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As a follow up to our four part series on the New 

Capitalization Rules, we thought you might find the 

American Institute of CPA’s (AICPA) response and 

input on the new temporary and proposed regulations 

issued in December 2011 interesting.  The AICPA has 

criticized the Internal Revenue Service stating that the 

proposed regulations for capitalization and deduction 

of tangible property expenditures are unnecessarily 

complex and burdensome. 

 

In its most recent correspondence with the Service 

dated July 16, 2012 AICPA Comment Letter 7.16.12.pdf, 

the AICPA sent a second comment letter outlining the 

organization’s concerns, providing illustrative 

examples, and making recommendations to help 

taxpayers make informed decisions and to also enable 

taxpayers to avoid unintentional missed elections in 

their efforts to comply with the regulations. The AICPA 

previously submitted initial comments on April 17, 2012 

as well as through oral testimony at the public hearing 

on May 9, 2012. The AICPA’s focus areas include: 

 

› Administrative burden and complexity: The 

AICPA is concerned that the overall 

approach in the temporary regulations relies 

too heavily on a “facts and circumstances” 

based approach and contains too few bright-

line tests and safe harbors to alleviate 

administrative burden and complexity in the 

capitalization area. 

› Illustrative examples: The AICPA 

recommended that the final regulations 

include examples that illustrate the 

interactions of the various sections of the 

regulations. The AICPA also recommended that 

the examples use similar property to illustrate 

concepts. 

› Material and supplies: For the treatment of 

materials and supplies, the AICPA made the 

following recommendations to improve the 

regulations and ease the burden on taxpayers: 

› Allow labor and overhead costs to be 

included in costs of materials and 

supplies under the de minimis rule.  

› Treat all materials and supplies with a 

useful life of not more than 12 months 

the same, rather than the currently 

different treatment for incidental and 

nonincidental items.  

› For rotable/temporary spare parts, the 

current regulations provide three 

methods; however the default method 

is not the one most taxpayers use. It 

was recommended that the method 

should be changed to the method that 

is the default method for GAAP. It also 

should provide a safe harbor allowing 

the property to be valued the same as 

in the taxpayer's financial statements.  

› When identifying nonincidental 

materials and supplies used, many 

taxpayers have hundreds or more of 

these items on hand and should be 

able to use a reasonable cost-flow 

assumption to identify these items.  
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› The regulations allow taxpayers to 

elect to capitalize the costs of 

materials and supplies; however the 

IRS should clarify how that rule works 

in the year in which the taxpayer 

consumes the item.  

› Acquisition costs: The AICPA recommends 

that the inherently facilitative rules in the 

temporary regulations be changed such that 

only specific activities are considered 

inherently facilitative and not all activities of a 

certain type of service provider. The AICPA 

also believes that if a taxpayer’s capitalization 

threshold is appropriate for financial 

reporting purposes, then conforming to that 

threshold for federal income tax purposes 

would not result in a distortion of the 

taxpayer’s taxable income. Accordingly, the 

AICPA recommends the ceiling be removed 

for a taxpayer that has an applicable financial 

statement (AFS) and meets the other 

requirements of the temporary regulations. 

Additionally, the AICPA believes the 

requirement that a taxpayer have an AFS to 

use the de minimis rule unfairly discriminates 

against smaller taxpayers, and recommends 

an alternative test to allow such taxpayers to 

use the de minimis rule. Alternatively, the 

AICPA suggests that the definition of AFS be 

expanded to include a financial statement 

that has been reviewed by a certified public 

accountant. 

› Improvements: The AICPA made the 

following recommendations for clarifying and 

improving the regulations governing 

improvements to property: 

› Clarify the "directly benefits or 

incurred by reason of" standard for 

determining whether "refresh" 

activities are required to be 

capitalized. The AICPA recommended 

a revised example to illustrate this 

standard. 

› Expand the routine-maintenance safe 

harbor to include building systems 

such as an HVAC system. 

›  Clarify the definition of "betterment" 

by providing clearer definitions of 

"materiality" and "practicably 

available." In addition, the IRS should 

revise its examples to more clearly 

illustrate whether certain store 

refreshes must be capitalized.  

› Create a safe harbor that taxpayers 

may use to determine whether there 

has been a replacement of a major 

component.  

› As part of the major component rules, 

eliminate the need to identify 

subcomponents of components. This 

also requires a restatement of 

numerous examples, which the 

comment letter provides.  

› Allow taxpayers to elect to capitalize 

repair expenditures as improvements.  
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› Dispositions and general asset accounts: 

The letter recommended that the IRS allow 

taxpayers to elect to treat retirements of 

structural components of buildings as a 

disposition of MACRS property rather than 

making that treatment mandatory. In 

addition, it recommended the IRS allow 

taxpayers to determine what the component 

of a structural component of property is 

when it is disposing of the property and 

should clarify how taxpayers should 

determine the basis of a component of 

property. 

 

› Method change guidance: The suggestions 

for improvement to the revenue procedures 

for accounting method changes include: 

› A change in an AFS capitalization 

policy should not be treated as a 

change in method of accounting.  

› The IRS should loosen the 

requirement that taxpayers have a 

written capitalization policy on the 

first day of their tax year.  

› The IRS should clarify that statistical 

sampling methods other than those 

permitted in Rev. Proc. 2011-42 may 

be permitted.  

› The IRS should clarify how many 

Forms 3115 must be filed in various 

situations involving late general asset 

account elections and disposition 

method changes.  

Although the above recommendations are merely 

suggestions at this point, it will be interesting to see 

how the Service responds and whether or not it clarifies 

the regulations based on the AICPA’s comments. If you 

have any questions related to the new temporary 

regulations or would like to discuss a specific situation 

related to the temporary regulations, please feel free to 

contact Jennifer Flinchum, (jflinchum@keitercpa.com) 

or your Keiter tax professional for further clarification.    
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