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SUMMARY Of SIGNlFICANI' PROCEDURF.S 

~ J RC\iewod ·~. 1996, _, 1997-~ I 
8 ( Rcldilllemll ........ '-. JIOr.denltu. I 

Oblaincd a list of FPL seulements with the IRS for the put five yc:aJ'$ and revie~ pan of the 
IRS revenue n:pon for tbcsc settlements-

Obtained a list of all items now pending in litipuon With the IRS. 

lntcmewcd oompany ~1 10 obtain an explanation of the issues invoiYCd in the 
settlements in the put five )UrS and Issues now in litiption. 
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AUDIT DISCLOSVRE 1 

SUBJECT: DEFINITlON OF CREV TAX AREAS 

STATEMENT OF FACTS: 

The compeny ~staled they do not have a definition of grey tax II'QS. 

We a.sked what the compeny aiteria was for deciding to take an aggressive stand or position on 
a tax item. Tbe compay staled that they do not have any criteria in writina. They may research 
a position and delenninc what the prot.bility of success would be. In answer to our request for 
a list of grey taxareuandloralisl of~iw stands, fPL provided us with alistoffPL tax 
items that are in litiption with the IRS. 

A /Alto,~= ~C: :\)taX rctums for 199S, 199611111 1997, we delamiDed I!* 
. they do __ ~-_~ Form 127$. Dlsclosqrp Form, I The company explained 
that these are items that FPL believes would be raised by the IRS, and tbey are national issues. 
National issues arc issues lblt tbe IRS is raising with other utilities. 

e I Wo,..., for &Smf!Mtk!!! of the !ltlptlon jssug and !ho luucs disclo!od on fonn ms.l For 
each litiption bsuc we abo uked for the years dTected, the amouncs ror each year. and the date 
an IUilCllded n:tum was filed. They provided us with a rqnsenwivc to diJCUSJthe issues along 
with a spreadsbce1 show1113 the information. This is included as an exhibit to this disclosun:. 

Utlplioeia-

The issues wm:sepraled into issues that fPL wa.s claiming a refund for and issues on the ta.• 
returns that the IRS was disputing with fPL. 

EPL Rdpnd Cl•jm hM!£' In IJripJim 
A. Fuel Tax Credit 
B. Repair Expense Deduc:tioo 
C. Transitional Rules-Ocpm:iation 
D. Traruitional Rules- lTC 
E. 1341 Deduction 
F. Researdl and Experimental Credits. 

Other fPL L jtiptjon Jtcm, 
G. AJbestos Removal Costs 
H. Depreciation on Asbestos Removal Costs 
I. Research & Experimental Crcdils. 
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A ls theSectfoo 1341 JlliliNl 'llilill'r ruhadcuocllooEbdow. lllonbf'orllaft'eo 
dctcnnine dial this Is tho oaly Ht'c lloa ileal fOr whlcb tho COfni*IY is I'OCOidu!a defcmd cu. 
stall' IC lo c I c I tbe IDIIIIIIr e1 1-. 9t to revilllu diD def'cmd tax u ccordccl. Sial!' doeniiMd dill 
tho oompaoy wu allo 11!C»Cdia4 dd:iiid tax f'or the lTC U'lnsitiooat deprociltlon litlptioo 
matter. This b dJJCI1111 ~ lllldor IOCtioM Cad D below. 

A Fuel Tax OMit 
This is a dollar for dollar tax a'Cdit 0C1 tax for wcertain off hishway YC:hicJes.- The corn~y 
identified and swed that they were entitled 10 a refund for these .-ehiclcs. The oom~y filed 
an amended rct11rn for the years I 911 tlwough 1992 ror a lOCal amount of $&33 ,1 19 in December 
199S. IRS has adiSigleeuuem with the vehicles that FPL identifJed as offhishway usc. 

B. Rmojr Expr:rm Qcdi!Ction ·This issue addrc:sses the expense so the: cffc:c:t on the tax rerum 
would be 3S%. 

This was an item PPL bfouabt up 10 tho IRS. PPL has lllken rluc: position that certain items 
capitalized should have been Aedul;u'btc: repairs for tax purposes. For example:, a ps«t <:OIIId 
oost $700,000. The PSC aays thlsls a retiremenl WilL PPL says thiJ pllticular pslcct docs,... 
extend the life and lbould be CJ41Cii~ for tax piii'JlOKS. FPL and the IRS CllJinecn are in the 
pnx:ess of determinill& Ibis issue.. The dispdcd expense amount for 1918 throu;h 1992 is 
S210.926.Sl4. The amended c:oun pcticoo was filed in May 96. 

C pod P Tranoitioo Bul•. Qcrn;iatiM end lTC .. The depreciation is a 3S% tUue and the 

lTC is a dollar fot' dollar C!WiL 

In 191Ui the inwruncnt tax C!Wil was repealed. At that time, traruitiooal rules wen: pu1 into 
effc:c:t. To take advanta&e of tho transitional rules fOC" lTC there bad to be a bindina COIIII1ICt as of 
Match I 986 and for deprcc:iatlon thetc bad 10 be a bindina contract as of Occ:embcr I 986. If a 
bindtng cootJICI was in dl'cct a1 these dl!cs, the traruitional rule al!owoed FPL 10 continue 10 take 
rrc and depiociation with the method usod prior to tluc: Ta.x Rc:fOC"m Acu of 1986. FPL aays that 
state: law obliptes them to IC1VC all people in franchise areas The com~y is claimina any 
uPStldes nocdcd or new items ncodcd to meet their obligations, for the fra.nc:hiiC areas, 
conslitutcs a bioding COIItJ'Id. 'l'berefore,the com~y claims depreciation for 1988 throush 
1992 and rTC for 1917 throuab 1990 foritemJ conncctcd with the obligations In the franchise 
areu in the amounts of $7,373,756 depreciation and $125,263,911 for lTC. The amended tAX 

retum was filed in December 95. 

B The O(li' ,. ,y.....S IIIII deltanid ..__ -dcd rcw the ta.x years t9961Dd 199'7 few 
deprcciurdoa ponioo .... ' 1 c :t QJr t11111e ,._., AI explained by lbo ""*"'Jllllt• tAti•u• with 
tax you 1996 dlo '"''tpiii"Jc:elcn1 ' f IU cleprciCiation «rJqJCMC buori OCI tbl ACl.S IDCibod of 
dep e c iatioa for JnPift1 · • fti u • I* t 1 ~ or OONWCicd 10 111«t t1le requilemaeb claimed 
llllder lbe Uiillidooal i'lllel. 
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l1lo laX dcp I .. ... ceh I • ~ la 1996111d 1997 .... ACaS ..... (on. , I ,_. 1917, 1911, 
1919 adl990(day.sda c : yd.Umslhe.-elawOOGitiiUICSa~..,.,.,.ad 

ibn hk ' n111., ACRS ia 1M 1111im 10 -.) lbb-abo-. Cor 1991. n. 
• "'l*"i e ., .. ;w 11111 prior., 1996 the we dqn.ciadoa wu cak"' u 1 oo MAC'RS wbicb ba 
efreclwacaku"rinn till diA i•loa u iflbo ~ ia die flntfx .,...., ... -
IIOt biJidma. 

F AND l Be sb""' f'l<''"" uta) Crcdju • ThiJ iJ. dollar ror dollar credit 

For the yean 1919 tbrou&b 1992. tbc IRS taid that none of the items claimed onFPL's returns 
qualified u I'CICIII'Ch llld QIICrimenaal credits, The llllOUIIt wu SS, 739,1 3-4, FPL taid that the 
IRS did 110t pvc a reuoo wby tbele would not qualify lliCI are fightiaa thiJ in litiption. FPL 
pcr(ormcd a study of all otber i1ems in the c:ompMy lliCI c;ame up with more items tbll they 
bclieYcd would qualify £« res tardlllld experimental aediu in tbc additioaal amoum of 
$'2,301,477 f«cho years 1919 tJvouab 1992 FPL filed ao amcoclod retum for the ldditional 
amount in Dcccmbcr 1995. 

0 and H AMm BC!!!QYJI -This issues addn::u the cs,pmrs dollars. The dfed on the Wt 

rciDm would be 35%, 

The IRS JaYS t1111 tbc IDODey spea110 •-e asbestos should be apitalizoi FPL aays c:ostJ 10 
retiiO\"C ubcslos is 1 cuma~ deduction. IRS says thll the cl iminarion or a pocentlal bcaltb 
huanl i~ tbc valoc oflbc p0j1C11). The IOtll disputed ubcslos costs net or dcpcd1tion 
c:alcul1tcd by FPL for 19111J1rouij1 1992 isS 11 ,623,014, 

E 1}41 Prr"p)m 
This is 1 dollar for dollar deduction on the tax c:alculation. 

The corpon~e cax ra~e wu 46% up 1011111 inc:ludiaa 1986, The rile wu !"do ad 10 l4 pctten~ in 
mid-1917. Fllif the )an 1917, llllld 19 the customers wen: billed at rlfCS wbictl were 
CJIIblishcd prior 10 the tax rate reduction 10 34%. The PSC required the company to submit 1 

tax aaviaa ntirla io 17. llllld 19 llld 10 iDike n:funds t.o customers for bt11ina with m.es that 
inc:lu od 46% lUes wbeD tu i'llleS were ectually 34%. In 1990 the c:ommlrsion ordacd FPL 10 
roll beck rlfCS IQ'OIS the boltd, rcduc:iaa CKh rate class by 6S ccnu. 

For the yean 17, !8 and 19 Ibis laX taviop n:fuud wu recorded u 1 moeuue ~ like a 
nonnal n:flmd by debitina n:vcnues and crcditina the n:fund ac:clOunt 

/uw 

The issue iJ dcKribcd in tbc IRS "Coonnina.t.cd Issue Papers" dated Apn1 24, 199S, Tbeae 
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papen are 1101 official puuc•n•• niC!b by lbc IRS, but set fonh lbe IRS' ~:~~tm~tlhlnkina 
The excess deterred tueS and JeCiion I 341 l$SUC 1s as follows: 

MWhetbcr lbc !Upi)U,. rep"""'d public utility, may \1011lputc its Federal inconlc tax llabillty 
under lbc puvisioos of teetioa I 341 (a) of lbe lmcmal Revenue Code after makina rate 

reductions onleted by lbe llppOIIrilae ~authority related 10 ' CQICSS ddcmd taxa' 
created u a result oflbc Jowaina orlbc Fedmlstat\1101)' tax rate by the Tax Rcfonn Act of 
1986". 

ACQOI'dina to lbc paper "If 1D Item is 10 bo aranted special comfAitllioos poYided by Scttioo 
I 341, that item must bo sbowD 10 have boen lnehlded In gross iiiQOme in a pior taxable year 
bccaure it appeared lhlt tile llbcpi)'CI' bid an IIIIIUirict.ed riaht 10 IUCb Item ((134J(aXI)).­
AI10, lbc IRS must consiclet tile haD a deducUon to income, not a reduction of income. The 
paper aiws examples at tine pior cuet lqwa Smnbqp Rlllookr llld SgutbWatap fg:qy 
and points out tblt "As the •mum· of cocceu deferred taxeS by rqnlmry bodies tepCSCUIJ a 
f1ltlll'e rcduc:tion iD iDoaa e llld DOl a cumm deduttloa &um income. tbc povisioas of Sec:doa 
I J.41 are not avaiJ.ble." 

FPL's p!Sitloo is tblt they are muadiq lbe rilleS beck to the c:ustomer bcc:a•IIC oftbc rate 

rcductloo by tbc COIIIIIIiaioo in 1990 and tbas pan oftbat6S cent rate roll beck inclllded aceu 
deferred taxes, wbicb wen: collocled at 46~. The IRS believes that lbe neftmd is 1 aublequcnt 
event llkina place In 1990 and rorwud, no( I result of. nefund Oowinj bitlt to the eUJIOmef 
and not a Scc:tioo 1341 item. FPL still oontend.1 that the excess defernd tax piece in the rate 

reduction beiOftl'llo pior yeac. 

FPL bel ieves that they are clitJed 10 Scc:tion IJ.41 treatment. 

j\ 11111)90 die CN*4 J ........... S.Ce!m 1341 bNI! ...... cmdletaxrebn. 81 I IICtJI 
tho ditp*, die uwt 1 J wdad 1 f I rwlacome tax 10 offset lbe c:umat lax dodlocdtla ID 
tho CWTall ,_.. Tine jcawl .-y Wllllld be cllbil ckluted tax e•t eo.: (IIC c ,.,. •to) ..t cndil 
-ullleddl6uwillc: tuN(• •213). Tbccmiits c:laimedbytlloo e yiOIIl 
Sll,m,I02 fDr l911111ic.aJ. 1992. 

Rmew oil'"- 1996 .... , m.. c """ 5 I IU rea,_ (Diedtllf'e J' .... lr."S) 

Statftc'tiowed die Ia ..._ ia J*licullr 1D ~ If they filed Formll7S, DilcloMe 
Slllemalt. 'l1le "''DP"'Y filed dlis bm illl995 and 1997. 

111199S they dl~elolod lbiltllllily ~ • "W aiRC Sec1ian I 341 ~wancntiD tllo _. ol 
S3,210,27S Cora reftmdof~defeiiM..,_IOc:ustomen. Tbls isdiiC:UIFFhbow Ullder B. 
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AUDIT DISCLOSURE l 

SUIJICT: 

STATEMENT O}r fACTS: 

Scaffmilwof•' whlldill a dhiaJ'usizrnMcU&.Scplro t!lw,l991, ......... dlll 
wiJ"D e:xduclial SC* ofll ti I II -.Jexpe Diet (Of talt J1UrP011CS, die COCIII*IY dDuble 00'1...,., 
...as wbicb ... io I rW fag* ""d COlli. ~in au cnaM • • ofFPL'tiUIIble 
ia c a• r .S ta ~- 0111 ..,....., by COIJlOiidc tax to deltiUiial •••"'* bac:oiDI 
iDci.W boda .......... , II II .. The Olbcr I'll*' ... Lw hi!Lhd celyc:,pitll 
IIM'III. ,_..,.. wbo rid 1 Ha•udded boch repcm~ra '!w llld-t10t lnlde~~Mre 
1111& die cepi!ellllllill- 'ri!d!w! Ia die fint report beaiant.w Ia 1991: n..~ CiPtal 
IDCib wcr_ecloltle CM II 5 fttrdlellilllblo iDCI1me ftom 19921brQUib 1996. 

Tbe ... c ... Gc-CIIIii*J-... ... ~ to be $2.7 milllao fiw die,_. 1993 
tbrouF 1996. ,... woald .... tawonblc tax ef&ct of 1435,000. The inlr::rai1 audit .-eel 
1hll die COIJlOi• tax <iejal · ,.ut poricle • adjuiiiDeel., diiiR.S b ilc•IMD ia tile 
cumat review. 1'1111.997 tax -.ra -u submiued yce. a will rdlect tbe JlftiPCf 
.q.,.., •• 
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NOTI:.S FROM ME:STINO Willi DON OiASMAJl AND DAVE HUSS RE GREY TAX 
MAnERS. 10.:13191. ANDOlHERMEETINOS WTm DAVE HUSS 

1. ~otanrtu..aen. 

1. Utility'• criteria for det.eralaJ.a arey tu areu. 

The oo+ .. , • y doel DOC blw my criteria in writina. They IDlY n::ICII'Cb a positioo and dctcnninc 
wbat the probebility of IUC C e II would be. 

3. Udpdoll...._ 
Whal asked {or alia oC my J1f1111:1 1aucs, the comp~~~y po~idod a list ol it.cms currcmly in 
litlpdon with the IRS fium 1918111rouch 1992. Tho list is included as~ 

The Issues wen~ ""'*"""' IIIIo illuca tt.a FPL was c:laimina a refund for and issues oo the 11:1 returns that the IRS wu displodna with FPL 

FPI. Refund Cejm Tmn lg IJttgtfgn 
A. Fue!Tax~ 
B. Repair B •• ,_. Deduc:tioo 
C. Trwmitlooal Rules-Dope~ 
D. Trwmitlooal RaJet. lTC 
E.l3410eductioo 
F. R E I d1111d Bxper D"""'' CrcdiiJ.. 

Osher f'PL IJtjpdm hms· 
0 . Asll 1 • Rllmcml COltS 
H. Depeciatiou oo Atbettoe Removal Coeu 
l Tocal AlllllltDI *uo 
J. Reseudl ct Bxperimealal en.lita. 

B FPLIIIIeddllltt., ... , I • .., . 1 Clllformyofthe"":h•----"t!J •· 
Ttlo « 4 s ..... 11111 *'1 r« J I I I aid 11:1 for ooo poeidoe 1111111- llillfer ~ 
'1111111 134 II ,~..,:C~· ~. ,..,._. ~ 
We asked tt. O*''i y to .ell Tbey provided us whb a Jtpi 1 •••ive 10 ditc\111 
tho iuua.. They abo pooided .. widla + edehc.et dlowiDa the iauel. the~ aalaue, tbo amountJ for cedi )Ur, llld the claD • amcn1od retl'Til was filod. ~ WP $:4-Z) 

(f) 
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A Fuel Tax Cm!jt 
This is a dolllr f« dollar rod'• tM1a 011 IU for Moft'blpway vehicles- idenlificd and Clllit1cd to 
reftmd for federal tax for oft' blpway-. Tbc company filed an amcniod return f« the yean 1988 tbrouab 1991 for a IGial UDOUIII of Sl33,1 19 in December 199S. IRS bu a disqrocmcat with tbc vehicles tbal FPL idaad1lod u offblpway 1110. ~ 5+2;) 
8 . Rmjr lifmrzw: I>Mnrtino - This b a JS% dedunlon. 
This was an itan FPL bio;clllup to dae IR.S. FPL bu takc:o tbc positioa that ca1aiD i1cms 
capilalizccl abould bavc beaD cloductible n:pain for tax purpoee~. For example, a plket could cost $700,000. Tbo PSC 11Y1 thb b a capital UDit PPL aays this pll1ieuJ&r psket docs DOC 
cxteod the life aad lhould bo e••- ~ for tax JIUilX r FPL and tbc IRS c:nafnem are iD lhr:: process of determiJiiDa this -.e. Tbc IGial amouat for 19111hrouib 1992 is $:210,92.6,534. 
The amenclod tax rc111n1 wu filed iD May 96. ~ $4-2) 

C eM D Trmssjtipg Bp!a-P,qe ·,s;., md m; • TbcdcprrJciadoa is a 3S%issue&Dd tbc 
lTC is • dolllr f« dollar credit. 

