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Reg. 1.263(a)-2(b)
Amounts paid to acquire or produce tangible property.

@ Overview. This section provides rules for applying section 263(a) to amounts paid to
acquire or produce a unit of real or personal property. Paragraph (b) of this section contains
definitions. Paragraph (c) of this section contains the rules for coordinating this section with
other provisions of the Internal Revenue Code (Code). Paragraph (d) of this section provides the
general requirement to capitalize amounts paid to acquire or produce a unit of real or personal
property. Paragraph (e) of this section provides the requirement to capitalize amounts paid to
defend or perfect title to real or personal property. Paragraph (f) of this section provides the rules
for determining the extent to which taxpayers must capitalize transaction costs related to the
acquisition of tangible property. Paragraphs (g) and (h) of this section address the treatment and
recovery of capital expenditures. Paragraph (i) of this section provides for changes in methods of
accounting to comply with this section, and paragraph (j) of this section provides the effective
and applicability dates for the rules under this section.

(b) Definitions. For purposes of this section, the following definitions apply:

(1) Amount paid. In the case of a taxpayer using an accrual method of accounting, the
terms amount paid and payment mean a liability incurred (within the meaning of §1.446-
1(c)(2)(ii)). A liability may not be taken into account under this section prior to the taxable year
during which the liability is incurred.

(2) Personal property means tangible personal property as defined in §1.48-1(c).

(3) Real property means land and improvements thereto, such as buildings or other
inherently permanent structures (including items that are structural components of the buildings
or structures) that are not personal property as defined in paragraph (b)(2) of this section. Any
property that constitutes other tangible property under 81.48-1(d) is treated as real property for
purposes of this section. Local law is not controlling in determining whether property is real
property for purposes of this section.

(4) Produce means construct, build, install, manufacture, develop, create, raise, or grow.
This definition is intended to have the same meaning as the definition used for purposes of
section 263A(g)(1) and §81.263A-2(a)(1)(i), except that improvements are excluded from the
definition in this paragraph (b)(4) and are separately defined and addressed in §1.263(a)-3.


http://bradfordtaxinstitute.com/index1.aspx

