FURTHER DISCUSSION AND IRS DEFINITION OF DEPRECIATION AND CAPITAL
EXPENSES

Depreciation is the annual deduction allowed to recover the cost or other basis of business or investment
property having a useful life substantially beyond the tax. However, land is not depreciable.Depreciation
starts when you first use the property in your business or for the production of income. It ends when you
take the property out of service, deduct all the depreciable cost or other basis, or no longer use the property
in your business or for the production of income.

convention, you may elect to use the

«~dpIldl EXPEenses

ou must capitalize some costs rather than de-
act them. These costs are a part of your imeest-
iert in your business and are called “capital
spenses.” When you capitalize a cost, you add
to the basis of the proparty to which it relates.

Although you generally cannot take a curment
sduction for a capital experse, you may be
ole to take deductions for thess costs over a
zricd of years as explained later under Cost
BOCVENY.

tinds of Capital Expenses
ou must capitalize the following costs.

® Going into business. The costs of getling
starbed in business, befors you are author-
ized to start selling your company’s prod-
ucts, are capital expensas. These “start up
costs” include the cost of exploring differ-
ant direct-selling opportunities, the cost of
any training you must have bafore baoom-
ing a direct seller for your product line, any
fesms you must pay to the company to be-
coma a dirsct saller, and similar costs.
Ses chapter B of Publication 535 for infor-
mation on how to freat thess costs.

Business assats. The cost of any asest
{property) that will last substantially be-
yond the tax year it 5 placed in service is
a capital expanse. Examples of business
aseats include: office fumiturs, business
vehicles, and storage shelves, Ses Cost
Racovery, later.

Improvements. The costs of making im-
provements to a business assst are capi-
tal experses if the improvemants add to
the walue of the asest, appreciably
lengthen the time you can wse it, or adapt
it to a different use. However, normal re-
pair expenses are deducted as curment
business exp=nzes and are not capital-
izad. For example, if you haws a car you
use only for business, maintenance and
repair costs, such as tune-ups, new head-
lights, or brake repairs, are business ex-
perses. The cost of owerhauling the
angine, howsvar, would ba a capital ex-
pErEs.