FANPJ A cb pel B' • '' j" waql Cndjta • 1ltit is a dollar for dollar credit 

For the yean t9891hroaah"tll92, tbe IRS llid that oonc oftbc itemJ cJ•Imcd 011 FPL's returm qualified as~ and experimaa1 credits. Tbe &mOUDl was SS,739,1J.4. FPL said tbal the IRS did DOl Jive IliaD a n:.aa ~at.. woald DOl qualify and are flatrtml this illliliplion. 
FPL poformod a J1lldy of all OCber itcml ill lhe company and came liP with more itemJ that they felt would qualify for; ella eapeahrw • I cn:dita in the additloaalaiDO\IIIIof $1,301,477 
for tbc yean 1919_~ 1992. FPL filed an tmcodod return for the additioaaiiiiiOUIIt iD 
Dcccmber9S. ~ 

0 Hand I Aohc:pe BrapcmJ ·This is a 3S% islue. 

Tho IRS aays that tho IDCICIC)' &pCIIIl to I'CIIII!CMI ubcstol abould bo caplta1mcd. FPL aays casu to 
I'CI!IOVe utlc11111 isaCIII:I'allc'•'"'jl>o IRS eeysthat tbcdimi;w•i«< ofa p • •i•' beahh hazard U.W ICJ die valueofdae Piopei1)t. Tbe toeaJ Wc:stOI ccaJ act ofdqRciadoa 
calculated by FPL for 1991 tbrou&b 199211 St 1,623,014. f"tl • ~ 



E !l4! !WnsJm 
Thio is a dollar for dollar credit on tho tax calculation. 7. 
~~.,.(~us ~~ ""' stt- . 
Baek&roud 
The corporate tu rat.o was 46% ap to llld mcludioa 1916. The ra~e was rcdo""Cd to 34 pucxut m 
1987. For the yean 1987, U llld 19 die nnt"CD"n ~billed at rues y,tidl included tbe46% 
tax rate. 1lic PSC RIQIIind die COI"P"IY to submit a tax Dvin& filina in 87, II llld 19 to make 
refunds bact to lbe nn!CJ!Def for bllllna with rates that Included 46% CIXel v.ileo taxes wac 
actually 34%. ln 1990 tho commilalon ordcfed FPL to roll bade rates acrosa the board, rcduclna 
cadi racc class by 6S QCIIIS. 

For the yem 87 ,llllld 19 Ibis tax IIIVblp refuDd was booktd as a .--uc rcdoiCtioo like a 
normal refund by debitma teYalUCIIIJd crcditiaa rd'\IDCI ICC:O"'R 

hlltloa 
FPL's posltloo II that tbcy am I'CfllllcJiQa tbc ndel baclc to tho customer boca•IIC of tho rat.o 
reduction by tho eonunissioo In 1990 and that put of that 6S cent rue roll baclc Included CltCeU 
clcfc:m:d taxes, wbic:h ~ oollocced 1&46%. The IRS believes that tho refund iJ a sub5cqucnt 
event takina place then(l990) and forward, not a result of a refund fiowina bact~­
FPL still "'"" •..-Is that die CIUlCII dddJcd tax piece in the ra1e rcd11clioa beJoa&t to prior )UTI. 

FPL belicva thai they ue eadtlod to a Section ll41 dcduc:tion. 

A In 1990 tbo o •• I•I'Y .arted to ...,. dlo Soclioa 1341 credit oa tbo tax reiUnl.. B«awe of tho 
dispn'C, tbo cec'"")' l'llller tliiiD tl a +..,.a n6ad t.'OObcla ddcnccl Ia cc 1M tax to oft"lellbc 
dcwt.rnoo iD tho .. , .. •Y'W- 111o .t-DII-a would be debit ddcmd tax ••• e = (410) 
llld c:rcdit • I I I ck&nccl lac we lalea (2&3). The acdits daimed by dleo"•i••ry tolal 
su.m,I02 b191111111Jallla tm. 
ln onScr (« llatrto 1 7 wluo tblt 1bls II tbo oely litiptlon item far wllkb tbo a..••t•try is 
reoorcliDa dolownd tu. ..tfiOh cclld tbo !111110 of Juno 98 to revbw tho dolowJocl tax laue~ 
booktd • In 

eu... 

The staff mqu w c 1a list of issues ICUled with lhc IRS in the past five yean. Tho company 
provided us with tho revenue qen? repon adjiiStlllcnts for FPL comp~~~y f« 1981 Jbtou&h 1992. 

- WP 93> Stalrtelocledcertaln iauel to be nrpltlncd llld to provide IRS oo.JctpOrldcncc 
regarding thcac iJSUCL lbcao follow bc:low. 

6 k mn .. Jlc:Wn lf • n 
7 

fPL t.s rqJeln 10 tbo S1.. t.-:.11 ci PIIIL 'l1lcy bolleW!d 7Mt 10a10 (l(tt.. ..,.nlllould 
not !lave been capilai!Dd. m. .,c aboul SO% oftbe amount they~ in leCllemcnt. 
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A """'*,. SIOdlll I , ......... h\ li>JefOUOQ I'"' .,.. '[ •s-Jif paldt.fnMidl5of6a•c • ,,... PPLIIIoaya 11a.c , , ... ,._of._ 
oriiiMubolld!IG \..,_ ... ...,..." .. li>Jes-J. n.tiltlflllldlll c •• ycldilr 
t9U •• tm~ .... ~ ·1• 1111t ~~~~y were •allowed llllb ..... PlY .. • 1 r .. ~ ...... ...._ PPLIIIdod I inar4 ia4Cia :-•otl991 
10 111ft 1+ + i.ap sf 'tl II n' PPL Ill !her ltTded tbat lilly diiC lcJeorl IIIII oa dllir .-. 
boowria pdor,.., lliillp .. 1M I lj did iD lhe s-It were OOU«*, but DOW dill IllS if taldoa die poaidora tblt ~bal .. DOC DeC nsanly oonoct 

Ill 1997Tiroo• 1 '1 c'hclnedMdllytWnmakiDJIIId IRC Secdra 1341 r4•atrrJCITIIDihe 
IIIII 00111 of$3,076,913. 11iJJa dill Ill f illoYe. 

Tbeyabo lilclo..tdlettky I hc!fhalec "a!ldllij>l" ii'Of$$6,000forOYa" 
IOOChCTed ftael cbqldfUC:OOidirla willa 8a .. IXII.aduariea V, U.S. Jl Fed CI202-94-2 
US'I'C$1)S26. 1'111 • 1 > 1 ',! ' .. tilt ta OOUit nalecl OYa" rec nwieun DOC I' • elolo 
c:umady. Howewr, t q - t. •\w\ Ullf Ia llDdef rooa vt:ry polilioa. 

Tho ~-1• y lllled diet...., DOC wdbc ay -.oat for ta dof'•kn ciee diK~wt lboc 
VIC*rim ply llld OWl IICI JPtrleL Tho OOiDJIIQY is rcconlina defemd WC.. fcr lbo Secdoa 1341 
edj•• .... 

Tiro i • oellldlt ofBIIIIDI• ,. I 0 tiN: 3 .... 1991, •' I wi:aed ... wta. cucdudina 5CM of 
bl•k Ill m.i I' I I II tbrta I*~ a Ill, dill c INiipii'Y double"""'"""" Cllpital ma1J, rau1tiaa iD • cwa m ofEPL'a 1 He lee ..t 1Diillliity. ClaD l'llpOit ...S by Wipcw* ta 10 c' 1 wiuo 1 '11 I I I I IIIILa ; • ' .. luad mJ a _. TliiCIIMr npart ..S 
iDcbrded o.~y Clpilll...._ 1111 ~' r 111 ._ •· I I ~ ~~ualdllocl bolla,..,. .. no .... ..s wn DOC 1111111.,.. .. Ill ;I? I .... Ml'a iaclodalla dlo flntnpart Ia 1991. Tiler 5 .o, 
oepiial Tllfllll ....,. doallil a 1 t ror ..,. • e1+e iDcome fi'OIII 1992 ill walt 1996. 

1'llldaillh1 l•ofCII\IIill_._ ' I 1 hoboSl.7mflliaafcrdlll,_.t993 
dNO'UIIll996. Tllilwoaldi11¥U .. Oii111kJIIXIfftlctof $435.000. ThoiiiMnllla.aditlllled 
tbatCOIJIOi*'WOIPioridt••t auod!IIUfortbai •' 1f11d•..,.~· AI 
tbo 199711X .... --ililbwla..d yet, it~ rdlect tbe propef 141•4' ••= 
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Pona 886-A • 
' ' : !XPLANATION OF IT~S 

Schedule No. or 
!xhlbitiiiJ.II 

~N~ea~e-=o7t-T~ax-p-.-;-.-r---------------------------------------- --vva~a~r~/7-P~a~r~i-o~d----

PLORlDA POVIR ' LICHT COMPANY 1992 

SyMMABX OF Ap;ysTMgNTS 

ALLO!ti!Q 
lNCBJA!IIlQICIIA§CI 
AQ.ltJ31MIIT tQ INCOMJ 

9212 $21,018,712 $10,899,887 1110 ,899 ,887) 

C.f~ 
X, S syg: T/P raclauified certain expendituru at St. Lucia ' Turkey Point 
planta aa rapaira on ita 1992 ... nded return. Should thaaa be allowed aa 
repdra deductible aa currant upen .. a7 

STATEMENT OF FACTS : 

The T/P in ita 1992 ... ndtd Tax return fi led on 12/ 16/ 93, claiaed for refund 
f or reclaaaifyina 121,018,712 upandituru, aa npdra for the inuarated 
nuclear unita at St. Lucie and Turkey Point. • 

: 
The follovina explanation ia taken !roa t he ... nded return deacription • 

"The refund c:lli•ad ruultl frolll an ordinary and nect~aaary budnau a~panae 
under Section 162 arA la&ulation 11.162-4 in tbe ..ount o! 1~1,018,712 tor 
rapaira .. de to nuclear electric aenaratina unite operated by taxpayer at 
St. Lucie and Turkey Point. Conaiatent vltb this treataent ve have aloo 
deducted additional intareat •axpenae o! UO,U5 (ea a ruult of conatruction 
period intereat •lataltenly capital!lud) end reduced t .be depreciation upen,. 
by 1578,802 for tbe 1992 taxable year . 

Tbe ••ount clal .. d reJ)raaanta the repair axpenau incurred in 1992 for 
repairina and raplacin& exiatina coaponenta and aquipaant vbieb are intearal 
parta of nuclear electric aeneratina unita, includJna , but not lt.itad en tbe 
foltovina• at ... aeaarator ca.ponenta , turbine coaponenta, pu.pa and aotora,. 
electric control and aonitorina davic:ea and aiacellaneoua coaponenta related 
to the operation of tba nuclear reactor unit . 

The uaeful livee of tba taxpayer'• nuclear !ac ili t i aa v111 not be prolonaad 
by the repairl cl•twed herein . The repaira alao vill not .. terlally add to the 
value of the nuclear facilitia~ vben compared to their reapectlva valuea 
prior to the condition requirinl the rapalra . Aa a reault of the clai•ad 
repair eXptnditUret ebM a.pe~tad pover production and oparatin& effieienciaa 
at taxpayer• nu: laer facilitiea vill not increaae beyond the ori1tnal 
apac:ific:atione of the planta vban firat placed in aervice. 

Accordin.ly, tba fuao~ion value of the nuclear fac~litiea did not incraaaa 
•• a reault of the rapairl . The rap1lra vill aaraly return tbe nuclear 
facilitiea to the oriainally intended ordinary operatina co~dition and 

Depar~ant o! tha Jreaaury - Internal Revenue Service Fora 886-A 
Pale I "' y 
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Fora 886-A : Schedule No. or 
0 : EXPLANATION OF tTIKS bhibit!lll-11 . . \ 

~N-.. ~.~0~t~T~axp~~a;-.~r-------------------------------------- ~Y~aa~r~/~P~a~r~i~od~---
FLOIIOA POII!R ' L1GKT COKPAHY 1992 

a!!iciancy. Thua, ainca tba tacilitiea will n~t operata on • .ora a!!iciant 
or laraer acala, nor ~11 they cbaraaftar be aui~abla for new or addi~ional 
uaaa, the claiaad axpandi tuna are currently dtductibla u npti r axpanaaa ." 

Subaaquantly, tha IQ&inaar aubaitted a FORM .5701 1 n dt . 1-29-94, alona with 
an 886-A •&xplacation o! lt&al" diaallovin& certain raelaaaifieation of 
axpandituraa by TIP •• lapaira. 

Follovtna that, the IDaint•r received the T/P'a raapo~>~• dt. 12/7/94 on 
1/20/9.5 and ravt-d tl'la ua-nta put forvard by the T/ P'a Rapraaanutivaa . 

The T/ P broupt up "unique- r ... onina.a and vented tl'la Internal lavaoua Sarv.ic:e 
to c:onaidar each P~nt •• a "Unit of Property" and want• to apply the 
"P1ac:ad-in-Sarvica" and "Invaataant Tax Credit" Codt and Rtaulltion Stc:tiona , 
Revenue lulina• and Court eaaaa. 

The lpsipttr 4italrtt4 yith th• T/P•a poai&lQQ and ~bt reatgna Yl£1 ''' fqrtb 
in • yrit•- gp th•& v•• •ubw4tttd tg the I tP on 2 12212' . 

STATEMENT QF LAW: 

Rev. lul 18-.57, 1911-2, C8 36 
Rtv. Rul • .59-380, 195P·2 C I. 17 
Rtv. lul. 55- 2.52, 195!-1 C. 1. 319. 
Sac. 1.162-4 of the laaulationa 1 Repairs 
Stc:. 263(a) of the l . I.C. 1 Capital expenditure• 
See. 1 . 26l(a)-1 of the 1arulationa1 Capital •~paodituzaa 

, 

Stc:. 1.263(a)-2 of tha laaulatiooa : &x.apla• o f Capital expenditure• 
Bruin Coal Co. UTA U, Dec. 45 (Ac.q . ) 
ILLINOIS KIJCHAHTS TIDST CO v. Ce t1aionar, 4 B. T.A. 103, 106, aca • • V- 2, 

c.a. 2 (19261 
Phillipa aod !altOn Supply Coapany v. Commisaionar, 20 TC, 20 TC 455, 

( 19$3) 
lNDOPCO, Inc., v. Coaa 92-1 USTC P50,113, Supreme Court o! tbe United 

Stat .. , 90-U78 , 2/26/92, 112 SCt 1039; arrs. CA-3 , 90-2 IISTC P50,571, 
918 r . 2d 426. 

Electric lnerCY, IDe ., v. United State•, 87-2 USTC P9587, US·CL-CT (1987) 
Lincoln Savio&a v. U.S., 71-1 DSTC P9476, 405, at 354 
Claua1oar Hoaiat7 eo.paay v. C t1aionar, Docket No . 18624, 9 TCM 891, 
Unioo Pec:ific: I. I. Co. v. United Statea 99 U.S. 402, P•l• 420 : 
Accurate Tool Co . , lac. v. Co te1iooar, Docket Noa. 8802, 10029. 

10097, 10 TCK 354, (19.51) 
Tranaport Kanu!ac:turina A lqui~t Co v. Co-.tuiooar, 70-2 USTC 

P9627, 434 Pld 373 377-78, ltb Circuit (1970 ) 
Hudlow at a1 . v. Co.aiaetonar, 30 TCM 894, TC Memo . 1971-218 , ( 1971) 
Obanaan Kanutac:turina co . , 47 T. c. 471 , 483 (1967 ), 

Department or the Treaeury - Internal Revenue Service ron~ 886-A 
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~H~.-.~e-O~f~T~axp~~~~~e~r~------------------------------------- --~,~ .. --r/~Pe~ri~od~---
1992 P~ORIDA POV!R 4 LICHT COKPANY 

Plainfield-Union Water ao. (Dec. 25,740), 39 t . c. 333, 337-3311 (1962). 
Alaac•a Inc. v. Cu 1 aaioaer 20 TCM Sl, TC Ke.a . (1961) 
Idaho Pover CO v. C taeio~er, 74•2 UITC P9321, •o. 73-263, 

411 US 1, 94 SCt 2757, 1/24/74, tev•a CA-9, 73-~ USTC P9367, 477 f'. 2d 
611, vhieh bad l'IY'd at TCIIlU, Dec. l0,053(K), t. C. "-· 1970-13 

Koae Neva Publialliq Co. v. C 'ni•er, 18 I.T.A. 1001 (1930) 
United Statu v. VellrU, 400 r.Jd IN (10th Cir. 1961) 
JIIOD L. ss '· c. 1017 1011 (1971) 

11046 {4 Cir. •930) 

Taxpayer 11 nov in aar .... at vitll thil adjuaca.at .• 
, 

Tb, !n•i~llr nvieved cu 44 voill oruu ~t vera aubaittad by tbe T/P for 
u ,e claia and clilllrlel vith the T/P oa the 23 vork ordera. Tbe laaiaear 
eoaaider theae 23 aa •eapita1•, aee IJHIIII A, and the reaaona are cliecuaaed 
balov: 

VQ/18/LOC; 1711/lQ/IlS r The &aatD.ar reviewed the Work Order and found 
Chat it conailta of 4 pas•• and only pas• 1 and 2 vera aubaitted. 

This !Jt 11 a n-eatiaata to capture actual cotta o! the 1991 le&raeacy 
!1. Tbe coati are for tbe icatallation of QS P D s Plaa .. Diaplay Reactor 
Control Syu. ndq tile 1991 St. Lucie Ollit 1 Outaae. 

f'roa tbe liaited iaforaatiou aubaitted the !naiaeer conclude• that 
1 nev diaplay ,,.t• vu laatalled and there 11 no inclieatioa vtlea the 
prior UDitl V.u f'lllla,sed. If ~ey are repleced vith • frequency 
of 1••• thaD oae ,.ar, thea tlla caount ia eonaidered ~• repair. 

2. VQ/18/LOC: 2716/ZQ/915, Tbia llodc 01'4er for S49 .114 aillloa vu initiaud 
on 6/13/93 and fiaal autlloria.tioD vea aivaa on 7/3/93 and the expec~ad 
eotipletion dati on tha proies; il •,2-U-96. 

The Work Orne della vitb r~ial tva aev Stua Ge::eraton !or Unit I 1 
at St. Luc-ie Plant cq bt q •£•4 ip aeais• 4urtna tbt late par-t pf 1911. 

Under Deaeription, a note incUcatu tbat "the paywentl fol' tvo aav at ... 
sene raton for tlilit 11. f'urtbu, accordina to the "Purpoll .nd NeceaaitY" • 

Depar~ent of tha Treaaury - Internal Ravanua Service f'Ol"'l 186-A 
.... \9" 
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I I 

~--~~~---~~-----------------------------------------:~~~~~~----. N'ame Of Taxpayer Yllr/Ptrtod 

J, 

FLORIDA POII!ll 6 UCKT COMPANY 1992 

" t here baa been continued eorroeion o! the St. Lucie Unit I 1 ateaa 
¥tneutor tubal tha t raaultad in 12 . 7s ·o! attP aeaerator "A" and 8.6l of 
steam a~erator tubet beinl plua••d and removed !roa stC'Vice. " 

Then 11 allo another note• "Tbe odcin..l authorization vaa !or 
$12.8 "W.illion !or preliain..ry ln5ineuinc t!!ona. • 

From the deacription the eipendituree are !or nev capital aaaeta and 
an a replac-e !or "corroded" Wlita. Further, thue e.xpanditurll are 
! or asaats that v111 ao igtp ltryice in 1996 and tba pa,.ant :~:ear to be 
advance ,pa,..nta oa ~tema ordered. l n addition, i t ~•s found t this 
Work Order yaa prtpar ad ia 1!9!. 

WO{!R/LOC/271Z1JAjfUI This wo~:k Ordu h related t o the above one 
WO/!R/11J,cl2786/ 0 15 vtth a sgpp:Jtc,ipn data of 11-30-91 1 vbic:ll vu 
initil.ttd pp 61:15/ll, !or a total coat of $120 .au llillion. 
Thia pC'OJtct u part o! the approved 1993 capital ludaat. 

Under "Daacription", it atatea - .,Clonatructioii, !n&ipeerina, Procur-nt, 
removal and d~lpoaal coati .for the replacement of the existin& steam 
aenerator1 on P8L Uait I 1~. 

The coati are !or p~o~rina a capital aaaet and does not eyeg appear to be 
a 1992 txpedd!tyrt. P~th•r th• llltta will opt bt p1act4 in ••rylst until 
liil· 

4. WO{!R{LOQ/ l160/ZO/II5 r A roviov o~ tho Work Order indicate• that tho 
.-pen41turo appear•· ~o be to replace lA Dieael Oil Tra~fer Line t-~~­
D0-13 with a 2" achodul e 80 carbon atoal pipe inaido a 3~ carbon •~eel 
l\lll:d pipe (vith 1acrlficu1 anodes ) ae st. LUCI! Uaic 11. 

