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BUSINESS INCOME TAX: THE NEW ACCELERATED COST RECOVERY SYSTEM 

The 11 Economic Recovery Tax Act of 1981 11 replaced the .depreciation rules with 

ACRS, the accelerated cost recovery system. ACRS applies to all depreciable 

property placed in service after 1980. 

ACRS property is divided into five classes and each asset must be 11 cost 

recovered" according to the rules of its class. Salvage value is no longer 

considered. And annual 11 cost recovery" is a designated percentage of the 

recovery property 1 s unadjusted basis. 

Five Classes of Cost Recovery Property 

Except for the 11 15-year real estate class, 11 all property in the same class 

that 1 s placed in service during the same taxable year must be 11 cost recovered 11 

under the same method. The new property classes and associated cost recovery 

schedules are as follows: 

Three-Year Class: light trucks, cars, and other depreciable personal property 

with an asset-guideline class life of four years or less; research property; race 

horses two or more years old when pl aced in service; and any other horse of more 

than 12 years old when placed in service. 
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These four choices of cost recovery schedules are for three-year property: 

(1) Three years -- 25% of the first year, 38% the second year, and 37% in 

the third year. 

(2) Three years -- 33 1/3% each year. 

(3) Five years -- 20% each year . 

(4) Twelve years -- 8 1/3% each year. 

Five-Year Class: property not in the three, 10 or 15 year classes, including 

heavy trucks, most office furniture, lathes, and single purpose agricultural 

and horticultural structures. 

These ·are the five-year schedules,: 

(1) Five years -- 15% of the first year, 22% the second, and 21% third, 

fourth, and fifth years. 

(2) Five years -- 20% each year. 

(3) Thirteen years -- 4 1/6% year one, 8 1/3% in each of the next 11 years, 

(4) 

and 4 1/6% in year 13. 

Twenty-six years -- 2% year one, 4% in each of the next 24 years, and 

2% in year 26 . 

Ten-Year Class: railroad tank cars, manufactured homes, depreciable real 

property with an asset-guideline class life of more than 18 years but not more 

than 25 years, and certain coal-utilization property . 

These are the 10-year cost recovery schedules: 

(1) Ten years -- 8% in year one, 14% year two, 12% year three, 10% in 

years four-six, and 9% in years seven-ten . 

(2) Eleven years -- 5% .in year one, 10% in years two-ten, 5% in year eleven. 

(3) Twenty-six years -- 2% in year one, 4% in each of the next 24 years 

and 2%1 in year 26 . 

(4) Thirty-six years -- l 3/7% of the first year, 2 6/7% in each of the 

next 34 years, and l 3/7% in year thirty-six. 
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Fifteen-Year Class: this class consists entirely of public utility property. 

I 
Fifteen-Year Real Estate Class: depreciable real property with an asset-

I • guideline class life of more than 12 1/2 years. This property may be 11 cost 

recovered" over 15 years using the 175% declining balance method and changing to 

straight-line at a later time to maximize the deduction. Or, this property may be 

• "cost recovered" on a straight-line basis over 15, 35 or 45 years. 

The cost recovery schedule for 15-year real estate depends on which month 

the property is placed in service: 

1• 
I 

15-Year Cost Recovery Schedule 

• Year Month Property is Placed in Service 

1 2 3 4 5 6 7 8 9 10 11 12 

1 12% 11% 10% 9% 8% 7% 6% 5% 4% 3% 2% 1% 

• 2 10 10 11 11 11 11 11 11 11 11 11 12 

3 9 9 9 9 10 10 10 10 10 10 10 10 

4 8 8 8 8 8 8 9 9 9 9 9 9 

5 7 7 7 7 7 7 8 8 8 8 8 8 

• 6 6 6 6 6 7 7 7 7 7 7 7 7 

7 6 6 6 6 6 6 6 6 6 6 6 6 

8 6 6 6 6 6 6 5 6 6 6 6 6 

9 6 6 6 6 5 6 5 5 5 6 6 5 

• 10 5 6 5 6 5 5 5 5 5 5 6 5 

11 5 5 5 5 5 5 5 5 5 5 5 5 

12 5 5 5 5 5 5 5 5 5 5 5 5 

13 5 5 5 5 5 5 5 5 5 5 5 5 

• 14 5 5 5 5 5 5 5 5 5 5 5 5 

15 5 5 5 5 5 5 5 5 5 5 5 5 

16 1 1 2 2 3 3 4 4 4 5 

• 
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Recovery Recapture Rules 

When nonresidential real estate has been 11 cost recovered 11 under an 
' accelerated method, then the entire amount taken will be recaptured as ordinary 

income in the year the property is disposed of. 

No recovery deduction may be taken in the year a recovery-asset is disposed 

of or retired, with the exception of 11 15-year real estate. 11 

ACRS will not apply to real estate if: 

(1) it was owned by the taxpayer or a related party during 1980; 

(2) it was leased back to a taxpayer or related party who owned it 
sometime during 1980; or 

(3) it was acquired during 1980 in a like-kind exchange, a rollover, 
an involuntary conversion, or a repossession of property owned 
by the taxpayer or related party . 

Component Depreciation Eliminated 

Component depreciation is not available under ACRS. All components of a 

15-year class building mus·t be 11 cost recovered 11 in the same way as the building, 

unless the component qualifies as a substantial improvement. In that case, it 

is treated as a separate building. 

An improvement is substantial if: 

(1) the cost of the improvement is added to a capital account of the 
building during a 24-month period, 

(2) and if the cost is at least 25% of the building's adjusted basis 
on the first day of the 24 month period, 

(3) and the improvement is made at least three years after the building 
is placed in service. 

Components added after 19~0 to buildings placed'in service before 1981, 

must be depreciated or 11 cost recovered 11 under the same method as that used for 

the first component placed in service after 1980. The method is detennined as 

if the component, were a separate building . 

No Additional First-Year Depreciation, but ••• 

The 20% additional first-year depreciation allowance is no longer 

available . But a taxpayer may now choose to immediately deduct the cost of 

-more-



• 

• 

• 

• 

• 

I ,. 
I 

• 

• 

• 

• 

• 

•1 • l ~ 

-5-

Ag Law notes 

qualified property that is placed in service after 1981. For 1981, neither 

additional first-year depreciation nor the expense-deduction is available . 

Qualified property is new 11 investment-credit-property 11 that is acquired 

by purchase for use in a trade or business. Dollar limits on the amounts 

which can be expensed will phase in as follows: 

(l) $5,000 a year in 1982 and 1983; 

(2) $7,500 a year in 1984 and 1985; and 

(3) $10,000 a year in 1986 and after . 

These limits also apply with respect to a partnership and each partner. If 

qualifying property is expensed, no investment credit may be claimed for it. 

When property that has been entirely or partly expensed is disposed of, 

gain recognized will be treated as ordinary income to the extent of the expensed 

amounts. Also, the Act prohibits sellers of expensed property from using the 

installment method for reporting gain. 

# # # 

Agents/Directors and Specialists: file for future reference and photocopy 

as needed . 
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