KBKG REPAIR VS. CAPITALIZATION:
IMPROVEMENT DECISION TREE - FINAL REGULATIONS
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SOLUTIONS FOR TAX PROFESSIONALS AND BUSINESSES

Considering the appropriate Unit of Property (UOP), does the expenditure:

Correct a material defect/ condition
that existed before acquisition?

Materially increase the capacity,
productivity, efficiency, quality,
strength, or output?

Is a material addition?

Change the use of the property
from its intended use when it was
placed in service?

Rebuild the UOP to "like new"
condition after the end of its
class life (ADS life)?

Replace a major component
or substantial structural part?

Return UOP to ordinary operating
condition after deteriorated
(in a state of disrepair)?

Result in a basis adjustment or loss
deduction for component removed?

Even if the defect was not
known at the time of
acquisition: Answer = YES
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If using improved but comparable
part only due to technology
advancing (i.e. impractical to use
old type) Answer = NO

If there was physical
enlargement, expansion, or
extension: Answer = YES
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Tax CREDITS + INCENTIVES - COST RECOVERY

Particular Event - compare
condition of UOP just before event
vs. after expenditure

What do you compare against to
see if it's a betterment?

Normal Wear - compare condition just
after expenditure vs. last time it was
updated or when placed in service

Ex. 1. Office is converted to
showroom: Answer = YES
Ex. 2. Three retail spaces converted to
one retail space: Answer = NO

If brought to remanufactured or
similar status under federal guidelines
or manufacturer original specs.
Answer = YES

Capitalize

If replacing a large physical portion of
UOP. Answer = YES (Generally,
replacing < 33%: Answer = NO)
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Based on "facts and circumstances"

If replacing part that performs discrete
and critical function in operation of UOP.
Answer = YES

Replacing only incidental component,

even if it affects function of UOP (i.e.

such as roof shingles or HVAC switch):
Answer = NO

Was the expenditure "incurred by
reason of an improvement" or did it
directly benefit an improvement?
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Possible Repair Expense

If minor part breaks during normal
use and causes UOP to temporarily
cease to function: Answer = NO

If basis adjustment due to
casualty loss, sale, or exchange of
component. Answer = YES.

Was it done in conjunction or
at the same time as an
improvement to a UOP?
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Was the cost necessary or
critical to complete the
associated improvement
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KBKG, Inc. expressly disclaims any liability in connection with use of this document or its contents by any third party. Any US tax advice contained herein was not
intended or written to be used, and cannot be used, for the purpose of avoiding penalties that may be imposed under the Internal Revenue Code (IRC) or applicable
state or local tax law provisions. This document is for educational purposes only and is not intended, and should not be relied upon, as accounting or tax advice.

KBKG is a national tax specialty firm with offices across the U.S. To see if you qualify, call us or visit KBKG.com/qualify for more information.
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