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New IRS Website Guidance on Repair 
Regulations  

In Brief  
Several weeks ago, the IRS published on its website a six 
page Q&A summary of the tangible property regulations . 
This narrative of Frequently Asked Questions (FAQs) 
provides a very readable summary of how the new 
regulations are to be applied. More importantly, it also 
provides several new insights. The de minimis election can be made even with a greater non-safe 
harbor expensing policy. And the IRS advises those not desiring to use the small business cut-off 
method of Rev. Proc. 2015-20 to attach a statement indicating this approach.  

De Minimis Safe Harbor Election  
The regulations provide a $500 safe harbor amount for most businesses to deduct expenditures that 
otherwise require capitalization (or $5,000 for businesses with an Applicable Financial Statement) 
[Reg. 1.263(a)-1(f)]. The FAQs clarify that the $500 or $5,000 limits are not intended as a ceiling on the 
amount that can be deducted as a business expense. For example, a business may have much larger 
expenditures for incidental materials and supplies such as fuel, and those expenditures remain fully 
deductible. The guidance states that “the de minimis safe harbor is simply an administrative 
convenience that generally allows you to elect to deduct small-dollar expenditures for the acquisition 
or production of property that otherwise must be capitalized under the general rules.”  

The guidance reminds that the treatment under the de minimis election for tax purposes must be 
consistent with expensing on the books and records of the business.  

A new development in the FAQs relates to the ability to elect the de minimis safe harbor for items 
costing $500 or less, but also to maintain an internal policy to deduct a greater dollar amount. 
Previously, most commentators had assumed that an election to adopt the $500 de minimis amount 
precluded the use of a larger internal expensing policy (e.g., a policy to expense all asset acquisitions 
under $1,000). In fact, the FAQs advise taxpayers using a larger de minimis policy to still elect the 
$500 safe harbor in order to protect those smaller expenditures from any IRS exam dispute. This 
suggests that virtually every business return should add the de minimis expensing election, and do so 
annually.  

The de minimis election is made by attaching a statement to the tax return. The statement must be 
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titled “Section 1.263(a)-1(f) de minimis safe harbor election” and include the taxpayer's name, 
address, taxpayer identification number, and a statement that the taxpayer is making the de minimis 
safe harbor election under §1.263(a)-1(f).  

Election to Capitalize Repair and Maintenance Costs  
There are circumstances in which taxpayers would rather capitalize repairs for tax purposes. The IRS 
FAQs remind that Reg. 1.263(a)-3(n) permits an election to capitalize repairs and maintenance as 
improvements, if these costs are treated as capital expenditures for financial accounting purposes (or 
as the regulations state “on its books and records regularly used in computing income”). The election 
is made by attaching a statement to the timely filed original federal tax return stating that the 
taxpayer is electing to capitalize repair and maintenance costs that have also been capitalized on its 
books and records. As an annual election, it is not an accounting method and does not need to be 
applied consistently.  

The statement to make this election must be titled “Section 1.263(a)-3(n) Election” and include the 
taxpayer's name, address, taxpayer identification number, and a statement that the taxpayer is 
making the election to capitalize repair and maintenance costs under §1.263(a)-3(n).  

Observation: This election adds another tool for tax preparers to apply during the preparation process 
when a cash method farmer’s income is lower than desired. Note the requirement, however, of 
having conforming treatment in the taxpayer’s books and records or other financial accounting.  

Small Business Simplified Cut-off Procedure  
In mid-February of this year, the IRS issued Rev. Proc. 2015-20, allowing a small business to use a cut-
off approach that only applied the new repair regulations for tax years beginning in 2014 and after. A 
small business for this purpose is defined as one with total assets under $10 million or average annual 
gross receipts of $10 million or less. Our view has been that using this cut-off approach is generally 
not advisable: It provides no IRS audit protection for pre-2014 years and it also prevents a taxpayer 
from claiming a pre-2014 partial disposition loss in 2014. Further, using this cut-off approach prevents 
later filing of a Form 3115 for any pre-2014 repair regulation transaction or method that requires a 
change.  