Fur ther, tho do1crip~on indicacea that the existina line ia daaraded and 
leakiaa. Tho ropl ae ... nt il a betterment par Sac. 263 o! the liC . 

• 
5. WQ{IR(LQC/24Q4/7Q{I1Q. OO?: Tbe work order ia for raplaca .. nt of 56 incore 

detector• 1D ~t. Lucio Plant Unit 2 reactor . Tbo doacripci on !urtbex 
indicate ~t 'tllo f.D.col'o icaatnsuntation 1yatu ia u.ed by tbe operaton 
to dttondDe tbe loc.l power condi.Uoa within the C4rt. Tbe 1DfQraaUon 
obtained fr01a thia 12'1~- u uaod to talco 1cUon noc .. aary to control 
pover within the r"c'tor c~ro to prevent po .. .t.ble fuel daaaao. 
rurthar, tba d .. odpUo'D illilic&tll that "~ ~:f.UJ:" c;yrreoUx 
inthlld b.ayt rtl~td tbt end q[ tbw!r s_f"!:l _____ • 

It h ugc;l11x !roa' t.be work Ch:der vhather tho it••• yue inatalled 1n 
l,iU. Tba exponc!ituraa are !or repl acemenc of capital uaeta, vbich 

Department of tho Treasury - Internal Revenue Service Form 886-A 
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1992 FLORIDA POWER & LICHT COKPAHY 

reached tba and gt tb•ir Uft!gl Jiyes, and tharafort are capital 
expaoclituru. 

6. WO/EB/LQC/2466/Z0/910.009a tbe Vork Order ia Cor rapl•c ... ot of tvo 
Heated Junction Tbe~ Coaple uaeablies in Unit 1 2 QS PSDS ayaeea. 
The probta aapply ructor t Jtrature paraaata&a to oparatol'a and are 
required to be functional by technical apaci!icationa . 

7. 

e. 

The axpaadit~t ia for t capital aaatt ~t are raquirtd to bt 
"optl'ttiooal•. Thtrafore, it appaara that cht pl'ior Heated Junction 
the~coupl .. bava reached tJaair epd gf u11ful Hyu and any raplaca.,nta 
sbould ba conaidarad ea CtpiC.l axpeodituraa. 

Further 1 than it pg ayid•nct that the item wu inualled in 1992. 

WO/!R/LQC/2~potZ0/210.00?: The Vol'~ Order parcaina to Control llaaant 
aaatabliat or Unit 2, 1992 OUtaaa. The project authoriaaa CI/ABI 
to pal'fora lddy currant taatina on 35 unit 2 CIA 0 1 to ... aiaa for crackina 
or uouau.l veu. Tb:l.a tea tina rill ba accoiiJ)lhbad on CIAo a atora4 in 
Unit 2 apent fuel pool. This authorization is alao tor replaceaent of 35 
new cu•a. 

Further, under the "Purpoae ' & Necaaaity", the followina deacription could 
be found: 

"C!A 0 1 an approac~na d1111o lifeUma gC 10 yun. RtplacaHr:t attar 11uch 
time ia an FSAI raquir...a~. Inatallation and raaoval will ba 
acoo~~Pliahad •• parr. ot ooraal rafueliOJ and C!A ahulflinl• Tbara~ora, no 
aati.,ta for labor ia provi4td, nor will any aaoune be charaad aaainat 
thia vork order.~ 

Froa the ducription it appura tbat the asaats btin& replaced reached 
their tp4 gf 41•''1 liCe, and it i' also uncartaip wbathar the a11tta 
~r• plactd-in•ttrvice in 1121· 
WO/I~/LQC/2925/ZQ/91Q.Op2r The Work Order pertaina to replaceaent of 
121 , neake Coolial vacer pu.p wit~ modified pump in St. Luc~a Unit 2, 
(lyroo Jacaon PII8P aodal lim., 14,500 OPK, 900 RPM, puap atyle· linllt 
at•&• vertical). 

Under the "Purpoae 6 8eoeaetty•, - "Tbt raplacaaaoe with the aalf 
lubricatioe ao4lliotti01l baa iaproved reliability by prov:l.4inl a aore 
reliable lube -C. f1ov to trle "-ri11Jt Ua:I.OJ the prOCcllta fluid (aU 
Vater) • !'he ulf lylte ~&fiMt;iPP rill tlieiMSI the £beftS1 [qr 
CA&••trpphis (eilMft o fh. :l.ntaka coolin& vater puap baarinaa due t~ 
pluaaed lube vater linea. 

Prom the description it appeara that the asettl that era bein& replaced 

Daper~ent of the Traaeury - Internal Revenue Service ron~ 886-A 
Paa• \O.g 
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9. 

FLORIDA POWER ' LICHT COMPAIIY 1992 

ara a •bat~ar.eot~ and of "batter da•i~n· . 

VQI!J!Lpct2t26/ZQ/tto·Qoi: Thi• Work Order 11 •lai~ar to the one above 
and pertai~ to rep acarrnt of f2C Intake Coolin& vatar pump vith rodi!ia< 
pump in St. LUCia UDlt 2, (IJTOD Jaek1on pump .adal JZXXL , 14,500 GPK, 90C 
lPM, pump acyla• alqla ataaa vertical ). 

Under tha •Purpoaa 6 .. c .. lity• , thi1 hal aaactly aa .. daacription .. 
above - "T!ae replac-t vith tha •elf lubritation 110diticauon baa 
18p~d reliablllt1 b1 prOYidin& a mora ra1iahle luba vater flov to the 
b .. rinf• uaiq tha proceu Uuid (1 .. vatar ). Tba ulf lube IIOCU.flcation 
vill e trinata tba ~ca for cata•trophic failure of the intake coolin& 
vatar pump bearinaa dua to pluaaed lube vatar linaa . Tba a11ata that are 
bain& inltalhd ara a "bacuraent" and "batter deai~n· and tharafore ara 
capital aneta. 

10. VQ/11/LQC/2SSl/ZQ/t29.QQ9t Tbia Vork Order pertain& to removal and 
tnatallation of approxiaatal, 2,200 tr of ninf (9 ) aauae aecurity 
!ancin&. v .. c partretar aonaa z P%12-P%18, North per~tert zona P&-26 . 

Under tba •Purpoaa 6 Nacaaaity" - "Raplace .. at naadad due tc corro1ion of 
axictina fanciq . Pr lJject vill balp t o coarpleta the total replac-e of 
all tteyritr (tnqtn1 •s•rctd in 1990. 

The pravioua fanca corroded and the raplacamant fanca ia a pl6oned 
rapl~eeant of tha antira !anca tba t atarted in 1990 and ia a capital 
aalet. 

11 . VO / IBJLOC/1261/ZQ/91+ * Thi• Vork Order c.oocerna vit.b r•plas.wn& qf 
Saytn CZl gbaglttt It V lespr4era (a.pbaaia added), aa per PCK 90294 on 
Uni t 3. lacordar• vi11 ba rep~aced in the follovina 1yat ... 1 Katn ttaaa, 
turbine lube oil, t\' "bine ayatta , circuladns vattr tnd aenarator t)'Jit ... 

oUndtr tha "Purpota ~ Wtcattity" - "At the pruant tiu, tbt lnatallad 
racorder• are obaolata and ~arta art no lonstr available. Th11 tf!tcta 
tbt folloviq: (1) lquipr141nt out of 11rvict lons, ( 2) nuabar o! PVO • 1 
avaitina parte, (3) control rooa araan tasa. (4) nuabar o! troublt and 
brtlkdow plant vork ordara to H t V recordtra. 

Tbe recorder• art obaolete and havt bttn brtakin~ dovn and tba nev 
rtcordara ara advanct type and tbarafora ahould ba capitalized . 

12 , yo/ IR/LOC/12§5/ZQ/9lt 1 Thil Work Order hu tbt •••• daacription u tba 
abovt one ucapt tb1t 11 !or Unit 4. ltacordtra vill be rtpllctd in tba 
!ol~na IYtt ... , Malo ltaar, turbine lube oil, turbine ayat .. , 
circulatina vatar and aenarator nyatta. 

Under tbt "Purpott II Nectaa~tYJt - "At tho present time, tbt inatallad 

Depa r tment of tba Traaaury - Internal Revenue Service Fon~ ea6-A 
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recorder& are obaolata and part• ara no lonaar available. Tbia affacta 
tba follovinar (1) lquiP8ent ouc of aarvica lona, 12) nuabar of PVO's 
avaitina parta, 13) control rooa araan tal•• (4) nuabar of trouble and 
breakdown plant vork ordara to H ' W raeordara . 

Pro• the daacription, t~a ara ~capital~ asaats and of a batter dasian 
and laas prone for braakdovaa. 

13. !10/EIILOC-JU!OIZQ/Iltr lt dula vith 3 1 Kotor Control Canter 
raplac...ut. aueh •• pur~a n.v KCC, install nav KCC, raconnact cablaa, 
r .. ove teeporary power, aaal conduit, paint, cleanup and perform startup 
tea t ina. 

Tha praaaot 3 ! Motor Conttol C•ntar is ruatad to tba extant of 
a tructural d•lradatioo. The ru.c and corroaion haa bean .attributed to the 
salty aoviroo.ent in the iJitake ana . 

Tha .... t that 1a beiQ& replaeecl is ~tad and c:Drroded dua to ita aaa 
and eoviro-t and thuatora are capital. It is un_cartain whether the 
vork is eoaplatad in 1991. 

U. )IO/IR/LOC/2324170/9U r Tbif dula with PCK 88-490 recorder chana• out for 
Unit 3i eaaentially raplacina aayeg ob1plato control roo• recorders 
in Unit 3, with rtav Vattronlea aodal 2100. 

The old L' N racordaru ta-1417, PR-6306A, 63061, RAR-6311A, 63llB , 
Ut-6301A, 6300, vill be replaced vith reliable Traeor Vutrooiea 
di&i tal racord•ra. Tba nav recorder• ara atata of tha art. 

Tba rapl&e..aat racordara are a battareant . Tbera ia gp igdisttipn that th••• ywre pl•s•d-ip-•tryiee ip 199# . 

lS. VQ/IB/LQC/2334/70/914• lt daala with raplacina .xistina hydroa.n analyzer 
•' and aaaoeiatad H2, N2 ~upply lin•• with nav dissolved hydroaen analyzer 

and new aupply linee. 

Aeeordina to the daaerlption - there will be an icprov ... nt in the 
reliability and aho reduction ill .xeaaaive uint.nanea unhoura and 
downtta. aaaoe.i.atad vith the currant diuolvad lf2 analyzer . 
The raquir-ta ot IUUG 0737 aDd HlC follow-up 84S70 vill be .. t. 
Thera will alao be an t.pro• ne•e in the Pall reliability u c~ttad in 
reapon•a to QA audit tindinl - ~-PTN-87-863. 

Tha raplacaa.nta ara of better duia:o and vill cut dovn the II&J.nt.aance 
unhoura and dovo tt.e. It is gpt certain whether the project vas 
spmpl•c•4 in 1111· 

16. WO/BR/LOC/2lD1/Z0/914r It daala v~th replac ina Unit ' A staan a•n.rator 
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!eedvatu pllllp. Tba n., PIIIIP rill have cuina fabricated with an 
upended Mttriel (wheeb added l , and will bave ieproved f.Jipellu 
and tbruat nut lockina devicaa . 

The replaceaent ot th•PIIIIP caatna vill preclude datecta auc:b •• pin 
bola l..U and crac.Q V'Uc:b wr• experienced witb tile ubtina caaina. 
The replacMent of' the illpellar and thruat nu; l ockinl' devicaa vith an 
iiiProvad daa:tp vill iaprove pw.p reliability . Tb .. a chlanaaa have 
previoualy bean parfon~ad dn faedvatar pumps 4A, 48 & lB. 

The replac aaant PUIIP cuin& baa uparadad 1111tarial and vould require 
leu IIAinten.ua~ . h ia ngt c:ert:lin whether the project wu completed 
in .12.U· 

17. lt0/!RILQC/2784/Z0/9U z Thia Work: Order daah with r apbcMent of Unit 3 
cora exit theraocoupla aaala with aaala of an uparaded deeiJD . 

The axiatina cora exit tbe~couple nozzlaa on tba reac tor vesael cloaure 
bead baa tvo priaaey praaaura bo111n4&ry •eonoaaal" ¥tal eaale tb.tt auat 
be dba .... bled at each raf~telin& outaaa . Tba COno,.al inetallation 
tecbniquea and .eurEace finiah are axtrama~y critical . ln recant yeera 
Turkey Point b4u bad .eval:'a1 laaka at the conoaaal upon ratumina to 
,.rvice at'ter an oueaaa . 1'21a Pl'oblua vitb the currently inatallad 
COnoeaal daaitn 8ra ,ttributad to the difficulty ln aaeaeblina the eeal 
and the daaradatioa of the aaalina aurt'ace1 vbic:b llae occurrad duria a the 
ID&DY timae th&y b.tva bean dJe.uaambled and raa .... bled. 

the nw dtaiap tlietqtt a t .bt lgyer Copqaaal 1oi.nt and the upper •ul 
11 raplacad. vitb e aottar araS~hite aaal. The duian ot the uppar araphite 
aaal allova for a one-J oint d.ia .. acably each oueaaa, raaultiA( in 
Jianiticant time and r adiation a~epoaure uvinJ• . 

The nev aaaata are or nev d.eaip and expect to raault in aianJ.ficant ti=e 
•aavi .na• and are leaa ~ealeh b.taard. and therefore era capital aaaeta . 
lt ia got cartain vhetb•r the pl'Oject vae k2f0letld i n 19g2. 

18. W/IR/LQC/2798/ZQ/914 t Thia b.t.e tbe eame ducription aa the above 
except for the unit 4. 

It ie not certaift vhathar tba pro•Ject vaa CO!IPlet ad in U92 . 

19. W0/11/ L-OC/211, / 70/ 914 : Thl• Vork Order ia for ptrfoqtoa required 
EqiaeerUia, taa cable, daten q l'blea, pull ba ck cable~ i nto unJ:Iole• 
rUIOVe lifCC tl'- intake, repair concrete pad •• required, purc:baae 118111 
KCC, inatall nav ~. reconnect c~blea, raaove taaporary pov•r, seal 
condllita, paint, c leanup and perfon atartup tueina. 

The p r esent • ! MCC ia ruated and corroded to the extant o! etructural 
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to repla~ tlle valYu vitb nav gnu neantly ncaiyad, dudna the oucaa• 
lehtdult u oppo11d to vtit.ina tor refurbiabMnt o,f tbt uiltiaa oau. 
The old 0011 vill be aent out f o r rafurbi111Mnt after ~i1 oucaaa and 
rttut'D•d to inventory •• spares for sub1equent outaa• lvap-outl. 

Tbia v .o. il 4t&•d 12-7-92 and tbtrtfort it 11 ygcar&aip vhather 
the vork VII coaplattd in 1121· 

P+SCpSS%0N QF LAW : 

1. Sec . 1.162-• ltpairtl 

The cott of incidental repairs vbicb ntitbtr .. terially add to tbt valu• 
of the property nor apprac:iably prolon& ita lift, but ktep it in an 
or41urily tffic:iut opera tina condition, .. Y be deducted u an axpenaa . 
provi'-4 tbt coat of ac:quitition or production or the aain or lola basis 
of tht tallpayar'l plant, equJ.paanc, or other proputy, a• the caae uy 
bt, il QOC incrta .. cl by the &:IIOWit of I~ upaodiJUrll , lepain in t.he 
nature or replacmt"tl• to the extent t hac they arrut deterioracion and 
appreeiabl7 prolona the lift of cbe property, 1ball either be 
capitaltcad ~d deprtciat~d in a ccordance vitb 11ction 167 or c:har&td 
aaainac tbe depreciation reserve if such an account is k•pt. 

a. Section 168{a) of tbt I. R. c. provide• senerally tbat tba depreciation 
deduction ptr.itttd by aac:tion l67(a ) for any tansiblt property abal~ be 
dtterainl4 by uliol ( 1) tha applicable d•preciation Mthod, ( 2) the 
applicable recovery pa,riod, and 13) t .ha appUcabll con.,antion. Un4u the 
c:luailicatioa.a of propercy aet forth in ltction 161(1)( 1), the recovery 
pariod for Utility property h 20 y11n , vhic:h hal a clu1 Ute ot 25 or 
110re yaart. 

3 . Sac. 263( a ) aoneral Rule. - Ho deductions 1ball be allowed for--

(1) Any a.ount paJ.d out for nev buildinlt or for pen1110ant 
iaprov ... ate or bettenaentl ude to increua the value 
of any property or utat, . This paraaraph abell not 
apply to--

(2) 

• • • • 
Any aaouot expended in rea torioa property or in ~n& 
aood tlle exb.&Uitf.oo thereof f or vbicb 10 allovane i1 or 
hal b11n .. da . 

4. Sec. 1.263(a)-l of the Reaulationl ltate: 

Depareaent of t be Tre~ury - Internal R~venue Service r ona 886-A 
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H!xcapt •• otbarviaa provided in Chapter 1 o! the Coda, no deduction 
1ball ba allovad tor -

(1) Any ..aunt paid out tor nav buildina• or for paraanant t.prov ... nta 
or battar.«ntl aada to incraa1a the value of any property ~~ eatata. 

or 

( 2 ) Any ..aunt expanded ia rutorio.a property or in Nkina aood the 
axhauatioa tharaof for vbicb allovance il or ba1 bean aade ia the 
fora of 1 deduction for dapraciation, aaortiaation or daplation. • 

5. Purtbar, Sac. 1.263(a)-2 of the Raaulationa &iva 1avar1l ax1~laa or 
c1pit1l axpanditura1. Sac. 1.263(1)- (2) (a) ltltll l 

"Tba COlt of lcqUilition, coaltruction or erection of buildinl•• 
aachinary and aqui~nt, furniture and f!Jttu ru, 10d liailar property 
bavina a uaaful lila IUbltantially beyond ~· ~bla ya1r.• 

Section 263 of tha IIC va1 &ivan a lot of vai&bt &r tba Court in the 
c11a of Id1ho Paver Co v. eo.ai111oner , 74-2 USTC P9S21, and the 
Court'• ob1erv1tiona raa~rdins Sec. 263 ara quoted be1ovr 

a . Tha praaence o! S263(a)(l) in the Coda 11 o! •1an1!1cance. Itl 
literal liDIUII• d1niea • deduction for H[a]ny aaount paid outH 
for con1truotion or permanent iMprovement of tacilitia1 . 

b. Tha purpo•• of 5263 11 to reflect tba ba1ic prin~ipla that a 
capital expenditure aay not be deducted fro. currant incoaa. It 
11rve1 1.0 prevent a taxpayer !roe utilhina currentlY a deduction 
prOperl y attributable, tbroup aaorthation, to later ta.x yaara 
vhao the capital aa1at bacoa~u incoae producina. Tba raaulatioa1 
1t1ta thlt the cagital expenditure• co vbich S263(a) extend& 
include tha •colt of ICQUilition, conatruction , or erection of 
buildina-.• Tra11. faa . Sl.263 (a)-2( a). Thi1 aanifa1t1 an 
adainiltrativa undaratandin& that f or purpo1e1 of S263(a)(l), 
•aaouat paid out• aquataa vith Hco1t incurred." Tba Internal 
Ravanua Service for 1oaa tiaa hal tall:aa tha polition thlt 
coaatrQCtion- ralatad depreciation 11 to be capitalized. a.v. lul. 
SSI-310, 1939·2 Ca. 87; Rev . Rul. SS-252, 1935-1 C. a . 319. 

