
 

Tangible Property Regulations (TPRs) Study Guide 

 

Understanding Tangible Property Regulations (TPRs) is crucial for property owners to 
classify expenses related to their tangible assets accurately. These mandatory 
regulations prevent disagreements with the IRS regarding whether costs should be 
immediately expensed or capitalized and depreciated. 
 

●​ Key topics include defining the Unit of Property (UOP), distinguishing between 
routine repairs and capital improvements, and utilizing Safe Harbors and Partial 
Asset Dispositions (PADs) to simplify tax treatment and potentially claim 
deductions. Compliance with TPRs guarantees tax conformity, helps avoid 
penalties, and maximizes tax benefits. 

 
Conceptual Framework 

 
1.​ The primary purpose of the TPRs is to provide clear and mandatory guidelines 

for property owners to determine whether costs incurred on tangible property 
should be expensed immediately or capitalized and depreciated over time, 
thereby reducing disputes with the IRS. 

a.​ The TPRs were written to consolidate decades of inconsistent case law 
and administrative rulings into a clearer framework to address the 
subjective nature of distinguishing between deductible repairs and capital 
expenditures. 

b.​ The Tangible Property Regulations are not optional. They are mandatory 
for all taxpayers incurring costs on tangible property, and non-compliance 
can lead to penalties and a deduction disallowance. 

 
2.​ A Unit of Property (UOP) is the IRS framework for classifying tangible property 

expenses; for buildings, it's generally each standalone structure. Correct 
identification is crucial for making accurate capital versus expense decisions 
and ensuring tax compliance. 

a.​ Examples include HVAC, Electrical, and Plumbing systems. Other 
examples are Fire Protection & Alarm, Security, Escalators, Elevators, 
and Gas Distribution. 

 
3.​ The primary benefit of using a Safe Harbor is administrative convenience, which 

allows certain expenditures to be expensed immediately without requiring a 
detailed RABI analysis. 

 



 

a.​ The STSH is an annual election for taxpayers with average annual gross 
receipts of $10 million or less, allowing expensing of building 
improvement costs up to the lesser of 2% of the building’s adjusted basis 
or $10,000 annually. 

b.​ The RMSH allows expensing of routine maintenance costs expected 
within 10 years to maintain normal operating condition. It differs in that it 
doesn't require an annual election or impose a dollar limit, provided it 
doesn't improve, enlarge, or materially increase efficiency. 

4.​ The RABI rules are considered when Safe Harbors do not apply to determine if 
an expenditure must be capitalized due to being a restoration, adaptation, 
betterment, or improvement. 

 
5.​ A Partial Asset Disposition (PAD) allows building owners to write off the 

remaining depreciable basis and removal costs of disposed components during 
renovation. Its key benefit is an immediate tax deduction for the disposed asset. 

​​  
Glossary of Key Terms 

 
1.​ Average Annual Gross Receipts (AAGR): A metric used to determine eligibility 

for certain provisions under the Tangible Property Regulations, such as the 
optional nature of a Section 481(a) adjustment for businesses with less than 
$10 million in AAGR. 

2.​ Building Systems: Specific categories within a Unit of Property (UOP) that must 
be accounted for separately. Examples include HVAC, plumbing, electrical, and 
fire protection systems. 

3.​ Capital Expenditures (Capitalized): Costs incurred on tangible property that 
must be spread over years through depreciation rather than being immediately 
deducted as an expense. These generally make an asset better. 

4.​ Cost Segregation Study: An analysis that identifies and reclassifies building 
components into shorter depreciable lives for tax purposes, potentially 
accelerating depreciation deductions. 

5.​ De Minimis Safe Harbor (DMSH): An annual election allowing taxpayers to 
expense expenditures under $2,500 ($500 before Jan. 1, 2016, for those 
without applicable financial statements) without scrutiny, provided certain 
conditions regarding invoicing are met. 

6.​ Depreciation: The process of deducting the cost of tangible property over its 
useful life for tax purposes. 
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7.​ Expensing (Deductible Business Expenses): Costs incurred on tangible 
property that can be fully deducted in the current tax year, typically related to 
repairs and maintenance that keep the asset in its current operating condition. 

8.​ IRS Form 3115: The form is required to adjust a taxpayer's accounting methods, 
often necessary to correct non-compliance with the Tangible Property 
Regulations. 

9.​ Partial Asset Disposition (PAD): A tax strategy that allows building owners to 
write off the remaining depreciable basis and removal costs of assets disposed 
of during a renovation. 

10.​ RABI Rules: An acronym representing Restoration, Adaptation, Betterment, 
and Improvement. These are tests used to determine if an expenditure must be 
capitalized when Safe Harbors do not apply. 

11.​Routine Maintenance Safe Harbor (RMSH): A provision allowing taxpayers to 
expense costs for routine maintenance expected to be performed regularly, 
typically within 10 years, without requiring an annual election. 

12.​ Safe Harbors: Elective, simplifying provisions under the TPRs that allow 
certain expenditures to be expensed without scrutiny, providing administrative 
convenience for small items. 

13.​ Section 263(a)(1-3): The code section under which the Tangible Property 
Regulations fall, outlining rules for distinguishing between deductible business 
expenses and non-deductible capital expenditures. 

