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In brief 

The temporary tangible property regulations (repairs regulations) released in December 2011 provide 

increased flexibility for general asset account (GAA) treatment of property subject to section 168.  While 

the repairs regulations are not applicable until 2014, and final regulations may be issued this summer, 

taxpayers may "early adopt" the repairs regulations.  Companies now should consider what actions to 

take in filing their 2012 tax returns. 

For prior discussion, see WNTS Insight, "Guidance on accounting for assets: what companies need to 

know about single, multiple, and general asset accounts," January 7, 2013. 

 

In detail 

Under the repairs regulations, 
inclusion of property in a GAA is 
elective. Taxpayers may apply 
GAA treatment to single assets 
or groups of assets. GAA 
treatment is not available for 
assets placed in service and 
disposed of in the same year, or 
for assets used for any personal 
activity. 

The assets grouped into a GAA 
must have the same 
depreciation method, recovery 
period, year placed in service, 
and convention (same month or 
quarter if mid-month or mid-
quarter applies).  Assets in a 
GAA are depreciated under 
MACRS as a single asset. 

As a general rule, when a 
taxpayer disposes of property 

from a GAA, the taxpayer 
continues to depreciate the asset 
upon disposition. The taxpayer 
recognizes any gain as ordinary 
income in the amount of any 
proceeds. There is no 
recognition of loss -- the asset is 
treated as having zero basis 
immediately before the loss, and 
depreciation of the GAA 
continues.  Thus, for example, 
electing GAA for buildings 
prevents taxpayers from having 
to account for the disposition of 
building components (discussed 
below). 

If a taxpayer has a "qualifying 
disposition" (under the repairs 
regulations, generally any 
disposition that is a recognition 
event), disposes of all assets in a 
GAA, or disposes of the last 
asset in the account, then the 

taxpayer may elect to recognize 
loss on the disposition by 
electing out of GAA treatment. 

Implementation  

The GAA election is made in the 
manner specified on Form 4562 
and its instructions in the year 
the asset or group of assets is 
placed in service. The election 
generally is irrevocable and is 
binding for the year in which the 
election is made as well as for 
subsequent tax years.  

Rev. Proc. 2012-20 permits 
taxpayers to make a "late" GAA 
election for property placed in 
service in years prior to 2012 by 
filing Form 3115, Application 
for Change in Accounting 
Method. This late election is 
available only for a timely filed 
Form 3115 for the first or second 
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tax year beginning on or after January 
1, 2012.  Thus, taxpayers with short 
tax years in 2012 must consider now 
whether to make a late election for 
GAA for their historic depreciable 
property.  Further, taxpayers must 
also consider now whether to make a 
timely election for GAA for property 
placed in service in 2012. 

The takeaway: why act 
now? 

New rules in the repairs regulations 
require taxpayers to account for 
dispositions of building components. 
Specifically, for purposes of 
identifying the asset disposed of, each 
building (not including its structural 
components) is the asset.  Further, in 
identifying the asset disposed of, each 
structural component of a building is 
the asset.  For example, if a taxpayer 
owns an office building with four 
elevators and replaces one elevator, 
the replaced elevator is the asset 
disposed of.  Depreciation of the 
replaced elevator ceases at the time of 
its retirement, and the taxpayer 
recognizes a loss upon its retirement.   

However, electing GAA gives 
taxpayers the choice of whether to 
recognize component dispositions.  By

 not recognizing component 
dispositions, taxpayers also avoid per 
se capitalization of replacement 
components under the new 
capitalization rules.  In the elevator 
example above, the disposition might 
result in a relatively small loss, while 
the other rules in the repairs 
regulations would require 
capitalization of the replacement 
elevator. Taxpayers may be interested 
in making a GAA election to avoid 
ongoing analysis of dispositions of 
building components and per se 
capitalization of the replacement 
components. 

As discussed above, taxpayers may 
make a "late" GAA election for pre-
2012 tax years by filing Form 3115 for 
the first or second tax years beginning 
on or after January 1, 2012.  
Therefore, taxpayers with short tax 
years in 2012 should consider now 
whether to make this late election.  
Taxpayers may be interested in 
making a "late" GAA election to avoid 
analysis of historic component 
dispositions and the related 
capitalizations of components.   

Note: Rev. Proc. 2012-20 does not 
provide any relief for assets placed in 
service in 2012, and there is no 

current indication from the IRS as to 
whether the relief afforded in Rev. 
Proc. 2012-20 will be extended to 
assets placed in service in tax years 
after 2011. Thus, taxpayers also 
should now consider whether to 
timely elect GAA treatment for assets 
placed in service in 2012. 
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