Tbara are alao 1everal other Court ceaea on the point ! 
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6. Revenue Rulina 18-57, 1918-2 CB 36, diacuaaes about a ~orporatioa in tbe 
railroad buaina .. , aacablilhad a proaua for ujor c)'clical 
~l!;t.U.taeiou ot fraiabt train cart. Under thia proaru, tupa)'ar 
tranafara ita fraipt•train car• to ita ahopa after a pradataraiaad 
&IIOUDt of Mnica ed raatoraa thea to an efficient oparar:laa c:Oaditlon. 
Thia r-ababillcatioa uaull)' occ:-.ua after .appr o,.,iutely I to 10 yean ct 
continuoua uae. At thia tiae the frai&bt-traia car r:ypicall)' haa a value 
of u,ooo. roUCNi~ rababUitation, tha ~·• value i,llereU" to 
approdutely $30., 000. The rllhabilit.adon iac.lu.daa a c:o~~Plar:.a 
diaUJ.-1)', 1Ql)ect1pn, and racondit.ionin& and/or: raplaC'rat of 
C:CIIIPOII8Jita of tha auapendon and draft s)'a t ... , trailer hit~a, and' 
other: apec:iaL eqdJ~~MDt. Kodificadona are ude to tha car: in ordal' to 
uparada vuiou a ; OGata to the lar:ut aq,ainurina ataa4ucta. The 
fraifht•U.U aar ... aatially 1a atripped to tlla !r .... with aU of ita 
ltl'llc:t.ur•l coapoaanr:a aithar r econditioned or r•placad. The !~ ... itael! 
ia tlle loep~~t-laactna part of the car and il rac:olldittoud. tba valb 
of the !raia~t-train car are replaced or are aanclblaatad and repainted. 
Nav wheala ~c&ll~ara J,natallad on tbe car. All th• r...toiDa 
coapobanta of •J1e car are raatored batora t 6ay are raaaaelblad. Attar 
thia procedure, cera fulfill the r aquireaanta tor • aaconditionad" at4tua 
uadlz' the teru of tha PRA. R:ailroad Frai &ht car Sd'aty Standard.~. 
Racoadi tiottltla aaeb car raqW.raa froa sa, 000 to $1!1. 000 for auariala 
and fr- 80 to 150 hollra of labor . Tba currant coat of a nev 
!rei~t-train e&r ia approxiaataly 14S , OOO. 

Tha r:axp&)'ar'a procraa for ujor rehabi litation of i ta !ra!Jbt-train 
cara ' to raa~oro th .. to -efficient oparati na condition ia auch a plan. 
Tbul, under thll t .ut nona of the expandituraa are for lnc:idental 
repair• and ~!1 the expandituree muat ba capitalized. 

Tba aboya lav, lul. ha1d dlat Cyclical axpanditurel for .. jor 
rahabilitatioaa of railroad frai&ht-traln care are capital axpan41turas 
llftdar aaction 263(a) of the Coda. lt vaa alao ruled that a chana• froa 

• trutinl eycUCI&l upiDAU.~u.ru tor rahabllitationa of railroad 
treipt•traiJl car.a aa repair ..and uiataaanca upanaa1 to traatln& thM 
aa capital upanditurae 111 a ch~• in .. chod of acco110U~ to vhic:ll 
aecti.ona 446 and 4111 of" the Coda and tba related raalllationa apply. 

CASE J·AWI rlie ~u diati!lPhbad vbat coata abould be upanaad 
and or capitalised over the ,.are. Perbapa tha llrat one pertaiaa to 
llliaoia Rarchallta Truat Co. Furthar, tba Courta ruled that, an expenditure 
.. da for an it .. ~t ia pal't ct a aenaral plan of rehabilitation, 
ao4arniaat1on and illpi'OY-Dt of the property auat be capitali&ed, ev1n 
thouah, atcd!Da alone, the it .. U7 appropriately be c:la .. ifiad u one of 
repair. United SU~ v . Vahrll, 400 r.2d 686 ( lOth C.l r . 1968)1 Ha.a Neva 
Publiabi~ Co. v. C taaloner, 11 I.T.A. 1001 ( 1930) . 

Further, in dacidina the quaation of repair axpanaea vis-a-via capital 
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expencU.turu, the Courta looked at tba purpote for Vbicb ao expenditure is 
uda i# order to detU"aioa 1t1 aature. A repair expa.n .. 11 ude Mrely to 
lcaep the property in an operatina condition over ita probable uaaful life; it 
do .. not add to the value of the property or appreciably prolooa itl life. Ir 
contralt, vhao work il perfor.ed to prolona the life of the property, iacraalt 
it1 valua, or uka it adaptable to a diftelaot Ule, tba COlt of 1uc:b work ia a 
capital axpaocliture. J&~on L. Bonia-an (Dee. 30,691), 55 T. c. 1067, 10111 
( 1971). 

Thul, under applicable lev, ao expenditure to rehabilitate property muat 
ba eepitalizad rather thaD deducted a1 ao axpante if any of the 
folloviDI t&ltl are aati1fied1 (1) the expendi ture appreciably prolonaa 
the uteful life of the propartYI (2) the expenditure utarially adda to 
tba valua of tha propertY I or 13) the axpendi tura 1.J part of • aanaral 
plan of rehabilitation, eodaroiaatioa, and 1~rov .. ant of tha property. 
A taxpayer .ust apply aacb of tbaaa taata before datar8inlna that an 
axplnditur• can be deducted AI an axpanaa . 

Further, one trutila daaeribel fixina the divi cU.na 1in4L batva•m capital 
expenditure• aod rap&ira aa •an alaoat i nl olubla probl .. inaa.ueh 11 quaationa 
of dear•• are involved." 6 J . Kartan1, L1v of ~aderal Inca.. Taxation S2S.56, 
at 216 (Rev. 19115). 

In daterainina the c:baractarization o! a plrticular it1a it il alao 
naeel8ary to ucartain tt-.e pvrpoao t or vbich the expenditure h uda. If ita 
purpoaa ia Daraly to keep the property or a uchina in efficient oparatina 
condition and ia accordinaly in the natura o! a uintananca charaa, it ia 
ordinarily deductible •. .. 

l. In the Appe.al 0~ ILLINOIS KUCKAHTS TRUST CO v. Caaiuiooar, 
4 I.T.A. 103, 106, aeq, V-2, C.B. 2 (1926 ), the Court ltatad: 

" In dataraiJiilla vhathar ao exp1nditun h a capital one or b 
c:har&aabla aaainat oparatina lncoaa , it il naceeeary to bear in aind 
tha purpoaa for vhich the ~panditura val uda. To repair ia to 
raetora ~o a 1oond atata or to .. nd, while a raplac ... nt coaoo~•• a 
aubatitutioa. A repair it an e.xpaoditura for the purpoaa ot kaapina 
the property in an ordinarily efficient operatina eondition. It doe• 
not add to tba value of the property, nor doae it appreciably prolooa 
itl Uta. It •r.ly ~· the property in an oparaUna condition over 
ita prob1bla uaafal Uta for the u••• tor vhich it vu acqui red. 
!xpanditurae for that parpoaa are diltioauilhabla fro. thoea tor 
raplac ... ntl, altaratioot, t.provaaanta or addition~ vbic:b proloa& the 
life of the property, incr ... a .it1 value, or uka it adaptlbla to • 
different u••· 'f'ba one i.J a uintananc:a cbara•, vhUa t .be othera are 

addition• to capital invaetaant vbich 1boul d not be applied aaainet 
currant aarnlnaa.~ 
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Fllrt.bar in the Appeal of S~ona 6 Ha-nd ~nu!acturina Co. 1 1 . r. A. 
1103, t.be Court held that eapenaea properly ebaraeable to capital 
aceouat iAelllda tboee vbieb a.re incurred in tbe oriainal conatruction o! 
tbe vork and ill t.be aub .. quent anlara-nc and iiiProv ... nc thereof, and 
quoted ebe follovina tram Union Pacific l . a. Co . v . Uftitad Stataa 
99 u.s. 402, , ... 420: 

~rbaoretieally, tbe expanaea eharaeebl e to earnina- include tbe aenaral 
axpanaea of keepiftl up the oraantzation o r t.I:A eoapeny, and all 
expanaea incurred in oper•tina tbe vorka and kaepina tbea in aood 
condition and repair; vbillt upen .. a c.haraubla to capital include 
tboae vbich are incurred in t he ori ainal conatruction of tbe vorka, end 
in tba aublaquent anlaraement and i mprovecent thereof ." 

3. ln Accurate T~l Co . , Inc . v. Comai aaioner, Docket Hoa . ~102, 10029, 
10097 , 10 TQK 334, (1931) , the eo.peny va1 oraaniaad in 1141, and durin& 
the taxable yeera 1942 and 194 3 vaa priaarily anaaaed in the buainaaa o f 
aanutacturina pipe pluaa, steel inaer t a , and vina ~uti !or United 
Aircraft. 

Tbe Co ta1ionar diaallovad * • • a nd • • • claiaed by the T/~ aa 
axpan1 .. incurred in the pureha•e of parilheble tooll for tbe yeara 1942 
and 1943, re1pactively. Co~uioner int roduced in avidance an iteaizad 
lilt of toob and di., purebaaed. by petitioner in 1942 in tbe aaount of 
• • • and o!' aacbinery purcbaaed by petitioner in 1943 in the aaount of 
• • • . c-hdoner diaaUoved •• expan .. deductiona all of tba above 
purcbull for 1962, and • _* • of the purcbuu in 1943 for th.e reaaon 
that they repruented capital expenditun• · Tba Court ruled tbat tbe 
T/P failed to prove that thue iteas di1alloved by eo.ailaionar 
vera not capital a11eta and, therefore, Governaant'l deteraia.ation va• 
IU.tained . 

4 . In Lincol n Savina• 71-1 USTC P9476 , 40S u.s. , at JS4, the Supr ... Court 
vu uud to decide vbethar certain preaiu.., reqllired by federal 
atatute to be paid by a aavinaa and loan aaaociation to tbe Federal 
Savina• and Loan Inaurana. Corporation (FSLlC), vera ordinary and 
neceaaar.r upan••• under Sl62(a), aa Lincoln SaviQ&I arauad and the 
Court of APpula bad be:d, u capital e•pen4itur .. under SZU, •• the 
C~uioner contended. The Courc: found that the •add.f.tionel• ~ra.iua. , 
the purpoae of lltlic:h vaa to provide rsuc vith a aacond.ary ruerve fund 
in Vblch ucb inaured inatitution r etained a pro rata interelt 
reco .... rabla in certain lituationa, • aerv(e] to create or enhance for 
Lincoln ~hat ia eaaentially a r eparate and 4ilt 1nct additional uaet." 
and ~(A]a an inevitable c:onaequenca, • the Court concluded , •tbe pa,.ant 

il capic.al iA nat~are aad not an eJCPenae , let alone an ordinary aapanae, 
deductible under 1162(a).• Ibid. 
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5. In KOK! lfiVS PUBLISHIIG CO., v . COMH, 111 I.T.A. 1008 CCH Dec • .S791 
the Court ruled that the upendituraa uda by the T/ P, vbic.b vera 
purauant to a aeaeral pl&a of racondi tion.i na and i~rovina and e1tarina 
the property aa • vbole to aake it t ui tabla for the T/P'a purpotaa, 
vera capital expanditarea. Sea alto H. s. cr ocker eo . , aupra; Leadoa & 
llorrall Co. , 10 a. T . A. US; Foer Vall Paper Co . , 9 a. T. A. 377 . 

The T/P acquired t.ba bui14ina in 19011 and to 1921 it vat never 
occupied by t.ba 'f/P, but vea rented to tenant• . Of tha tananta, one 
Ulad it for a IU•I•• Another tantnt Ulad it fOr a CUt•1la11 factory . 
lath of the ten&ata bad an office in the bdldJ.na dudna t.ba period of 
llil occupe~~ey. · 

Attar inapactina the buildina about the fi rat part or 192! the buildina 
in1peccor ror .be CJ.t7 of Mev arunavick objected to ita b•ina occupied 
in the condir.ion it vaa at that tiaa . He bad previoualy uda 
objactiona to t.be condition of t.ba bdlclill{· He cotUidared it vaa 
unaafa and vantad it uda into a batter atructure than it vaa. He 
conaidered t.ba wooden airder• than auppor~a t.ba·aacond and tbird 
tloora of t.ba raar ball or the buildin& aa una&fe and required that 
they be replaced vitb ataal airder• in order to ~· t.ba bui ldina aara 
for occupancy. · 

The petitioner ~loyad an arehita~:: t o uke d .. ian• ~or and I 'Jparvt.e 
th' raplac~!\t of t.ba airdan and ot ber vork that va• dona on tba 
buildiq. /1, eceel atractural anainaar and contractor vaa anaa1ad to 
inatall t.ba ltHl airdara. He inatallad th- for the .. c:ond and third 
floora of the rear half of t.ba buildina and aot t.ba buildina raady for 
t.ba recaption of tba wood tloor joiltl oa t.b•.•• atul Jirdera. Tbaae 
1irdara vera to tupport t.ba floora and vbatavar vat pltcad o~ th .. and 
vera not nHdad to .apport any of the valll of tba buUdinl . • • 

• • • • • 
ln connaction with the raplacnant of tba wooden airdan certain 
carpenter work vee nacaatary. A carpenter and contractor vet enpaad 
to do t.ba work. In addition to Cilia vork thia contractor alto 414 other 
Clrpentu vork on the front half of t.ba buildinJ. Tbil latter vorlt 
c:onei•tad of inatallinl a nav alaaa tront to the firat floor of tha 
buildinl, layin• floora in the front par t of t.ba buildina 1nd rapalrin& 
tha vall•, partition• and eeiUnc• · • • • 

• • • all of tba vorlt done on t.be 
front part of t.ba buildinf va• neca11ary bec:auaa of the ordinary veer 
and taar durina ita lona ifa of parbap• fi!ty yaara, plut tba daaaaa 
raaultina froa ita bavia& bean u•ad a1 • praaa. The buildina bad not 
bean repaired for ••varal year• . • • • 
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The ~dan beaa. or &irdara that vera re.ovad had a uaaful life of JO 
yean, under tJM .coculidona to vbicll the.y vera aubjecced . Ttle lteel 
air~r• tbac were iaacalled had ao ''tiaated ~•ful life of 40 yeera . 
lrrt8PICtive of vbttber ~den airdtra vere rai.111telled or ateel 
airdert inacalled ea ~a• dona , t .ha aacarials furniahed and the vork 
done would bave bean nacaaaary. • • • 

AI a raault of tlle work done by the etructural •oata•ar lAd t.ha 
carputel', no floor apace ~ .. added to the blilldinl nor ~u there a ne~ 
roof put on. • • • 

• • • 
Tbe vork done oa tbe buildina aarvad to prolcna ita life aad put it in 
condition for use by the petitioner for ita publiahina buaineaa. 

The Court concluded that t.he expenditure• vera for replae ... nts, 
alteratiollJI, taprov-nta and additions t.hay IIUit be capitalized. 
lllinot. Merehaata Trust Co., !xacutor, 4 a. T. A. lOll H. S. Crocker 
Co. , 1S I. T . A. 17,. .· 

6. In U.S . v. V. J. Wahrlia, 68-2 USTC P9S7' (1968), U. S. Court of 
Appeala, 10t.h Circuit , No. 9723, 400 rld 686., 9/ 11/68 , the US Court o! 
Appull ••at tha caaa bac:JC to Ohtric:t Court for retrial, aevaraina 
DiacrJct Court decJ•ion, 67-2 USTC P9512, •• it felt that certain costa 
ahould have been capitll. 

In 1957 Wehrli , tbl taxp1yer, purchuad an office buildio& on tvo lots 
f or • •• •• 4 * fr- aa oil CQ~~Pany, vhJcll coatiauad to OCCIA,PY the 
pruiaea for appro•laacaly 1avu 110nt.ha after the aale. Ttle tvo atory 
buildiq we1 ill tbe alaape of an "L", 1nd conaiated of 111 old vtna, built 
prior to 19~0, aDd a aev villi , built about 1940. Wabrli be&aQ effor~ 
to find • DeY tellltlt aooll a'ftar t.ha purcbue , and tiDally aeaotJated a 
five-year luaa vitA Tllllleco, Inc. Aa a colldition tor utuiq 

• into tba 1 ..... T-eo required Vehrli to do aubat.aDtial work co ·~ 
tJle baildiaa to ita ~a~e~, and 1ubaittad a propoaa4 floor plaa for tbe 
rearra., Tnt of t~e illterior apaca. It 1• aot clear vbetber tba 
ru~t va• done in accordance v1t.h tha aubaitted floor plan, but 
t.ha entire vorJc dou inolucled tbe follov1n& t air-coadittoniq tbe 
entire baildiaaa raarraqina tba interior apace of t.he old villi by 
"tearina oat• • ballvay, the load-baarin& vall , and two concrete vaolc. , 
1nd replaciq cbe load-l!eerina vall vitb aced IIIJiport col..aat 
inatallins, aa Deeded, nev vall partition•, floor coverina, electrical 
vidns, alld pl~i .. fia'ture11 plaatarina and 9aintf.q 111 bocA vtqa; 
•ovin& the reat rooaa •t•oe vhara tbay vera, forward ia tJle buildina, 
ao .. ware to tJle rear of the buildina": and laacallf.q new 4oora. 

Durin& 1959 V.hrli•a .-panditurea for tbe vork totaled appro•laately 
• • ' • of Vbich • • • vaa rei•buraed by Tannaco. ln their 
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joint ux ratw'n !or t!lat "ar lfahrli eod hb vlfa treated approJdutal~ 
• • • aa capital .-peaclituru !or air-conditionina, atHl, partitions , 
and exterior doora. aad clai .. d tba r ... inina • • • •• deductible 
buaioaaa axpaa.ea. 

1. ln Honiaaano at al., v. Ca.., 72-2 USTC P9613 (1972), US·Ct-APP-6 , the 
Court ruled Parkioa area bay raplaca .. nta aod ralatad anainaarina 
turvayiq ~· flliln capital axpan41t:uraa an4 could not ba daducud 
by the taJipa~r •• rapaira. However, ainor patchin& axpan .. a van 
daducttbla. 