The FAQs indicate that a taxpayer who chooses not to utilize the cut-off procedure should consider 
including a statement in the 2014 tax return that indicates that the business is not applying the 
simplified rules of Rev. Proc. 2015-20. This is generally advisable because it allows the business at any 
point in the future to adopt a method change with a Form 3115 to comply with the regulations on a 
past transaction, whether it be an immediate deduction of an erroneously capitalized item or a 
favorable four-year spread to reverse an incorrect repair deduction. Under the cut-off approach, 
these pre-2014 accounting method changes are prohibited.  

Here’s a Sample Statement for inclusion in 2014 tax returns:  

The taxpayer is a small business within the definitions of Rev. Proc. 2015-20, but the taxpayer is not 
applying the simplified procedure of Rev. Proc. 2015-20.  

Conclusion  
The final repair regulations were issued in September of 2013. It’s unfortunate that it took the IRS 
until March of 2015 to issue these FAQs, although this is perhaps not so detrimental with respect to 
farm taxpayers. While most farm returns have already been filed for 2014, those returns likely had the 
de minimis expensing election statement within the return. And amending within the six month relief 
period of Reg. 301.9100-2(b) to attach a statement indicating that the taxpayer is not following Rev. 



Proc. 2015-20 is probably not important for most farm taxpayers. As the IRS FAQs point out, the final 
repair regulations “synthesize existing case law and prior administrative rules into a framework.” 
Most farm returns likely followed proper methods in the past with respect to repairs and capital 
expenditures, and do not have non-compliant capitalizations or repair deductions that require a Sec. 
481(a) adjustment and the filing of a Form 3115. If a business has been in substantial compliance with 
court decisions and rulings on repair issues in the past, these FAQs confirm our earlier seminar 
writings that it is unnecessary to prepare Forms 3115 for every business return. 

  
  

 

    

 
       

 

 

