you generally can
depreciate its cost even if the lessee (the person leas-
ing from you) has agreed to preserve, replace, renew,
and maintain the property. However, if the lease pro-
vides that the lessee is to maintain the property and
return to you the same property or its equivalent in
value at the expiration of the lease in as good condition
and value as when leased, you cannot depreciate the
cost of the property.

Incidents of ownership.
clude the following.

Incidents of ownership in-

* The legal title.
* The legal obligation to pay for it.

* The responsibility to pay its maintenance and op-
erating expenses.

e The duty to pay any taxes.

* The risk of loss if the property is destroyed, con-
demned, or diminishes in value through obsoles-
cence or exhaustion.

Term interests in property. Under certain circum-
stances, you cannot take a deduction for depreciation
on a term interest in property created or acquired after
July 27, 1989, for any period during which the remain-
der interest is held, directly or indirectly, by a person
related to you. A person related to you includes your
spouse, child, parent, brother, sister, half-brother, half-
sister, ancestor, or lineal descendant. This rule does
not apply to any term interest acquired by gift, bequest,
or inheritance.

Basis adjustments. If, except for this provision, you
would be allowed a depreciation deduction for any term
interest in property, reduce your basis in the property
by any depreciation or amortization not allowed.

You generally increase your basis in a remainder
interest in property by the amount of depreciation de-
ductions not allowed. However, do not increase the
basis of a remainder interest for any deductions not
allowed for periods during which the term interest is
held by an organization exempt from tax. Also, do not
increase the basis for deductions not allowed for peri-
ods during which the interest was held by a nonresident
alien individual or foreign corporation if the income from
the term interest is not effectively connected with the
conduct of a trade or business in the United States.

Page 8 Chapter 1 General Information

Intangible Property

Terms you may need to know (see Glos-
sary):

Capitalized
Goodwill
Useful life

You can never depreciate some types of intangible
property.

Goodwill.  You can never depreciate goodwill because
its useful life cannot be determined.

However, if you acquired a business after August 10,
1993 (after July 25, 1991, if elected), and part of the
price included goodwill, you may be able to amortize the
cost of the goodwill over 15 years. For more informa-
tion, see chapter 12 in Publication 535.

Trademark and trade name. In general, you must
capitalize trademark and trade name expenses. This
means you cannot deduct the full amount in the current
year. You can neither depreciate nor amortize the costs
of trademarks and trade names you acquired before
August 11, 1993 (before July 26, 1991, if elected). You
may be able to amortize over 15 years the costs of
trademarks and trade names you acquired after August
10, 1993 (after July 25, 1991, if elected). For more in-
formation, see chapter 12 in Publication 535.

When Depreciation
Begins and Ends

Terms you may need to know (see Glos-
sary):

Basis

Disposed
Exchange

Placed in service

You begin to depreciate your property when you place
it in service for use in your trade or business or for the
production of income. You stop depreciating property
either when you have fully recovered your cost or other
basis or when you retire it from service. (See Retired
From Service, later.) You have fully recovered your cost
or other basis when you have taken section 179 and
depreciation deductions that are equal to your cost or
investment in the property.

Placed in Service

For depreciation purposes, you place property in ser-
vice when it is ready and available for a specific use,
whether in trade or business, the production of income,
a tax-exempt activity, or a personal activity. Even if you
are not using the property, it is in service when