In ftacal 1961 National expanded • • • for rapaira of tba parkina 
aaraae floor io ~ Firlt aational lulldiaa . sa.. • • • vaa apaot in 
tha folloviq fuc:al "ar for ao anatnHriDI aurvay o! tba floor to 
evaluate it• CODCUtioa 111111 rae-end corract:J.va ... uuraa. aacioaal 
deducted tbe•• expeaau •• currant buainua ~paodituru. 
Tba c hai-r cUaalloved thasa axpao1u, anart:J.na tb• to have bean 
for ¢811ital iJiprov-u. , 

the avldaoca aa.-.d that aalt carded illto the prase !roe tbe atraat by 
auto.obilaa ~ariD~ tha Viotar had cau1ad datarioration ot the concrete 
floor ud at..X raiutorcilla and aupportioa ecnsctur.. . fila repdn uda 
vara of tvo tJpaac raplacv•aot ot co.plata 16 ~oot aquara parkina bays 
and •ioor patc:hina ot ... nar floor ara11 . " • • 
• • • 

Tha Tax Court haleS !llult c.ha ba)' raplacllUAta and anainearina aurvay 
expea.aa vera capi~liaabla &Del tha patchina axpen.aa currently 
deductible. lhlcl£' t.ba rule of Cohan v . Ca.dalionar, 39 r. 24 540 (2d 
Cir . 1930), 12,500 vaa allocated to the deductible repaira . 

a. In Idaho rover eo y, em '••1onar, 74·2 usrc P9321, ro. 7l- 26l. 
418 US 10 94 Set 27S7o 6/24/74, aav'& CA-9, 73-1 USTC P9367, 477 F. 2d 

• 688. vllida Jaa4 HY'cl 21 'fat Sll, Oac . 30,053(H), 1. C. "-G. 1970·83 
the Sup~ coarc nale4 that coau incurred for aqllipMnt uaacl to 
aalf-coauvcc .... u .u.c be capi.Uliled aad dapraciate4 onr tiM U.!e 
of tha a .. atl cooatnactecl aocS t.be Court ravened t.be tax Colan llaaecl on 
.. veral pr iAcipl .. aacb 111 1. Accouotina aad tax principlu 
2. Claar rafiecUoo ot iaCOIIII S. capitalhatioa of "aaountl paid~ rulaa 
4. p rioritY order of rulea and s. intent of Conar•••· 

Depreciation auatalnacl on equi~ot uaad by a public utility to 
conatruct capita~ ~rot Jata or uaa in ita trade or buainaa• hid to 
ba capitaliaacl aa pare of tiM coat of the capital t.prov ... nta and could 
not be deducted c:urrantl)'. 

Cepi~liaation vaa r.¢Dired bJ aceaptad accountina principle• aAd 
••c.bliahed tax priociplaa. In Voodvard v. Covmilaionar ~70-1 US'fC 
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P934S], 397 U. s. 572, 373 (1970), the Court obaerved , ~lt haa lona been 
reeoanizad, aa a ~1 .. tter, that cotta ineurre4 in the acquiaition 
. . . of a .:ali tal aaHt are eo be trueed n c~itd expaDditurea.­
Tllil Jlrineiple bU olwiou apPlication to the aequilition of a upital 
u1et bJ' plll'cU-.e , but lt: baa be.n applied, u vell , to the c:oau 
incurr-ed in a taxpa,.r' ' a coutnu:tion of capital fadlitiel. See, •·I•, 
Southenl la~urll Gu Co. v. Uniited Statea, supra:. Orear. lorthern I . Co . 
v. c-isdonar (2 Ul'n: P-!04) , 40 f, 2d 372 (CA 1), cart. d&Aiad, "282 U. 
S. ISS (1930)J ~ y, C 11aion.r, 60 T. C. 368 , 398 (1973)1 Norfolk 
Shipb'l&ildi.al I D~ck Col'P• y , U&Uted Statu (71-1 USTO P9U2), 321 f. 
Supp. 222 (Ill Va. 1971h Produc:era abeaiul Co. v. C~a~oner [CCH 
Dec. 29,152], SOT. C. 940'(1961); Jrooka v . Coaaiaaionar [CCB Dee. 
29,151] , SO 1'. c. 927, 935-936 (1968) , rev'd on other aro110d1, [7·0-1 
USTC P9S26) 424 f. 2d 116 (CAS 1970). 

The conaeruotion-ralat•d ~eoJ.aUon vae not unlike eonatru~io.. vqe 
coeta 1ihith IIUt be 1Jlclu4ed in the coat of ••lf-conatructed au·eu . 
In addif.ion, the aadlllil&d~ into the conatNcted auau of tha 
invueaant in tha c:onaenaodon -aui~ent (t.lirouab CIJiit:a1isauoa of ella 
depreciation) praveot~d the inca.. 4iatortion eba~vould occur if 
depreoiat~oa p~rlr allocable to •••et acqu~aition ve~a deducted froa 
arou inc- c:urreatlr raal.t.ae4 •. Alao, eap.t.uHuuon of aucb 
conatruouon-related depre'oJ.ation vould provide incoaa tu parity uona 
tbliat cupayua tat aelf-coutnc:c ..... u ~~td Clloat that llave .-it done 
by iAdepelldut contr•uor• • It u aitnifiean.t to note that 
capitaliuf.ion .t.a required bY f.be reaulatory •seney and clurlr renecu 
tax.ilble incOM . 

Altllouah Code Sac. Z63(a) requiru capitalizatioa of ~..aunt• paid out" 
for taoi11tiet 1 tbtwa ia no quaetion but tllat the coat ot elle 
conatruction•ralated wcauiPMQt vaa paid out ia ct:e •aa• .. aner u ella 
co1t of auppliu 1 . .. teria11, and vas•• paid f or cocatruction. 

FiAally, the priorit~-order.t.aa dlzactive of 5161--or, tor that .. ~ear, 
S261 of the Co\M, U u. s. c. 8261 -requires that tha c.tpitaUaaeioa 
prOYiaion pt sznta) take prececlance , on the facti bart, over 8167(&). 
Section 161 prOYidea tbar. deduc:~ona apecified iA Part VI of Sub~pttr 
8 of the laCOM lfu Subtitle of tha Co4e are "aubject to ~· ucept.Lona 
provided in pare tx. • Pan VI inc1udea S167 and Part IX includaa S263. 
The c:lur illport of 5161 .t.a tJaat, ri'tb atated ax.capt.I.011& let fortb 
either ill 5263 itlelf or prOYUe tor e11evhere (aa, for t~W~Pb, in 
5404 relatiDI tP. peuion c:oa~rttnatioaa) , none of vhic:.h ia appl.ieable 
here, an e~ture incurred ill ~equirina capital ••••t• auat be 
cap:S.caliaed lYeii wben tbt ~tnc!!.ture otbervi1e lliaht be da-d 
deductible undar Part VI. 

9. IA llactrie IDeraY, lne., v . Uaiced Star.ea, 87-2 USTO P9,17, 11917) 
US-CL-CT, the Coure found ebe folloviaa facta : Froe 1977 f.llrouab 1980, 
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tbe Corpora~loo carried out • ayac ... tic aubatitution of all the 
boriaoatal el...ata vieb!D tbe acoaoaicatl of itl aix boiltra. 
The npla~t plait vu aa tCOnoaic daeilion, baaed upon put 
~intaaenca experieaoe, to avoid forced ou~aea . 

Tbe Court DOted t.bat t!lt ahMr -unt of tbe a~ture 11 llOt e 
reliable fpoal point 1D thia caaa. Judi• Killer in Cleveland llactric 
111\alutiq Co. •· Uaited ltat•• (15-1 UITC!'9121 ) , 7 Cl. Ct. 220, 224 
Clti.S), deacrillecl "CM fact CJut: a eubataatJ.al expenditure ia likely to 
&iva a loq UY14 b-fJ:t . • • • u •an i-.porcant, if DOt doaiullt , 
factor• la datanaLaiAI vbttber a .ulti-ailllon dollar outlaf abould ba 
claaaified u • repair neur tJtaA a capital axpea.ditura. s nee ooa nev 
boiler vouU coat 117•10 lll1Uon, hCMtvar, ravitalia.U: tba horizontal 
al ... nta of ucb eco<.o.l .. r at an approxiK&ta coat of SliO,OOO doaa not 
conatltute aa unuaual repair bill. 

Tbe Court cooaidared the follovtaa : 

1. vbetbar • lcoaoaizara" era aeparata unita- of prqparty. It wae found 
that they are are Ueted ae dhtinct un!ta of property under tba 
beadina "lollara• . 

2. Tbe functioe of "lcoaoaiaara• . lconoaiztra anbancee the boiler'• 
ability to convert vatar into n .. m. 

3. Tbe Corporaticn•a ~ acatietica about tba ltaltl in tba boriaontal 
al-ta - t:J!ay were aauaed by tly uh. the aro1ion v.u 
li&DificaatlF dacreaaed after 1910, vitb 13 aDd 12 leak& occurriq, 
raapacti'l'll:t. iA 1911 aad 1982 , co..,arad vith 25 or 110re par year in 
each of tllt :'f.•• yaara pracadin& co.maAc.-nt of tba raplac..ant 
proaraa in 1977. 

4 . Tba effect of the nev finlaea d .. ian - vb!ch 11 the nata of tba art 
Altboup tha fia 110al vaa atill utili&ad, tba nev tubal vould 
require leu -.itlt ... •ace . Althou&b the boilers did aot functi­
diffar ... tl~, their perfo~c• vu ieproved in t.bat it vaa Do)t 
interrupted by frequent forced outaau. 

The Court fouad tbat tba proloa&ad uaaiul life of the econoaizara alone 
aupporte capitalisation. 

Tba Court al1o poi~ted out the verioua ca1aa vbera it va1 bald that a 
sgrr·tsttgp pf e Mfeqt; vbich cgor;ribuc;e• c;g grplqn•ip• tht liCe gl 
aqulpwpc u e llllK pc, not • npeir, and auac ba capitalised. sea 
KudLov v. eo.a•;:{Cdk Dec . 30,95.(M)], 30 T.C.M. CCCH) 194 , 923 (1971) 
lraplac ... nt of .aJor pare. put Corlt1ift truck& iato 1uch condition •• 
to llo loQ&ar bt I&Adul~ auc:epUble to braakdovaa ) ; .U..c'a lAc. •· 
Co.a•r (CCB Dec. 24,620(K)], 20 T.C.K. (CCH) .S6, 59 (1961) (ratubin& of 
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boiler af~ar 27 yaara e¥teo4ad ~aeful life by .ora~ e year or ~vo); 
Ruane v. C:O..'r [~ l!e,c:. 23,1'76(K)], 17 T.C.M. (CQH) IU, 171 (1938) 
(aubataotially relriihdiq coke evans gave tbam a nav U fa alqlac:tancy of 
thr .. to four yaua). 

Imprpy-gc A' an•¥i'F'P' •AYi.e••nt ii . IUIItMtiyt ql sepitelilltign. 
Tlla Co~t of Cai.aa 'ba applied .eapi taUutioo vllao a repair raault.a in 
• •aubatan~l tuocti~l t.,rov ... nt" throQJh appli~tioa of a auparior 
part. Miaaouri Pacific at. v. Ooitad States [74-1 UITC Pt319J, 20• Ct. 
Cl. U7, 854, 497 r.24 13 .. , 1396 (1974); aaa alae Southam Pac. Transp. 
Co. v. eo-•r [CCK.Jlac. 37,600), 75 T.C. 497, 718 (1910). 

Qvarall the Court found that the evidence vaa probative of prolo~na 
cha life of tha acoDOIIiA&"Il than coutitutina a battarMnt. hplaca.ant 
of the bodaoatal el-ta ellowd the CollpaD)' co baain a oav 
20-plua-yaar repair cycle ~1ch reduced the probability ·of p1uaaaaa and 
eroaion. Tbe areacly reduced nwabar of laaX. alnca 1980, co.parad vith 
tba acc:alaratiq increua in lUX. bacv .. n JUS-1971, provaa the point . .. 
lNDOPCO, Inc. , v. CQ. 92-1 USTC P50,113, Supnlla Court of tba 'lnited 
Stataa, 90-1271, 2/26/92, 112 SCt 1039; aft&. CA-3, 90-2 USTC P50,37l, 
918 r.2d 426. 

On it» 1971 federal incoDa tax return, tbe corporation clai~~ed a 
deduction lor cut&in illvuc.eat btnk1na feu and axpeuaa th!lt it 
incurH4 duriq a frial141, ac:qu.laition in vhicb it ..,.. uauforaed fro• 
a publicly bald, fr .. atandlnc corporation into a Vholly owned 
aubai4iary. Tba c-liuiour 4iaallovad the el.eilt. !)o_- ~ax Court ruled 
that bacaue loaa-ura baMliu accrued to paUtionar fr011 tha 
acquiaition, the ~41turea -re capital in narure and not 
deductible unda~ J l62 (a) of the Internal Revenue Coda aa •ordinary and 
nacauary• buaiuaa upau ... The. Court of Appeals afliraed, rejactina 

' patitiODar'a ara-nt that, becauae the ..-naaa did not •create or 
• enhance • • . a aeparata ad diatinct additional aaaat," ••• 

Collllii~ticinar v. L.incoln Sll.vinp l Loan Aun. [71-1' USTC P9476), 

Tba Supr- COun expatiated th.a relationahi p be~n deductiou and 
capital elqlandU,una, and noted the •fa&Uiar rule" that "&II 
illCOM tax UciucUola ia a uttar of laaialaUva araca a.o4 that the 
burda~~ of clnl'l,. ahovina the ri,Pt to the clai .. d deduction J.a on the 
taxpayer. • Itu:aratata Tra.nait Lill .. v. Co•hlionar [43-1 UStC P9486), 
319 u.s. S90, 393 (1943)1 O.puty• v. DuPont (40-1 USTC P9161), 308 u.s. 
488, 493 (1940)1 Wev Colonial Ice Co . v. Helverin& [4 ~~TC P1292) , 292 
u.s. 435, 440 (1934). 

Tbe notion that daductiou are exceptions to ella nora of 
capitlli:tation finda support in various aapac:~s of tb.a Coda. Deductions 
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are apac1!ically &Au.eratad aD4 tbua ara aubjaee to dilallov•nea in 
favor of capic.li.-tiOD· ... 11161 •nd 261 . Kondaduccibla capital 
e~q~anditlli'U, b,. aoauut, an Mt •xh•uatival)' art.-racecS us the Coda; 
rathar tlWI prondiil a •CIDIIplete Uac of noncfeductible up&Aditlli'U, • 
Lincoln Savinp [71.-1 USTC H476], 403 U.S., at 351, S2U nrv11 u a 
aanaral -Ill of dilt.iapialliac capitll upanditurll froa currant 
ut~anau. ~· Co Lh•..t."'r v. Idaho Povar co. f14-2 OSTC Ull21] , 411 
u.s.1 at 16 . ror ~~ tu1oa., daduotion• are ltrictly conat~ad aDd 
allovacS on~y "aa there 1a a claar provifion tbaretor." Kev Colonial Ice 
Co. v . Halvartna [4 US!C P1292] , 292 D.$., at 440; Deputy v. Du Pone 
[40-1 USTC P916l l, SOI ·~ .s., at 493 . \4/ 

The Colll't couidand .,uu..- a tupayer •a raaliution o f banatiu 
beyo nd tha J'&&l' in which cha ~iture il iacurrad cd concluded that 
it ia und.aiably ~ortaat in date~n~n1 vhecbar the app~riata 
tax creU..nt ia illllecliata daduction or eu~pitalUlation . sea UnJ.~ad 
Statae v , Killillippi Cha.ic&l Corp . [72-l USTC P9276] 1 405 U.S. 298, 
310 ( 1972) (espanll that "ia of value in ao~• ~a one taxable J'&U• ia 
a nondaductibla CQ!tal a.xp.aditlll'&); Central Texu Savinp I Loan Ann. 
v. United ltataa [84-1 USTC P9471], 731 F.2d 1181, lUll ( CAll 1914 ) 
( •While the period o~ the b.aefiu .. ,. not be con troll ina in all caaea , 
it nonetbalaaa r ... ina a P%Oainant, tr not predominant , ebaractariatic 
of a ca,ita~ tt ... •). 

The Court applied the Coraaoin& principl .. to ebe specific axp~odit~r•• 
•~iaaua La thia ca~e, and concluded that Nacioual Starch~ not 
"•~tC~Utnuel thee til iiavea~t banldna, laaal, and other cotta it 
incurred 1D coaaect~ vitb Oailaver•a aequiattion of ita lhara1 are 
deductible a1 o~d!nary and oaeeaaary b~ain••• eapan••• under 5162(a) • 

• * • • 
Siailarly, the axpen•ea that National Starcb i ccurrad in Unilavar '• 
friendly t•kaovar 4o DOt qual.ify for deduction •• •ordiDI%7 and 
Dacau&ry• buaiuaa capeaau under Sl62(a) . Tha tact that ella 
axpanditlli'U 4o DOt cr .. ta or a~Dca • 1eparate .ad diatiDct additional 
uaet ia not coa,crollin~u tba ac:Quhition-ralated espan~ea beat the 
indicia of capital espaaditlli'AI and a r e to be truud al 1u.cb. 

11. In Pbillipl and laatoo Supp,_, COIIIP&ny v. C~.utoner, :ZO TC, 20 TC 455, 
(1953). it vu bald ~t the expcn•• ot 1natallina the nav floor val a 
capital expeDclitur&". 

Tb• c:o.pallJ' vaa iA lnla:i.nua &inca 1916. It occupied coDtiDuoutlY • 
tvo-atory buil~ ~ch vaa eonatructed in 1900 and va1 of brick and 
bad a ar,aYal roof -'d a CMUit nc>q,r. It vu lo~atad f ou r bl.ocka 
froa the canter of the telm of "fdlica, 1nc1, &110, it i~ about lOu Y&JI'dl 
!roa the banlt of t;be Arka111aa liv.r . The bulldina vu Dot lo'cated in • 
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tlood area. It vu ranted duitt~ tba yaara 1916 to 19201 it pw-chuad 
the land .ad buUclia& it1 1920 for U2o621.02, of vhieh -Utlt U4 , 621 .o: 
vaa allocated to tlle buildina. All of tbe cost of tile buildina vaa 
recovered throu&b depreciation by Oac.abar 31 , \94S . 

The orlpnal c-at or c:oacrete floor o f tba buildina raadnad ill plac e 
until 1946, vtaaa it vaa taka out and nplacad, except for aa area of 
22.5. aquare feat vtlicll .a tek• out aad replaced ill aboat 1943. When a 
nav floor val illacall., ia 1966, tlla a.raa of 2~ ·~ fHt vu oot 
taken up but r-iaed . '11M old concrete fl oor VII not reillforced ; it 
vaa 23 inchaa thick. The .,. .. of 22S aquara feat of nav floor ia s 
incbaa thick. Tbe ~ CODCrate floor , inacalled in 1946, ia s inehea 
thick aad il rai~aforcad. Tbe buildina coda of Wichita uquira1 that 
cement floorl lhlll b1 s inehal in thick.naaa . 

llban tlle nav c:oncrata !loor val ina called .La 1946, all tlla lavatoriea, 
officu, penltlCIIU, ttt.u~ a4 atoclr.a of aoodl--vare aovecl. The Collpany 
carried ot1 ita buaioa:;a throqhout the period wan the floor val 
inacaUad. Tbe aav floor vu laid in aac tiona of .16 aquara f .. t, and 
all tlle vork of MYina equip-.nt, cakina out a a c:tJ.ona of tile old floor, 
and puttin& in 2 aectiou VII dona in piac ... al faabion , 10 that tha 
vorlt VII dona pr~11ively. Tha only nav in1t&U1tion vaa t.he floor . 
Partition1 , bin1, aa4 lava~oritl wert aertl)' ~vtd tnd rttocattd 11 tht 
nev floor va1 laid, except that niV tila vas required to cover ~. floo r 
1r .. of the office&, &ad the plaltarad partition vaa, in p1rt, recovered 
vith platter board. S~ 880Uftt of paintina va1 dona lilian the vorlt v1a 
tinilbad. 

Tha avidiJlCe oo tha vbole 1b-1 that tlla old floor vora ouc; that it had 
bean patched aad ral)aired to 1uch an ucant that f urthu pacchina vaa 
not practical! end tbat eha buaina11 o f petitioner be d expanded to 
include tha ban4liq ot ~Y)' aooda and aquip-.n~ which the old floor 
could not aupport vitbout tha affecu o f the buvier vur ez~tailad. Tha 

• floor vhich vaa replacad vaa the ori&i.nal floor of tba buildiq, and it 
vaa 46 ,.ara old. rurtlleraora tba colt or baa i a of petJ.tioner•a buildina 
bad been fully racqyerad ~ouab dl~reciation allovanca befor e January 
1, 1946, ao that tbe old floor bad baen coapletely depreciated. 