http://cp.mcafee.com/d/k-Kr41ESyMCMqehPRXCzATsSzt4s-eKMOOrhKyev7nouhdETjjojjppudETj73C71P1EVdSH27SC2H7XqI8vqvbCX7XqI8vqvbCTDXzDvovW_f6zBZ7HTbFILKsyehvvVqWtAklrCzBzBgY-F6lK1FJ5ASyOrKrKr01SfWzDu7SDMdMAbkepZZ-V2O1EVgd79EVtup78ugR_i5H847Q6nhSIc88IuZFEVsthvRVd5B2TK-qek66hN1SNEVhhg8qeuogtgu8modAaJMJVtdWUG3yWpEVosuhuhbLLCzBZZ4KeLtBxBcKy2y5mUm_GetUvJFPS97VYKrpopopdy-Nld409Qfd40c-pyIiFEw1vD_Jfd40cHNEwjKy-nhid40MHFVVEw6BlzWBLyq80jWGRoX4Iq80nVYLtd43IqGCy0g4x0Qg3uNa_cQg0LTqNld40Q7SBjPh02t3PqdQPvr8-
http://cp.mcafee.com/d/k-Kr3zqb2r1EV7fnKqejtPqdQhPUWX3b9J6W8VYttxV4SztddxddBBUSztcseos7c6zATqI8vqoaIvJGMxZFYKrIvJGMxZFYKruvKetZx_HYYqenQuLsKCO-VO8V5Z_BHFShhlKqemel3PWApmU6CQkPqb9KVKVI07o_GetUvqv0T2gJgVDTTXAb86zB0QsCzBRVAs_WrOrWvIqCMOCqen3hOyM_tXrA4THSh7nd7bPBC6mnnXmshuuKwCYYyqen7PhOgIwgJLCO5mUmYKCZsl1NtcQsIef8L8BTTPhO--yn7nKOMOCnh1h2HsbvR7eYfSQVX4zY-ndIIcIcCNvoGCy04W7Cy06vcNm9kQg0LP_SDCy06lUQg9ThvbEF6y0olQYYQg3iGNZiTNd409ZlqItymd40bY-nKCy1Sdljh082gwq81LoBvCq80nXJoGCy0q3XiFVEw1exVJ6WpL_Yp
http://cp.mcafee.com/d/1jWVIe6h8p4zqb2r1EV7fnKqejtPqdQhPUWX3b9J6W8VYttxV4SztddxddBBUSztcseos7c6zATqI8vqoaIvJGMxZFYKrIvJGMxZFYKruvKetZx_HYYqenQuLsKCO-VO8V5Z_BHFShhlKqemel3PWApmU6CQkjqb9KVKVI07o_GetUvqv0T2gJgVDTTXAb86zB0QsCzBRVAseRBePPPx1V1Axt1SPV1dRxYQsITh8nLp_TTTnCjhOWMMw-w_vruggTXWCUVtCPx0SgGT2TBQTHyEebFCzBxNV5V4K--qenTQiUWZSm6kOW8a8lrxr-EVTx-SDfoAvDOVJBxBxASbX5kQg0DgYQg0PVCaNaCy05-v-QYQg0OL6y1eWbVt58Qg32KDDCy0qlmfGm-9Ew1fGHlzIiNEw1vDOZQQgeNGGq810i43h0dX4HYPh02_tH5kQg3gvqlfd409QfdETjdGFGc
http://cp.mcafee.com/d/5fHCNEp6xEidEI9I6zAsZuVEVdTdETh7fzHIcICQrEzDNRS7AjqdQQS4QSmnzqdQNMVxMsMqejtGMxZFwGN-SH27SDOVKN-SH27SDOVJV-UVTS7-LPNEVvhWZOWrbXD8zAnT-mKDp55mVEVoVkffGhBrwqrhKrhpdTdTdw0X7ZhPL3XjU6Ui5G7c--_sxp0QsE6zAQsKLczHLK3xPVEVJJQ767nTAS6ndsud7bHbeLnYwyUqekO23XHbEVXmbCzBDm6m25Jd7dPhOyeg8ur8lrxrOWrRNk75QPhOMUYyYynvvd7bXW9stuXb3apt454aJMJ_ksXM_rjDIifPVsSOMOMOr5ZyGq80jEuq80pYP5oBjh02_f_quq80pnzh0Dt5YKyAq81xnjPPh0daH7Rbv4Qg0DRlGNS9oQg0LPVuWq87oRld40w921Ew6Zyl-pEw1vKRyGq81EfJaDCy04W7CQrFCV_4MmEPR
http://cp.mcafee.com/d/k-Kr3x0g4zqb2r1EV7fnKqejtPqdQhPUWX3b9J6W8VYttxV4SztddxddBBUSztcseos7c6zATqI8vqoaIvJGMxZFYKrIvJGMxZFYKruvKetZx_HYYqenQuLsKCO-VO8V5Z_BHFShhlKqemel3PWApmU6CPhOrhpdTdTdw0X7ZhPL3XjU6Ui5G7c--_sxp0QsE6zAQsKLczAT726KET88fAbEmppKUwUMyXH8VTNRCbIeeCzBXS7S7jhOeSXHPJxPTLfEKWgZBNASgGT2TBQTHyEebFCzBxNV5V4K--qenTQiUWZSm6kOW8a8lrxr-EVTx-SDfoAvDOVJBxBxASbX5kQg0DgYQg0PVCaNaCy05-v-QYQg0OL6y1eWbVt58Qg32KDDCy0qlmfGm-9Ew1fGHlzIiNEw1vDOZQQgeNGGq810i43h0dX4HYPh02_tH5kQg3gvqlfd409QfdETjdKuBrEPty
http://cp.mcafee.com/d/1jWVIi6h8pdEI9I6zAsZuVEVdTdETh7fzHIcICQrEzDNRS7AjqdQQS4QSmnzqdQNMVxMsMqejtGMxZFwGN-SH27SDOVKN-SH27SDOVJV-UVTS7-LPNEVvhWZOWrbXD8zAnT-mKDp55mVEVoVkffGhBrwqrudEICXCXCM0tz-EVTxZFY3s92R3CvvvKgIwqek3hOqennChNEVI_sQsSuIM-OgoKqek7kreCzBZBcQsKef9A64TCmvp8eems7ezCre9K47bEcCzB4wqenH8WMr8lrxrOWrRNk75QPhOMUYyYynvvd7bXW9stuXb3apt454aJMJ_ksXM_rjDIifPVsSOMOMOr5ZyGq80jEuq80pYP5oBjh02_f_quq80pnzh0Dt5YKyAq81xnjPPh0daH7Rbv4Qg0DRlGNS9oQg0LPVuWq87oRld40w921Ew6Zyl-pEw1vKRyGq81EfJaDCy04W7CQrFCZGMVFCU8

