	DISCLAIMER
This template is provided for informational and educational purposes only and does not constitute legal, tax, or accounting advice. The user of this document is solely responsible for:
1. Reviewing and customizing this template to fit their specific business circumstances;
1. Ensuring compliance with all applicable federal, state, and local laws and regulations;
1. Consulting with a qualified attorney, CPA, or tax advisor before implementation;
1. Properly administering and enforcing the plan once adopted; and
1. Maintaining all required documentation and records.
No preparer-client or attorney-client relationship is created by use of this template. The provider of this template assumes no liability for any errors, omissions, or outcomes resulting from its use.




CAPITALIZATION POLICY
Under Treasury Regulations Section 1.263(a)

	Business Name:
	

	EIN:
	

	Effective Date:
	

	Tax Year Beginning:
	



1. PURPOSE
This policy establishes guidelines for the capitalization and expensing of tangible property in accordance with the final tangible property regulations under Internal Revenue Code Section 263(a) and related Treasury Regulations (Treas. Reg. §§ 1.263(a)-1 through 1.263(a)-3 and 1.162-3).
2. DE MINIMIS SAFE HARBOR ELECTION
Pursuant to Treas. Reg. § 1.263(a)-1(f), the Business elects to apply the de minimis safe harbor to amounts paid for the acquisition or production of tangible property.
2.1 Threshold Amount
The Business will expense (deduct) amounts paid for tangible property that meet the following criteria:
1. Without Applicable Financial Statement (AFS): The cost per item or per invoice does not exceed $2,500.
1. With Applicable Financial Statement (AFS): The cost per item or per invoice does not exceed $5,000.
Note: An Applicable Financial Statement includes audited financial statements, filed with the SEC, or other financial statements required to be provided to federal or state governments.
2.2 Application
This safe harbor applies to amounts paid during the tax year for property that is deducted for financial accounting purposes or in keeping with the taxpayer's books and records. The election is made annually by attaching a statement to the timely filed original federal tax return (including extensions).
3. CAPITALIZATION THRESHOLD
For amounts exceeding the de minimis threshold, the Business will capitalize expenditures for tangible property if:
1. The property has a useful life exceeding 12 months; AND
1. The cost exceeds the applicable de minimis threshold stated above.

4. MATERIALS AND SUPPLIES
Pursuant to Treas. Reg. § 1.162-3, the Business will deduct amounts paid for materials and supplies in the tax year in which they are first used or consumed in operations. Materials and supplies include:
1. Components acquired to maintain, repair, or improve a unit of tangible property;
1. Fuel, lubricants, and similar items reasonably expected to be consumed within 12 months;
1. Property with an economic useful life of 12 months or less; and
1. Property with an acquisition cost of $200 or less.
5. ROUTINE MAINTENANCE SAFE HARBOR
Pursuant to Treas. Reg. § 1.263(a)-3(i), the Business will treat as deductible repairs any amounts paid for routine maintenance activities that keep property in its ordinarily efficient operating condition. Routine maintenance includes inspection, cleaning, testing, and replacement of worn or damaged parts with comparable parts. For buildings, the Business expects to perform such activities more than once during the 10-year period beginning when the property is placed in service.
6. BUILDING SAFE HARBOR FOR SMALL TAXPAYERS
If the Business qualifies as a small taxpayer (average annual gross receipts of $10 million or less for the three preceding tax years), and owns or leases a building with an unadjusted basis of $1 million or less, the Business may elect to deduct amounts paid for repairs, maintenance, and improvements to that building if the total amount paid during the tax year does not exceed the lesser of:
1. 2% of the unadjusted basis of the building; or
1. $10,000.
7. IMPROVEMENT ANALYSIS (BETTERMENT, ADAPTATION, RESTORATION)
Amounts paid that do not qualify under the above safe harbors must be analyzed to determine whether they result in an improvement to a unit of property. An amount is an improvement if it:
1. Betterment: Corrects a material condition or defect, results in a material addition, or results in a material increase in capacity, productivity, efficiency, strength, or quality;
1. Adaptation: Adapts the property to a new or different use; or
1. Restoration: Returns the property to its ordinarily efficient operating condition after it has deteriorated to a state of disrepair, rebuilds the property to like-new condition, or replaces a major component or substantial structural part.
8. RECORDKEEPING
The Business will maintain adequate records to support the treatment of expenditures under this policy, including invoices, receipts, and documentation of the analysis performed for amounts that exceed the de minimis threshold.

9. ANNUAL ELECTION STATEMENT
The Business will attach the following statement to its timely filed federal income tax return (including extensions) for each tax year in which the de minimis safe harbor election is made:
"[Business Name] is hereby making the de minimis safe harbor election under Treas. Reg. § 1.263(a)-1(f) for the tax year ending [date]."
10. ADOPTION
This policy is adopted as of the effective date stated above and applies to all tax years beginning on or after that date.
	_________________________________
Signature

_________________________________
Printed Name
	_________________________________
Title

_________________________________
Date



This policy template is provided for informational purposes. Consult with a tax professional to ensure compliance with current regulations and applicability to your specific situation.
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