The evidence abov1, c:learl)', that tbe nav tloor repraaaaud a 
raplaca.ent and an laprov ... nt J and tbat it vaa not .. rely a r epair 
which !tape tha buildina i .n ordillarily afficiant operatlnl! c:onditioa. 
Saa, Illiaoia Herchanca Tr1aat Co. , becutor, 4 I , T. A. 103 !Dac. 1U2); 
and Raaulatiou 111 , Sectioo U.23(a)-4 , The ilutallation of then­
tloor 1111 an extenaiva job, and for practieal purpo1ea it .. ountad t o 
puttina in an entire floor , becauae tba 22S aquara faat o f nav floor in 
tba rear of the buildlq repreaacad only a al!llll and lli.oor part of the 
entire floor area. tM r: wal of tb6 old floor and tba inatallat~;,n o f 
tba nav floor val a 1ubatantial , acructural vorlt . Cf• lunltlao4 v. 
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Un.itad Stataa, 66 rad. Supp. 6!11, 683 (46·1 USTC P9273]. fte nav floor 
uda ~ buii4iq liON vduablt for tbt ua' of ,the patitioau in ita 
buddtaa, pardcvlarb btcauaa it aceo-ouattd .tlla atortq, batldlina~ 
and aovtna of bea'7 equiJIMnt and invantodaa. Black Kudvart Co. v. 
Co-.iaeioaar, 39 red. (2d) 460 [2 USTC P498], certiorari denied, 282 u. 
s. 8U; ,\88tt~~ Tbaatraa Corpoution , 24 B. T. A. 1161 [Dec. 7338J . 

12. In lichard 1. Donovan v. Co.aiaaionar Doc.ktt No. 3336·88., TC Mtao. 
1990-3731 60 TCii 18'4, (1990), tbt Court ruled that the uptndit•uaa of 
f172,000 .. de tor tbe purchaee of vind turbine• ahould be capitalized . 
T/P aquad that ~ ,Uc:hUt of the vind turbLnu vu nac .... ry 
11) ~o eallle t.IMI ~rtnanbipl to tarn incou and ('2) eo qultt 
unhappy Lnvtatozt. O«ilarally, the coet of acquiaition of property vitb • 
uaaful Ufa tubattntially beyond tbt t&ublt year il a con that h 
capital in natura, ~r lac. 1.263(a)-2(a) , or tba Inco.e Tax Raaa. 
Purtber ptr Saci, 168 Of the IRC the type of property of the ':t/P baa • 
uaaful lifa aubatantially beyond tha yaar of purchaaa. 

13. Godfl'tY at d v. C~ 64-2 USTC P9668, c CA-6), u ,' s. court of Appeal a, 
6th Circuit, Mo . 15386, 333 P2d 82 1 7/29/64, Afflnllina Tax court, 22 TCI' 
1, CCK Dac. 25,899 (K), T. c. Ku.o. 1963-1, tba Cou.r~ ruled that- " uaa 
aurvay", vhich vat tba firat atep in tba eaxpayar•s cont.-plated 
davalqpaant of co~oial property, vaa a ea,ital ax'anditure ratha~ 
than an ordinary b":lnua el(panae. Lilt evil a , tha leael tea a incurred in 
an unauac .. a!ul effort to have the zonina claaaification of tba land 
chanaad to on·:.t that vould pa.rmit it to be uaad in the mannat inclicatad 
by tbt aurvey vera capital axpenditurea . 

In tbll raaard the Tax court aaid, "uaa-aurvey• coat• repraaent: 

" • • * • firat acap in the contaaplated davtloptMnt of tbt 
property; and i ta bcntfita vert obvioualy axpect.ad to txtand beyond tba 

~ year ill wbich the aurvey vtl ude." The teat of an ordinary buainua 
expanse~ vbettiar it it of e recurrina nat~r• and ita bana~it ia 
aanarally nbtu•ttd vi thin • year. An axptnditurt h of • capital 
natura •vbere i~ ruulta in the taxpayer •• acquiaition or rateacion of 
1 capital aeeat, or in tbe improvement or davelopunt ot 1 cqital 
.... t in auc:h a vay that the benefit of the axpeJlditura 11 aajo~d OYtr 
a ca.parati•elY lenathy period of buainaaa operation.• Louieiana Land 
'Exploration Co . v. C9~11ionar [CCH Dec. 15,308], 7 T. C. ~07 a~f'd, 
[47-1 USTC. P9266] 1,1 r. 2d 842, c. A. 5; See Comaiaaiontr v. aoylaton 
Market Aaa'n [42-2 USTC P9820), 131 r. 2d 966, c. A. 1; Clark Thread 
Co. y, C~aaioner [38-2 DSTC P9440] 1 lOU P. 2d 257, C. A. l; 
Parkerabura Iron ' S~aal Co . v Burnet [1931 CCK P9201], 48 r. 2d 163, 
C. A. 4 . Shai~bara v. Co .. iaaioner [CCH Dec . 23,838) , 33 T. C. 241, 
relied upon by the taxpayer, involved e tinancina aurvey which vu 
resardtd -aa a racurrina co1t and is factually diatinauisbablt from tha 

Departmenc of the Treaaury - Internal Revenue Service Fo r-A 886-A 
Paa• ~lb 



P'orm 886-A I 

! 
Sc.bedule No. or 
lxh1bltJ711·ll UPLAHATION OF IT'!I1S 

I 

N~a.---e-O~f~T~ax---p--ay7e7~--------------------------------------------------------- ~-~ ... ~r~/?~a~r~l~Od~----
P'LORIDA POWER 4 LICHT COMPANY 1992 

the GeNre 1ooUd at wether aay properly parfo~d repair aclde4 value tc 
t.ba ~ti'OPU'ty aa COIIP&rad to the dtuatio.a ~41ately before tba rapdr 
vaa ~. u4 detel'lliaed that "tha proper uat ia vta.tbar tba 
expe.ad!cvre ~!ally eahaacaa tba value, uaa, l!fa axpact&Dcy, 
atraqeJa, otr =••dtl' •• coepa~rad v~th ella ttatu.a of tba aaaat prior to 
tba condition DIC&IIitatinl t!la a~anJitura.• ; ••• alao 
Plainfield-Uaioca Vater Co . (Dec . 25, 760), 39 T. c. 3~3, 337-l.JI (1962). 

17 . Al .. c•a Inc. v. C1 •aatooar 20 TCK 56, TC ~. (1961) tba Court ruled 
tbat tba ax{ .. fltarel of 11,93S.50 paid 1ft 1956 for ratubi~ ella boiler 
vera ~ita a•)ll.tCUr& a& tb• fltUbinl UDdoubtadly addad to tba UloLul 
life of ella boiler, aACI that, by 110ra th&D a .yaar or ao, altho~ t he 
T/P did DOt lbov u to the relative c:oata of nplaaiq tile utira boUar 
or bov atauive a job it v .. to ratuba . fbe t-oner vtlic:!l vu ioacaUad 
!a 1119, wa locat .. ill a baildioa at ita Park Straat atore io 
Vaouoclcet, Uo .. lllaad, vbic:h vu foraarly I tt'&Ult eGIII)U)' C.l'bai'D 
aod vu pvrcllued aad r&80dalad by petitioner 1.a 1955 for uae u a 
aupanudtat. Dur:I.QI tba firat baat1111 , ... 011 attar tba Collpuy acquired. 
tba boiler tuba& earboaiaad rapidly aod aix- or .. v~ tabea leaked. 

18 . Ia Phillip• • laeton Supply Co., 20 T. c. 455 (1953), the .. panaa of 
inatelU.JII a aw floor ia the CIJCllayar'a buUdioa vaa bald to ba a 
capital axpaaditure. Tha "old floor vaa 46 yaxra old, and bad ao 
datarioratad that furtbar ra.P&ira vera not practicalr auch old floor had 
bea.a praviou11 patclald 1n vari.oua pl ac: .. . c Tba oav rloor vaa a 
raplaca.eot of t!la old one. 

19. In Alaxe.adar Spruot ' Sou, Inc . 24 a. T. A. S99 (19311, ravel . no other 
arouada [193! tCH P916!] 64 r. 2d 424 (C. A. 4, 1953), for tba 
propoa!tioca tllat tba COlt of raplacina an inadequate atruc:tu.ra vbicb no 
loqer IU'Ya lta iataodad purpo .. vith a batter e.ad .are eubataotia1 
ec:nccun ot Clae .... CJpa ••t be traacad u a c:apiul upeatitvre . na. 
u .xpayar rep1•cad a voodaa vall vitb a concrete vall • 

• 
20. lA Yaitlablaa v. C; taaiooar [41•2 USTC P9632], 294 r. 2d 511 (7th Cir. 

1961), out. dell:l.ad, !II u. I. 987 (1962), the rax Court aa14 that tba 
.ODIIJ' &peat bJ :lie c.upa,.er to convert tba e1ac:tdcal ayet• at a 
buUd.iq fna D. C. to A. c . to ••t t!la city'a raplationa vaa a 
capital.::fr"tan· !Jie S..Utb Circuit aaraad, raaaoot.aa that evan if 
evcll • ____ Jcauoa 41cl 110t Uiprove the property b)' iacreaaioa ita 
attractive appaaraaca or efficiency, or proloaaina ita life, it did 
reader the property .ore valuable by brinatna the property into 
c:o.plianca vitb applicable raaulation•. 

21 . 'l'be Cove ltated ill Berta Corp. v . United Stataa (60-2 USTC: P'9U5], 364 
u. s . 122, 126 (1960)1 •[YJbe purpoae o! dapraclatioa accouatlQ& ia to 
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allocate the axpaaaa of uaina an auet co the variou• period• 'Which an 
benefited by tbac &~aat." See alao Uni~ad Stac•• v. tuday (1 Ustc P23 4), 
274 u. s. 295, 300-301 (1927); Ka•••Y ~cora , lac. v. Daited Stataa 
(60-2 USTC P9S54J, 364 u. s. 92, 96 (1960) ; Priboura lavl,.cion eo. v. 
eo..ia110~r [61-1 OSTC P9210), 313 U. $ . 272, 271-277 (1966). 

22. ta Clauaner lloaiaO' eo.pan:y v. c-iuiour, Docket lfcl. 11624, 9 Tal 
ltl, ella TIP daol4ad co bava tba uc:hinu raccnaditiooad aDd certain or 
ella ..U, puu rebuilt. Tba puca of the •c:Mnu involYecS ill thil 
racOftdltiOillllf van 8JiippJid to loberc ldur, lnc ., a lulittlq ~~~~oe 
aanufacturlna co.pany. 

Tba tacOildit~oniftl of theaa .. cbin•• addad utarially to tbair value, 
appraci»1F prolOillecS tbair u.v .. , and uda aood, to tba uc.aot or itl 
added Uta, tha ulaautioa of che oripnal uaaful Ute or tha uch.lne 
for Vbich dap.aciatioa allowance bAd bean aade. Tbe aorul uaaful life 
of the .. ckloaa iD quaacion bad been exhauatad and tba axpandicuraa tor 
racOildiuoaloa are abowa to bava uceriAillF inc:nuad t.bair ~•b• and 
llfa.... Dlldu claeaa COildiUo111 ve think the a~q~andicura vaa c:apical i n 
charac~er &ad racoverabla aver the addicioual apan'of uteful life aivan 
to tba uchina1 by the racon41 t ioniaa. Kanb Pork Coal Co. v. Lucaa, 42 
Pad. !2d) 83 (2 USTC PSSO]. 971-218, Piled Auault 30, 1971 

APPLXOATXON OF LAW: 

AI• daacribet abova tba Court• applied variout teltl to deter.!ae whether 
an upeAdJ.tura 1a capit.al or r•pair . Ia ceaeral, the Couru ruled 
t.b.at ew;peod•turea iliCUTU aa part of a pnual plan of t"ebatlilltation, 
110da1'11.1Utl011, ao4 lllprov ... nt of tbe proparey, are capital lo oatu.re, 
lLLIIOIS ICIICIIAin'l TIVIT CO v . Co.aluionu, 4 I . T.A. lOS, 106, ac;q .. 
Y-a, C. J. a (1926); Pbillipa and !aaton Supply Ca.pany v . Cc taaionu, 
20 TC, 20 TC 455, (1955); lKDOPCO, Inc . , v. eo.. 92·1 DSTC PSO,lll, 
Supr ... Coart of tba a.ltad Statal, 90-1271, 2/26/92, 112 ICC 1039; 

' affl• CA-5, to-2 tJSTC PSO,S71, 918 r.2d 426; llectrlc loup, Inc . , v . 
United Statea, 17-2 UITC P9SI7, US-CL·CT (1987)& Clauaaoar Roaier,r 
~·117 v. c:o.J.uional', Oocuc No. 18624, 9 TcKitl& Accna.raca Tool eo ., 
Inc. v. Co teeioner, Dockat Hoa . 8802, 10019, 10097, 10 TCN 354, (19S1J 

Tba Courta abo ruled that any aaainaeriaa co1t1 that are re1ece4 to 
phn....t _,.ralatlOft, replac.-t •tc., al'e capital axpan41euru 
aee, ~ w.v. PubllabtWa eo. v. Cozm'••ioau, 11 I . T.A. 100a (1930) 
OGited St.at&l v . Vebrli, 400 r. 24 686 ( lOth Cir. 1961) 
KOni .... SS T. C. 1017, 1011 (1971) 

In lle~tric laaray, lac,, v. united Stataa , 87-2 USTC P9517 , OS-aL-CT 
(1987) and allo ~ t.OOPCO, Inc. , v. Coca 92-1 USTC P50,lll, 
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Supr ... Court of the U~tad Sta~ea, 90-1278, 2/26/92, 112 SCt ~0~9; 
affa. CA-3, 90-2 UITC P50,571, 918 r . 2d 426, tba Supra.e Court 
dlacuaiad ~t ~t leqtb, the purpoae·, fUJJccioa &llCS parforaanca 
of aueta to dateni.na whether certain .xpuc11tura. an eapftal. 

111 add~tloa co ~ aboYa eaaa Lav, the lni:!Mar ad4ruaad die T/P•a 
ucaJ.qua uawntl atl'"'t elsa applileabil~t,. of varlou Ooda al14 laplaUon 
aectloaa dealt~ vitb •VDit of Property•, ~rtacad~la-aatYiea• and 
Inveat.lat tax ~t•, in a separate 886-A that vu aubaitb*d to the 
T /P on 2-zt-95. 

QHI% or PIOPIITT 61guMI!TI ~ 

1 . Tbere are 110 pidallDea •• to a "Oat~ of property• for deterainina 
~ataa.r a ujaditun a.W. valu co, proloftll the lifa of, tocrauu 
the pro4vcd¥lU ;:1• 01' npatra proparty. Ia order to aet ao 
waduataQdl.u of • laaft to refar t.o cu •n recut cue, 
tlttUib ft'A!II -.. VliCGaltr ~~ fi LIGlft co. Vlfl'fiD STATIS COUU OF 
APPIALS POl Til Sii&M\d CIICUlT, SS r . ld 329J U.S. AfP· 94-2 USTC 
P50,,41, (1994), vbe&'a the Court ~viaved tba Trua . lal· Sac. 
1. 167(a)-11(d)(2)(Yl) fer definition of • Unit gf PrgptrtT• and ude 
the follovlq c.c nau.tlt . 

". . b order to dacid• if cut011ar .. rvi ea dropl are excluded 
additioa., we ~t dataraine tba a pplicable •unit of property.• 

•• • * 
The ra~laCiaD ~~elf ia not entirely clear on bow to ciafioa ucaJ.t1 of 
propart)t for udlit)' proparey iad botb of tbe iAtarprataUou advanced by 
the parUu co •cendaa a uDJ.t of propQrty ua 
plauUble. hbHotioa (IJ dou apply to utiUt)' propan)' ad tha text 
followiq • ltlflllicJ.ou of ue1u.4ed propert:r do.. !lOt clearly 
.. Pll,c1f7 --~ cli8 dafllliU.oa of Wlit of propart.)' for aapaditVJ'U 
deacriHcl 1A MMCt1oa (I) appU.a• only to the aapuc11turu 
4aacrib•4 1A •..-.ouoD' (I) or to all util1t:r propa.&'t)t• 1ll tbia 
••ctioa of C. npl.aUoa., die aealtanca deacrib:l.~ the ualt of 
property for nbHcUOil (IJ directly follow• th• eutuea ducriblq 
the tna' nt of a liS cnp"t .,.na •• uni ta of property tor uclaiDeO' 
aad aqul,_.t rdu aabMCd,oa (d) U) . Tbil jux~alU. aqptta 
tllat ucla~ _. eqlliJIII*DC aJaould ba trutH 4itfaraa.cl)' fro8 
uUUt)t PICIIIUt#• aucwu, tJaa au-ral 4aflcaJ.t1oa pf •ait of 
Pl"Opft't)t" ,...,_. u ~eaca operaeiJia ucaJ.t c that 11. aacll aaparata 
achhia or piece td ~t) vhidl l)arforu a diacrete fllllcttoa •• • 
Tbh daflllitioa ngu .. tilat any over-atina vait, l.oclwllq • UDJ.c of 
utl~itl' propai'Uo u ~illu'ed uclainary or aqai~t ud, tbu, the 
epactal ICrutMilt of a4titl.oal co -~•0' and aqul.~c wader 
•ubaeetioo (dJ(J) atPliu to uU.lit:r property. • 
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" •• Tbe 111 1 1 poaitioo arUc:ulatad ia ReVU\Ia llulina 71-67 b .nUt1ed 
to COillfiderabla wallk&. •,\lthoup the Servlc:.e • 1 intarpra'the ruU.qa do 
not hue tba foNt~ Ud .,tac't of raplation,, w li•• e qency 1 a 
lll~rpratatiou aD4 pnoticea condduabla w:iaht vtaara tlaay iavolve 
~ con~raJIIOU coaaU"UCtioa or a atatuta &nd w!Mra tlaay llave 
ba&n lll loaa .. ~.· DaYla v. Oaittd scataa, 495 u.s . 472, '''• 109 L. 
ld. 24 457, 110 1. Cc. 1014 (1990) .(citatiou oaittad) . Furtlaenaon, 
"v.baa die oouu.otf.ft of an aclaini.craUve r1J11lar:ion ratur t11an a 
atatuta b at iajla, _,faraca, b even 110ra clearly ill order. • ITdlll 
v. Tallaaa, liO 0.1. 1, 16, l3 L. 14. 24 616, 15 S. Ct. 792 ( 1965) . 
•Tba ultiMU critWon it the adainbtrativa lnterpratltion, vb1c:h 
bac0111ta of coott011iq wiabt unlua it ia pl~nly erronaoua or 
J.ncouucat vlth tU I'..U.Uoa.• Jovlea v. a.inola lock Co.~ 325 
U.S. 410, 415·14, 19 L. 14. 1700 1 65 S. Ct. 1215 (1945). 