14.​ Section 481(a) Adjustment: An adjustment made under IRS Code Section 
481(a) that allows taxpayers to change their accounting methods, including 
revisiting and adjusting depreciation schedules based on current TPR rules. 

15.​ Small Taxpayer Safe Harbor (STSH): An annual election available to 
taxpayers with average gross receipts of $10 million or less, allowing them to 
expense the lesser of 2% of the building's adjusted basis or $10,000 annually 
for certain building improvement costs. 

16.​ Tangible Property Regulations (TPRs): Mandatory guidelines for building 
owners and taxpayers to determine whether costs spent on tangible property 
should be expensed or capitalized, effective from January 1, 2014, forward. 

17.​ Tax Reform Act of 1986: Mentioned as the previous most significant tax 
change for real estate owners and investors before the Tangible Property 
Regulations. 

18.​ Treasury Decision 9636: The Treasury Decision number associated with the 
final Tangible Property Regulations, issued on September 17, 2013. 

19.​ Unit of Property (UOP): The framework used by the IRS to determine how 
expenses related to repairs, improvements, or replacements of tangible 
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property are treated for tax purposes; typically, each building is considered an 
individual UOP. 

 
Top 10 Questions and Their Answers  

 
1.​ What is the primary purpose of the Tangible Property Regulations (TPRs)?  

a.​ The primary purpose of the TPRs is to provide clear and mandatory 
guidelines for property owners to determine whether costs incurred on 
tangible property should be expensed immediately or capitalized and 
depreciated over time. These regulations aim to reduce disputes between 
taxpayers and the IRS regarding the distinction between capital 
expenditures and repairs. 

2.​ According to the source, why were the TPRs written?  
a.​ The TPRs were written to consolidate decades of inconsistent case law 

and administrative rulings into a clearer framework for taxpayers. This 
was necessary because, before the regulations, the distinction between 
deductible repairs and capital expenditures was often subjective, leading 
to significant controversy between taxpayers and the IRS. 

3.​ Are the Tangible Property Regulations optional for taxpayers?  
a.​ No, the Tangible Property Regulations are not optional. They are 

mandatory guidelines that all taxpayers who incur costs to acquire, 
improve, or produce tangible property must follow. Failure to comply can 
result in penalties and the disallowance of deductions. 

4.​ What is a Unit of Property (UOP), and why is its correct identification 
important under the TPRs?  

a.​ A Unit of Property (UOP) is the framework used by the IRS to determine 
the tax treatment of expenses related to tangible property. For buildings, 
generally, each standalone structure is considered an individual UOP. 
Correctly identifying the UOP is crucial because it sets the boundary for 
applying the TPR rules and making accurate capital versus expense 
decisions, preventing potential non-compliance and lost tax savings. 

5.​ List three examples of building systems identified in the source.  
a.​ Three examples of building systems identified in the source are HVAC, 

plumbing, and electrical systems. Other examples include fire protection 
systems, security systems, escalators, elevators, and gas distribution 
systems. 

6.​ What is the main benefit of using a Safe Harbor under the TPRs?  
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a.​ The main benefit of using a Safe Harbor under the TPRs is administrative 
convenience. Safe Harbors are elective provisions that allow certain 
expenditures, typically smaller items or routine maintenance, to be 
expensed immediately without the need for a detailed analysis under the 
RABI rules. 

7.​ Explain the eligibility requirements for the Small Taxpayer Safe Harbor 
(STSH).  

a.​ The Small Taxpayer Safe Harbor (STSH) is an annual election available 
to taxpayers with average annual gross receipts of $10 million or less. 
This safe harbor allows eligible taxpayers to expense certain building 
improvement costs up to the lesser of 2% of the building’s adjusted basis 
or $10,000 annually. 

8.​ Describe the Routine Maintenance Safe Harbor (RMSH) and how it differs 
from other Safe Harbors mentioned.  

a.​ The Routine Maintenance Safe Harbor (RMSH) permits the expensing of 
costs for routine maintenance that is expected to be repeated within 10 
years to maintain an asset in normal operating condition. Unlike the De 
Minimis Safe Harbor and the Small Taxpayer Safe Harbor, the RMSH 
does not require an annual election and does not have a dollar limit, as 
long as the maintenance doesn't improve, enlarge, or materially increase 
efficiency. 

9.​ When do the RABI rules need to be considered by a taxpayer?  
a.​ The RABI rules (Restoration, Adaptation, Betterment, Improvement) need 

to be considered by a taxpayer when Safe Harbors do not apply to an 
expenditure on a tangible property component. These rules outline 
specific criteria for determining whether an expenditure must be 
capitalized, as it represents an improvement or significant change to the 
property, as opposed to a routine repair. 

10.​ What is a Partial Asset Disposition (PAD), and what is its key benefit?  
a.​ A Partial Asset Disposition (PAD) is a tax strategy that enables building 

owners to write off the remaining depreciable basis and removal costs of 
components disposed of or replaced during a renovation or improvement 
project. The key benefit of a PAD is the ability to obtain an immediate tax 
deduction for the disposed asset, rather than continuing to depreciate it 
over its original useful life. 
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