The Service h .. 1ona followd t.ba politioll art'lcu1ated in 
Rev.aa. lallDa 71-67. llv.aue Rulina 111-67 v11 iaeua~ in 1971. Prior 
to tba pobllcadon of th11 ruliq, tlae Service ilauld 1 Ganeral 
Counaal "-Orandua dated OCtober 20, 1977, ("CCI( 372.97"1 vbic:.ll 
dilcua .. d tlaa JI&"OPOied r~"- wUna vbJ.c:.ll later vu iuual a 
Rev&n'DI iu.Uaa 71-67. AltAoup OCH.I blve 110 pracadutJ.d value, tlae)' 
are "bllpf'Dl 1n iatarpradq the Tax Code Vba4 tacad vitb u aliiOat 
total abMGCI of Colli lav, •• ~raanbuaer v. United Statu, 9U r.2d 
!SO, 56) (Zd Cil'. 1 tfS), qaot1n1 Hernaann v. !.V. V)'lie Corp . , 766 r . 
SllPP· tOO, 102·03 (D.I.D, 1991)," 

Tbe Court fu~1· araud ab~ a.ccaptin& or rejectinl tha T/P 1 a "0nita of 
property• iD the follOVin& a&llller r 

" .• tzzadiately after Tr ... ury Rl&ulation 1 1 . 167 (a)-ll(d)(2)(vi) 
providaa t.be pneral definitioa for unita of proparcey, tlaa nplat,f.on 
1t1t:ea .. "the ~ayer 1 a acCO\Uitina cleuificatiOll of unite of 
property 'fill .-.nu:r be accepted tor purpo»a of t&U nbdidliOll 
provi~ the cJ.Na1f1cat.iou are raaaonab1y couiatut vitll tlae 
preca41Df IIDtaCI 1114 11':1 coulatant.ly applied ." 1..-but. 
auppUe4). !be f&c't daat VPI. bad aatl'bUalled unita of· property ud 
c.ouiat&n'tly bad: app.Uad tboaa c;ludlicatiou duri'Q& till )'lUI ill 
ctuut.ion ~ llOt detlnl1uti~ for tvo reaaona. firat, VPL•a unita 
of property wen llOt coaalltut vit.b tbe rapllt.i011 1 1 tr~tlllnt of 
additional UDiU of p~ ud tlaua tbe Service 1a not ObUpted to 
accept tlaeae uniU of propuey .,.., thouah conliatutlJ applied. 
Second, eve tlaOIIP till hr'Yice did accept VPL 1 1 claaaitlcatioll for 
tbe yura ill ClQIIti , t.bla wa J.A 1-tpt of VPL•a pdor- truatent of 
tu ~dit'DAI iA ~nion. tl1llll VPL uca..,ud to treat t.ben 
a.xpendituraa dlHI.Nntly, the Service vu no loqer obUaed to accept 

Depllrtment oC the Treasury - Internal Revenue 
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thNe uniU of proJilertJ<. M the dJ.acrlc:c court atated, ~~uity dou 
not d-d tllat vhue the United Stataa a c:eepta a pdor 
Cbaracterlsatioa it copt!Duea to be bound by a au~equent ... o&eent 
c:laialnl a~taatiallF ~tar deduetioaa th&Q thoae clat.ed on tbe 
oriaiaal .re~. To bold othervi1a vould pe~t a ta!fPe,..r to parlay 
a .abor dedw:ti011 iato a aub1equeat ujor deduction b)' .. eoppioa 
the IO'Yto* rt fna o11jeccJ.oa ~ Itt •tbo4olol7." ... • 

The buclen ol aJioviq the .rtpt to a old•d 4aduction il on the 
taxpa_,.,.. SH, e • .-., S.fti v. lntaraal Jtevenue SeZ't ic:a, S P.ld 1169, 
1173 ( 7th Cir. 1993). ~ether tbe taxpayer baa produced au!ficient 
eviden,::e to 1upport a deduction 111' a que1tion of fact vhidl "' review 
for clear error. See lletlon v. Co•islloner o! Internel a.venue, 802 
P.2d 365, 367 (9tb Cir. 1916) . • 

!!'!$,ff ~-,;::!:;v;t':;::t:~.':!i!0!!9::; g::~t"::!efC®!a!bQsf:£1f!f109 

;_~fa:' o~'M~!VO! !.:RYj!!!:cfR:£f~S"!i~f!;i! '!'J,Vc[,::1=z;:~~. · 
Th• Court alao appli•d &hi' dtCinitign co a upit p! utility prqptrty . 

2. nac r•quiru tlMI UtilitJ CoQuiea co follow eartain pidalinll arc1 
pralc:.ribed ce~a AccOUDC cace•oritl !or ~ Pr~erty, Plaot • 
lquiJIMnc. ro.r IVflear OeAeratioa P1aau, it &-tc!QS.r .. to include u.n4er 
Pl&PC +morns u~ all the luclur auctor Plane lquipaent. All otbar 
Plant. AccOUDU u ·• .... u for Steaa Cenarac:t.oa . lacll Plaut Acc:oUIIt ~~ 
Suba7atea1 and eacb S~a71e.a 11 coepo1ed of ••varal atnSle ide;c&fi•ble 
upif;,l qC VACS'C'Yt •fc;h U plDt. qcgrdtrt· p•=e. ~~~!:'~ 
concrgl/tgee,g ?Df4Cipp jlU•••. p&pipc, tyrbiM c·tpertsgra. etc. 

The f/P pronded th• lilt.f.q or the varloWI Plaut Ac:C:OWlt caeeaod.aa 
4urina tile aacoad vaak of February 1995. The loaineer r.aritvtd the 
C:OliPIJttr liaUq ol tbe iU... Under uch Plant Account 1uc:ll u 32:2, 323, 
324 etc., a "•"ta c:o4a• vaa found v.f.th a "171JtU Title• and eacb "Syac• 
Title• hal • brief dalcsy{Cgtioa about the "S71tta• . rurcher, each "171C ... 
1a brokaa dovD u •n'P1 er mts• called •&etir-pt. Upita•, vhic:ll ate 
UllllWll)' a "n!!lC pf , 2 !\1:" , end art auianed •attlr ... nc Unit Code I * 
to k~ traclt of t-. o ea.cll gitc:e 
o! property. 

Tvo Plant Account cataaoriel are liattd btlov: 

Depar~ent oC ~~ Treasury a Internal Revenue Service 
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1. 

2. 

• 

PL\IT ACCQU!T 322 augoa PLAift IOQIPQKT 

SXSTIM COD! sxsm m 
* * • 
Ul IIACTOR VISSIL A.Nb UITillfAU 

Stliid RIISI'rtJQI: thie eyet .. includae ineeellatiOD aaaocieted 
Vitb coots• t of fuel ud -daretor vU.hin tlla luctor vauel . 
Tba &J8C. bomDduiea are at the auctor coolut pipi.DI velda t~ 
c.M v .. eel and at the coQA&ctione to the vaeael heed and 
ineu• ?DtatiOD p(.lletretiooa . It doaa o.ot include rode, i ncore 
inet~tatiOD .or nuclear fuel . 

lltiBI:MIHt UNit DISCBipttOH PIOPIUX 
IIIli 

Ol4S FOUN»ATION &ACH 
* * * 0351 HlAD, UACTOR &ACH • • • 
OJ.S7 t•staUMZKTATION PIKETIATIOH 

· sEALS (CONOSIALS ) 
ALL 

• • • 
0361 L!AI:II DITICTION SXST!K EACH 

rwa Acc;oun 32l IURBOQ!NJJATQB UNITS 

SJSDII CQRI ttnps IITLI 

* • • 
271 STIAI'I TUIJIIH! 

sxsxy pgcuntQJ: tbie e:retu inoludee the turbiM that. drivae 
t1111t .U11 poeretor to p~o4uca electric pover . De IJ8tU 
bouDIIariee ere at cu ve1411 to the uin etaea aDd rahut pipin& .,.t_, tha CIOODeCtiOD at the turbine celina to uch extraction 
pipe at the turbiM, the connection to the condatlear exp&aeiOD 
joint, the .-nerator half of the curbioa-I&Mrctor coupliAC (eae 
SJ8C.. 415), the eloaeet connactione to tbe laM oil IYit .. at the 
tucb:t.De. lt dou Mt ,J.aclade l\1ba oil pip ina extarul to the 
tvbt.De, 110r tiNI lluld ... 1 eyecea, AOr the turbilla control 
a,.c.. !1M syet• iAcludu eole plat ... ahiu ud other parte 
eupportiq the turbille 011 tlle pedeeul. 

RITJ:Ift'''Jf Jli!IT IJ1IRJMINT UNIT DISCBIPIIQM PIQPIItx 

Departmen t o f the Traeeury - Internal Re ve nue Se rvice ror:a s :.6-A 
Peae ~;I~ 
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15.36 

* U42 
• 
1.549 
• 
15.$2 

15.$7 
• 
1563 

CASING OR SHELL 
* .. 
IUGB PRISSUU TUiBIIf! vtmlt. 
• • 
COUPLING COKPUT! WITlf FA.STEHIIS 
• • 
lNTIUCEDIAT! PR!SSUlll TUUIIf! 
WJmaL • • 

LOll PUSSURE .TURBINI WHli.L 
• • 
INSULAtlON-?IPING, RUN 4 IN Ol 

LAJtan 

• 

ll.II.U 

U.CH SEC 

U.CH 

IACH 

BACH 

BACH 

I"UT 

Fro• the reviev ot the T/P' a recorda, it h eoncl~ed that cbe T/P 
condd.era each aint,l• i~• of uchinery & eq~p .. nt u • "fH!J' 
Prgpuc.y•, and fol OW tbl auiclalUiea Of . rDC ' U to capita OQ of the 
vuioua gpenclicuna, Ch,at ,are ··outlined in the s-ry abaet, lllltiiT A. 
1'/P claiu that theae "Unite or Property• are for bpqk purpgaea only, 
and not for tax pu,rpo111. llo1ofever, T /P doea not uke any diatincc:ion 
for dapreciation for tax purpoaea, t he only diatinction be .akla il 
tha li(l for tax purpoaaa. 

Bued on the abo .. di~cuaaio~ end. the Court ea1a, UNITIP ST4f&S v. 
WISCONSIN POWD & UQJT CO. UJfiTID STATES COU1l1' OF APPIALS Pal Till SruTR 
ClBctJIT, 31 P . Sd 3:lrl-1 U.S. ~, 94- 2 USTC P50, .54 7, C 1994) , tba lnlinllr 
coucludu that "llAh. gf Prppart;y• baa the aua ... n.tna for tax 
purp0111, •• for book pupo1u. Therefore, the ta•a "ll'MQt thlt 
"Unit ql PrQPjr;y~ l1 tbt tptlrt !Uelttr Plane 11 rt1tett4. 

PLACID-IN-SIRytQ! BULl!: 
• 

Tbe next qu11U on to adclrau ia vhetber the "Placed-in-Se.rvica~ an4 Invaatllant 
Tax Cre4it saeticnu and caae lav ap~l)' to the Repaira iuue. Lit ua dhcua. 
the relevancy of the vartoua bvenue Rulings and cuu referred to by the 
T/ P'a l!epruentative. 

1. Althoqh tlla pbrue "placed in aervice" h no t defined in the atatute, 
section 1.168-~(1}(2), Propoaed Income Tax Regs . , 49 Fed. Rea . .59$6 
(Feb. 16, 1984), atatea: 

(2) Placa4 in aervice. The tara "placed in ,.rvice" ..ana tbl U.. 
that property ,ia firat placed by the taxpayer in a conditioA or atate 
ot readioua ad ::SY&ilabillty for a •pecit.ieally uaiped tunc~. 
vbathar for uae Ul a trada or buaine.u, for the production o f incoae, 
in a c:ax-.xa~t activity, or iA a peraonal activity. • • • 

I'Ol'lll 886· ;_ ra,. -;~ '-\ 
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2. 

FLORIDA POV!R ' LICHT COMPANY 

I t VII ruled CUt the llUClllr aanaratilll un.it VAl • tint placed in 
aarv.ice• on De~er 23, 1975, f or depreci ation and invaata.nt cradit 
purpoaee, baaed on the follovina factl r 

•• 
b. 
c. 

4 . 

•• 

It vu in 1 condition or atata of readin .. a and availability f or 
a apecifically ud&aad functioo . • 
All nace .. ar, peraitt and licaneu had been approved. 
All tha critieal tuta for the varloua co.p6nanta bed bean 
COIIPleted. 
Tbe ouclear .raneretJ..na unit bad been placed io the c011trol of the 
ovoera Vbo poaauaed all the l aaal attribute• of ovnerabip, by 
tbl COAUICtOr, • 
The ,.uratiq IISI.it bad bean ayochronbad into the t alq)ayer' a 
pov.r 1rid ,or ita function in the bueineaa of IIDI$atina nuclear 
elaceri~ ener17 for the productioo of incoae, even thoulh the 
aaneratioa unit would undarao f urther teatina to aliainate any 
c!a!ee~ta. 

The u .. ruon by the T/ P that this hvaoua lulina ahould be the 
bade for deterainiq CUt .all the axpanditU[II ud• tq t.h• yqlqua 
"Vpita qt Prgpercr gpaltfz '' Bepaira, bec:auae U. ln•aue Rulin.& 
c:onaiden tH nuclear a.uratiq unit •• a •Unit• . The aboYa Revenue 
RuliAI coaaidared vhetber the xtrloua sqepqnenC•· are perforaiq the 
functiooa what they are dali&aed for and al l the sri&1Sfl taeta b&ve 
beeo coapleted on the vario~ FQRRanante . The a~ooeota are the 
,,.. it ... CUt are dueribed in the variou1 Plant Accounca under 
rDCSyet•. 

tht Ift;• 'ff::f'PD f: ~tpl•s•c! end aie'36ftd. The Dittrict Couzt aa4e fo AI c at.tl in the Clla , Ta> STAn:! v. VISCOJISIN 
POVU ' LlGIIT CO. UIXHD STATI.S COUaT OF Al'P&ALS fOR THE SIVWNTH 
CllCUIT, 31 F.34 3291 U.S . App. 94-2 USTC PJO,S47 , (1994 ) , 
vban the f/P vanted to ch•oaa character of ic.ae in 1ta caae, "·· 
!quit)' doe• not d .... d that where the United Statea accepta ~ p~ior 
characterieation it continu .. t o be bound by a aubaaquant aaen._.nt 
c1atlllina aubltentiall)' aruter daductiooe then thoae claiaad ot1 the 

Department o! the Traaeury - Internal Revenue Service rona aa6-A 
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ori~l ntum. To boleS ot.hanti .. would peralt a taxpayer to parlay a 
.tnor 4aduotion into a tubaequant .. jor 4aduction by aatoppina the 
aova~nt froa objactin& to ita .. t.hodoloay ..•. • 

Oripully, ia tha inatant c:a.e t.ha 1'/P cla' .. d t.ha axpandituna 

;! Z;!!!;',g; !£!!!:;::·9f9~::s~:g;!xial':.!'!s!!?:£':t;th'&f!'t~orv 
:::;t:!i~:tr· ,::·::v:~ner:: ~=u·ed ,::.:: ::"!;;r:t 
dt4pptlqga. 

Bue4 011 the facta in t.ha pruant c:aae and above ditcuuion, the 
lqU.U coocluclel tl:lat the lev. llul. 76-42' bal no b .. dq on t.ha 
pra1ent cate about t.he cSateraination of vhether tbe e~tpanditura• 
ahould be eapitali&ad or expanaad and therefore, the T/ P'I clai• ia 
btiAC 4•pit4, to let t.he expendituraa ba conaidered 11 e~tPeaaee, 
curreatly deductible. 

3. ln lev. lu!. 76-231, 1976-1 CB ~~. the taS. ruled in the follovia& 
.. nnar 1n raaerda to the tvo iaauaa about "?laceif-in-Service" datu: 

a. A bnildina, coiUI~c;ted to bouae a&llufacturiq facilitiea, vaa 
placed in aervica ~or depreciation purpoau on the data ita 
coaatruction vaa c:o.pleted and available for inatalletion of 
.. c:hiner:r and equipaent. 

b. ..cbfnery, J.natalla4 therein ovu a padod of 1110ntba , n• placed 
in aerv'ica vtsM the etire productiou lice vaa available for the 
production of an acceptable product . 

Thia .laveua lulinl ia not appUc.abla to the pruant c:a••• vbua 
an axp&nditura ia capital or axpan•• · 

4. lev. lul. 73-511, 1973-2 ca 54, tba eaxpayar, an electrical utility 
co.pany, cona~c:tad a .ajor tranaeilaion line in 1970 tl:lat vaa 
dead-aDded into atee~ t-.ra at each end of the lin•· The nec:eaaary 
•ubataUoaa at each and of the line vera cQ~~Platad in 1971 and the 
Una vaa aaaqiaad. 

Alain, tAil 1a not an applicable Ravanua lullq in tbe pruant case. 

5. 1a M 1'• la4apendart la.finary, Inc: . v. Ull!tad Statal [13·1 USTC 
P9141], 897 P.2d 106J (Fed. Cir.), c:ert . denied 664 u.s. 116 (19al), 
t.he ~t ......_14 the placad-.ln·••rvic:e data of an oil ref~nar:r 
C:OIIPl-. Tile c:o.plu COG8Utad of tb• r•t.tnery facility, an offahora 
tanlcar--d.lll faoillq located tvo eilea froe the rafinuy an4 
co001ct~d to tbe r.fiter.r by • pipeline l)'et .. , and tvo pipeliuea uted 
to traniiPOt'C fiatelle4 product• !rOll the refin.ery to veriout atoraa• 

Department of tbe Tr,eeeury - Internal Revenue Service rorr 386-A 
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of biah or peale elaotdc:al power daund. 

Tba turbiDU and oellar equipaant auociatad with the pbyaical 
facilltiee ac a. ludial'tlm Plallt conaut pdaarily o f lix tUIUiela or 
paatoc:U, tile pulllllboue, and aix ravardbla pu.p-turblM auaratora 
VI:Uda an ... ipac.d Vldt 1 throu&h tbit 6. T1le ~c... cnaer.t ella 
uppu ...-nou vida tile ~bouaa 1a VI:Udl tile p11111P•t.1Utlilla 
aaaaratora an loctaucl . Tba plallt vu ded.pH ao Ul&t apoc Ul& 
allCcuafal co.platioa of preoperational t:uUq of oa!t 1 tile 
Lucliqaa plaac vwld baa oparati-..1 and VO\Ilcl basta .. luna 
alactrlcal power co ._. Mldaipa Povar Pool aYac •tr ah the other five 
aanarat!Qa UAita vera at111 uoclar coaatructioc • 

on the anaiq of DecwiMr 7, 1972, in conJunction with one of the 
tiul praopa.atioul tuu in tba PIIIIPinl IIOda, alactrical power to 
UAit 1 vu t41o11Porar1ly clbruptacl. ~ thia bappaucl, Ollie 1 did not 
auco.&tiUlly abutclown aa duianad, bUt, due to a •c:Jaaric:al Wlur., 
rcvarHd iaco 'tile aacaratiq IIOC!e, d••aJ...- cart&ia parte of Ula 
turbU. 1 entor. Aa a ruult, furdlar preoperatiaal c .. tiq vu 
au.pudecl, ud UDJ.t 1 vu abut dovn tor repaua. "'ftte repaira to On.it 1 
vera c:o.plated oc Jauary 9 , 1973 , and pTeoperatioul tut!Qa vaa 
reauaed. OD Jacuar.r 17, 1973, taatiaa o f Unit 1 vu c)&platad, and 
Ullit 1 .toraally vaa aecaptad by patitio11ar fr- ella aanaral 
contractor. on Jaauary 11, 1973, alaetrical power aanaratad fr- Unit 
1 vaa available !or tranaaiaaion into ella IUchtpn Power Pool. 

Althou&h UAit l PIIIIP•d vater into tha naarvoir and aanaratad 
alactrica1 ,_,. dariq preoperational taatiq ia 1972, Ollie 1 vu no~ 
ayaUab1e 1a 1972 to provi.da alac:trical power oc a raaular baaia 1n 
U72. fte 1111t of dactrlcal P"Wt aaneratad in 197% ia inauftic:J.ant 
to utabllAJI tlaat t11oe Lu4iaaton Plant "" available for full operation 
on a reautar buia 1a 1972. 'l1ul aaneratioa of a1actrical power and the 
Plm!Pilll of vatu into the upper l"elan<Oir vera both naceeaary parte of 
preoparatiou1 tutiq. Accord.inaly, the prodllCtion of •- elec:tdca1 
power (aV&Jl tba aale ellereof) and the tilliq of ella up~er raaarvoir 
to ~tbia f1Ye t-.c of the h~ah-pond level do llOt aatabliab that the 
Luclinatoc Plut vu available for uaa LA 1972. llot until Jauary 17, 
197S, a.ttar Uait 1 aucc:eaafully had c:o~~Platad all pbuu of 
praoparatioul taatica, ellaraby ct.outratine that it vu ..ailable 
for service on a r•aular baaia, vaa the Ullit 1a a aceta of raadta•aa 
and ava.ilability for ita aptcltic:ally uaipeci fU4c.tioa Vitbill Ula 
-.antna of aactiona 1 .46-3 (d)(1)(ii) and 1.167(a) - 11(e)(1)(1), Iocc-a 
Tu J.a'aa. 

In the .ebova c:eaa, the Court wu aakad to llacide lor esrppu~ 
dtprtoiacipp tp4 ipye•c-•ot srtdi&, vbathar tbe pt•nc Y'' pl•s•4 

Departaent of the Trauury - Internal Revenue Service Fora 816-A 
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Nama or Taxpayer Yur/P1trio4 

PLOR.IDA POWD I. LICHT COKPAHY 1992 

, 
ip •ernst ip .1112. Tllia caaa u ,trnlnent to the U.tatlt caa• 
where, t.b'il quatti.Oil 11 vbethar the axpanc!iturat to the varioua 
it.., of ~roperty aboUld' ~ capitalised . 

QIHIB gAllS - II!AlJ31 

"· Tba T/P quoced. tile folloviq caau Where the couru -wUad • •• tile repair 
tent to· 1utQ.rated IIIUt rather than to the COIIPOD~nt paru• .. The lnain .. r 
reviewd the cdu ud satal4 DOC find t ·ny rtftrtpst tq t.b• "Unit. gf 
prqpttn•, 

1. 

•. 

In tUdl&Dd lllpira Paalrh:ll Co. v. Cotalaaioner, 14 TC 6lU, the ittua 
11aa •, ,d41tlla' en npzndJ ture lor • c:oac.rate liDiq iD pe.t:iUoner• a 
baa ... llt tD olltlnof it apinat at1 oil oui .. aca craated b)' a 
naiahbo~ r•fla.r.r il dtduatibla •• aa ordinatY and I\IC.IIary 
expatiH UDder _aeetioo 23 (a) of the ltltercal levenue Code, oe the 
theory it WI u ~tura for a repair, or, in the altaruaUve 
whether w axpanclitura lilY ba trr atad •• .~• uaau~ra of the lo .. 
auataiaed chlriq th8 taable J'U.r ud aot COIIPanaated for by inaurtnca 
or othuviae within 1:lle uanina or .. auon 23 ( tr of tha Intenll 
Revenue Coda •.. • 

The Court food • •• that for aocaa 2.5 yura prior to the taxable year 
patJ.Uoau Jla4 uaad tile baa ... nt roocat of ita plant aa a place for tha 
c:uriq of .- ad b&coD and for the ator.,e of ••"t and Jlidu. 
~ bu...-o!t bad Ntlo aUrely aatiafac:tOI'J' for thia purpoae over tha 
aa t ira period bs IPi~ of tll.• fact that than wa ,., .. 1aapaa• of 
ntu .iJitO tile ra fr• tiae to u... IA the taxable year it vaa 
found cllat IIOt oal,. wter, but oil, na •••pica th:rouah tha CODc.reta 
vall~ of -tb• baa ... at pf tile p1clciac plant and, vhile the vatu vould 
aooa clr&ill out, tile oil vould cot . aa4 thera va1 left on the ba• ... at 
floor • thick lela of oi.l vbic:h pve off a IUOI\f odor that panN.Ited 
the air of tba aat.tnJlaat, and tbe fuau fra. ella qil created a fire 
IIUard • •••• w · ,.._. ... t ialpac:tore 1dvi1ad pat.itiocu that it 
.sat ctUCOil•Saaa tiM! uae of tba vatu froa tbe vella aA4 oil-proof the 
bal~t, or el1e IIN,t dolm ita plant.. durJ.Aa the taxable )"'ar under 
took 1tep1 to oUpi'Oof tbe baaeMAt by adclina a concrete Ua.i.ac 
to the ve.lll f~ tile fioor to a heipt of about four f"t ud alto 
added ccmcn~te to tll.e floor of the baaaaect. It il the coat of thia 

vo1~).!:~~dU~::~i~~~ ~;~~~~~ 
Tb.a Court f ound that " .• the expenditure served oaly to perait 
petitioner to eoctiaua the uaa of the plant, and putJ.cularly the 

Department ot tbe Traaaury - Internal Revenue Service ' ora 816-A 
Paae~~<j 
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~--~~~---·--~------------------------------------:--=-~~~~~--. Nama O! Taxpayer 1 Yt~r/Pariod 
rtORIDA POIID ' LICHT COIO'AHY : 1992 

I 

----------------------------------------------------- ~----------------
.· 

buaeot for iu 1110~ oparationa" and bald that the a~q~anau are 
ordi.da17 and nece .. ary buainua upanaaa under taction 23(a) of tba 
Lntamal lavanue Co4a. 

Tha abon c.aaa ia not ralavant ill the iutut ca .. , becauae the T/P 
t• nplac.lai itiM of aacbinery and equipiMOt that have readied 
ehlir yat~ifl:i;'" t.h• ney it••• •rt tm£9!14 ep4 •rt IQD 
aftig!ed&,a\Ora ahould ba eapitalts.d, aee tht varioua eaaea 
citad in tht oriJ{nal FOIM 5701 . 

2. In HAVAlt.Alf SUCo\1 CO. , v. COfOUSSIOHU or tftiUAL UVDIJK, (Oct. 1, 
1921) U a .T. A. U.J; (Oct. 1, 1928)1 t.ba c:o.puy la enaaaad in tbe 
operatioa of a aupr cana plantation and. aupr all in Honolulu. 
Durlna tha couraa of aanufacturina the 1922 crop of cana ~~~o rav 
auaar oaa of tha rolltn in the cruahina till broke and vaa replaced 
at e coat of 12,54~.43 . Cruaher rolltn are uaed in crualllna cant to 
utract tha juiea !roa vhich tbt auaar ia aanu!acturad. Tbeae rollen 
an about S.$ inahea in di ... ur and about 78 incbu lona ud c:onaiat 
of a ahall and abaft. Tba ahall ia ada ol' caat !roll, wipa fr011 12 
to lS toaa, and the rollara operata undar a prullln of about 4SO tone 
lAd are aubjtct t o eouiderablt vur. 

The tlqlentt vaa tllowd to replace tb.e broken cruahtt> roller ba .. d on 
tha follovtna reuoniq1 " .. that aucb rollara are only a part of the 
till, tJI.at ~Y era op.rated under htavY prauure, and are aubj act to 
frequent (tplac~t., that auch raplac-t ia nacuaery to the 
operatioa 'of the llill ·hut doea no t uta.n<l the life of the r.J.ll aa e 
vhole, ~t augh rpl1trt h•yt a 'lxiwgw uttfu1 lilt pf tbrtt ytart and 
I 111M Wrtu aver ... lite. lrealuta• il 10 frequent an occ:urxanc:e 
that ap~ roller• are elvaya carr ied at the ailla in order that 
broken rollara U7 bt replaced vithout loaa of opentlna tt.e at the 
till .. • (-.phaail added) . 

• · In thia cut, tha.. COurt conlidand tha frequency of ctpluwgt, of 
tha roller• and ware- tha T/P deaonatrated that the Ndep u11ful 

~!' ~ !! 2P~~ ~~ !~~~ ~~~~~ · Hoveverl ill tha illatut cau, tdrtme ua•tpl liy•• ot e-n• ar A• 
itpJ! qf tqlltpetp]i, and therefore 1 tbe above c.aat it not applic.able. 

3. 1J1 Philip &liOn and ADD K. Shore, at al. v. Co illioner, 11 TCM 721, 
1'C ~. 1H9-l66, ( !.959), the Court ada tha CCII. lilt that •.. thert 
it QO at.ple 4ietiqat~on betveen a "repair• end. a wcapital 
illprovGitnt.• Aa atated in Libby 'Blouin, Ltd., 4 I, T. A. 910, at 
p . 914 . [o,c. 1637), "AD it-, vhich tiflht be clau!fied aa a capital 
expenclit.ure under certain circUIILitancu, uy, under different !acu 
and c:irC\IaiUncea, be coaa!Lered upenae. • The queation ia one o! 
!act •• to the "purpoae and e!!ect• o ! the upencU.tura. PtnMrl 
Cre ... ry eo. ot Prederickabura, Va.l 14 T. c. 879 (Dec. 17,646) . 

Depar~ent o! tbe Treaaury - Internal Revenue Service Fr n1 IIS6-A 
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FLOltlDA POIIZR 4 LICHT COKPAH'Y 1992 

.· 
"While it il par~PI true, aa r .. pondant arau .. , that tlla replac: ... nt 
of an entire aaa!Aa voulct ordinad.ly be c:olllidared a capiul it-, ve 
feeL the IP•oial facta and circua.unc•a of thia ca1a bdq the anaina 
raplacaesnt expanaa vitll.f.n tlla cla111tication of rapain. Clur1,. tlla 
anPt~• raplac 1t expenditur .. 414 not !aYe tlla affect of ialprOYina 
the -•1•1 or eddtaa to ita value or uaefu1 life. they vera 
expllDdituree for the ~·· of kMpina tlle veuu in an ord.inarily 
efficient operatiaa condition for the r ... iaiq fbe to 1.,ea >'Un of 
the ehip'l Uta. Aa t1ua earina eurv.,-or teetified, t1ua v:tHl Without 
Pl"OP\Illioa vee lllnl)' 10 INch eonp Mtal . tha evidaaoe allova tllat, 
bacauaa of tlla ooll4,ltion of tlla bottoe of tha va11el it had an 
t.xtr-ly lialted lifa. The MRtp4it;urel fqr Spet,tlllps •eqan@en4 rutp'l vera IOlal)' tO Jive tJla Vallal tba nacall&l")' pl'Op\\ltion tO the 

o tllat 111aful. life. tha upenditur., vera for it.., that earaly 
1ervad to reetore tl1a vaa1al to it• condition bafora the cranklhaft• 
on the oblo1eta aotora broke, vithout prolonaina tba lila of the 
vu1al or iJicraa•tna ita value . That tba ant.in aqi11a1 vwra replaced 
by uaed e~~~inu, in1tud of raplacina onl~ the broken c:ranklhafu, 18 
Htiafactoril)' upldnecS. The illltaLlation of tJt'e uaed anatnu, at • 
coet no areater than cranklhaft rapla~nu, -• 1olely for the 
purp.oea of doina vhat r-placad c rankahaftl vould do, UMl,., propel 
tha ahip u loa& u iu V.ak and daaaaad bottOII paraitted it to raaain 
aflo•~·· {aephltia added), 

In th• above caae, etsgpd hand encintl ywrt ipatalltd in the ahip. 
Ko'wavar, in the inttan~ c:a.a the T/P illltallad all 11W it ... of 

. prapart)' wtaS.dl are il;lrovad and o f batter ctuiiPI and it ia dona 
aa a part of ita 20-yaar overhaul and tbarafora, the above c:a.e is 
11ot .,pllcabla. 

B . th• lpstgeer 4!4 nq& fip4 any M'-it• in tbt arrgggc.a gf rbe TIP or 
in the s••• lay me T/P aada referane•• t,o. th•C YRH14 [fqtain tb• x,a.s . 

•JA sppai4tr •be epc&re lpslear Pltpt 11 poe pqit. •pd allqv ell CD• 
t!fttpdtnru cengectM y;tt;ll nplasncot ql p£h'Dt" •p4 tqplR"Pt t.bae 
prol~l tha Llfa ot the property, incr•••• ita value, or eake it 
adaptable to a diftarant uaa, 11 currantly 4a4gctibla, ••• 
Illinoi• Kerc:hanta Tru1t co. v. Comailtionar, 4 ITA 103, 106 (1926), 
acq,, V-2 C.l. 2 (1926), llectric: lnarl)' Inc. , v. United Statal, 13 Cl. 
Ct. 644 (1917), SactiOAa 1.162-4, 1 . 263 (a )-l ( b ) of the RaiULatioaa. 

RISCQ5SIQII VJTI 1 01,C. s 

The Snai11ur contacted Dr. Scott hvbtrry, Director of Licanaa ••nl"''l and 
!nvirollaaAtal laviev, Project Directorate, H. a . c., RockYilla, K4 and enquired 
about tl1e procau ot ..J.canee e.xtendoa for Huc laar Ga11eratiq Planta. 
Dr. Nevbarr, aada tl1a fo11ovina obaarvationa : 

Oapartllant of the Traaaury - Internal Revenue Service ron 886-A 
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· ~.~.~ •• ~o~t~Taxp--~~~cr~-----------------------------------'-~,-.. -r-/~,~.-r.l--o~d---
19!11 

1. 

2. 

3 . 

4. 

PLOIIOA POVU ' LICHT COKP.Aln' 

Part 54 ot the K.I.(O. I&IU!atioaa w.i"cll vue ileu.d in 19!11 are beina 
reviled baead on tba varioua public' haeriqa that vera c:o~~plated 
lut )'ear. 
The MV leplatioa.a provide option• c.o tba ovun of tha Plaota c.o 
raqiMit ut!IA&ioa.a bayon4 the 40 ,..r c:urrnt Operatiq L1eesuaa . 
n.o JQC vill col&duet the Aain• JCaa.aa-t leYieva baton qprovala . 
leltillon au ' llaetrie Co •• oparatu 2 lluc.lear uatu, at C&lftrt 
CJWfe, 1(4,, that lana bun iD pro4uctioo ei.Aa 197S, iA4icat.ed to 
tbe DC that tbe7 vould be requaatiq tor Opuatiq L1caa.ae 
utneioo, be700d the c:urnnt 40 ,...n u.d vould be aabaitUna their 
eppU.catioA Milt year. 
I to V avure Group With aaveral Panu 1Dlor.ed tba c::c thlt the 
Oroap vill be filina application• Within tba nut tvo -tha vith the nc tor ex tendon of the 40 year licaneu. Ineidant.lll7, the TIP 
c laf .. d I ' o eradita for tha axpandituru of tS64,4SO for 3 yaara 
frOfl 1919 c.o 1!191, vtlic.b the 1.1111-r diullowd. 

At Port St. Lucia Plant Ulilder the tolloriQI Vorlt Ordera U73, 1716, 
1404, 244!1, 2466, 2SOO, 2925, 23S3 and 2926 Cba aaaete baY& been replaced 
Vitia nav unita vtlic.b an of batter and advanced d .. Q:D u.d alao the old 
auau eitber r.aehad tlaa 1114 of the daaip Ute or ruatad. 

Under tbe Vork Ordera 2786· • 2787 at Port St. 1.\lCia tbe a11eta are baina 
raplacad in an orderlr and panned t .. hion and the ... et• are to be 
plastd ip ttryist 111,-1190. 

At Turkey Poiat \~Mer WOrk Order• 1261, 126S, 22SO, 2324, 2334, 2311, 
2714, 2791, 2115, 2931, 21140, 3S80, tha uaeu au beilll rap1a~ vitJa 
uparadad and 110darn duip. The old a11ata are aitJau obaolata or 
ruated and ru.c.hed tbe and of daa:t.an/u•atul Ute. 

ENQ+NE&B•~ CQNCLQSXQNS: 

Buacl on tbe s.c~ion~ of Ula Coda, Trauury aaaul.atioa.a u.d dheuaaiCIIl of caaa 
law, the lnatnaar concludad that tJaa 25 Vork Ordara, diacuaaad abOYa ahould 
r ... in aa ~capital" aaaata •• oria~lly cla .. itlad by tlaa T/P. 

JWKIQI•S COICLIJIIQI 

An aar._t -• ruched Vitia tbe taxpayer. Tba eupayar ia all-.! an 
a daductioa tor rapeira ia tlaa aiiOWlt ot uo, 899,817. Tlla up&Da .. era 
allowed, not under ua plant u a ail:lala uaat theory, beeau.e tbay 
repreaant azpaa.au for it- tba ~a.yar c:lailu .. repaira to unit.l of 
property (i.e. boilara ate.) ad raplaeamant ot itDa not conaiderad a U!Ut 

Dapartaant or the Traaaury - Internal Ravanua Sarvica 

I 

ro~ 886 .--;;-­
Paa• ;l,J ~ 



0 0 

Po%11 IIII-A : : Scbadula No. or 

~-·~~=---'-----------~-~--LAHA----T-10_N __ o_r __ I_T_EKS ___________ i ~'~·~h~i~b=1~~~1-·S~I---
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fLOitDA POVU ' LICHT COMPANY I 1992 

------------------------------------------------·--------------
,• 

of proparey . '!'he dollar UIOWitl ere 11 foUova 1 

Aaounta all~d par lolia.er"a or1ainal report ••.• $ 
Aaounta allowed par Taxpayar'a· A&raaaant .••. .• . ... 

6, .563,247 
4 , 336,640 

TOTAL $ ' 10,899,817 ···-·········· 
Recapture of the depreciation taken on che aaounta allowed aa rapaira, and the 
aleerantive aJn• tax vill be e4dreaaed aa aeparate 1aauea . 

,· 

, 

Deparement of tha Tr ... ury - Internal Revenue Service 
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fen 1116-A ! BXPLANAT::J:ON OF ::1: TEMS 
:Jcf?tl• ... If 
:lllrut 
:.=::-c::=:-::=---:JW/riii•IDO 
: 19811-1992 
• I 

-u a8§A-97 : 
A if f1:1Jl71f 

FPL Group, Inc. 6 Subsidiaries 
Syb1idiary; Florida Poytr & Lisbt Compa ny 

ACcauBD VACATIOI PAr 

Net Adjuataenta to Incoae 

Sea pas• 4 for calculations 

13,111,2113 ($630,2611) ($4,411 ,11711) ($4 ,411,11711) 

I SSUE 

To consider an inforaal cleia aubaittad to correct tba coaputation of vecation pay for Florida Power • Li&ht Co.pany fo r tba tex r-ar 19111 . 

na taxpayer tiled an illforaal c:.aia attupUna to eorrac t tvo an-ore in the 
~alculation of the Section 411 adjuataant made necaaaary by the chana•• to the 

'JX lav in 1917. 
1.. They etatad ~,.incorrectly deducted 16,262,623 too ll\1ch in 19811 for .918 vacation pay accrul . leainnina 1-1-1111, an aaployar vu allove4 to deduct •• currant axpana? only :lie 1180unt of vacation pay accrual ectually paid by J-1S of tba follovina ,..,. . 
2. The caxpa,.r alao atatad they vera entitled to an edditional deduction in 1911 of IU,60S,361 baaed on the Sacti:~n 4•1 chanaaa foUovina tba repeal of Section 463. ThU IU, 60S ,361 v .. brou&ht into ince~~~e accordina to tba parcantaa•• preecribad by lav in 191111, 19119, 1990 end 1991. 

The arrora cited ebova vill be eddraaaad aaparetely. 
1. For tax yun beainniAC before 191111, an eccrual .. thod -.lo,.r eould elect to deduct vacation pay that vaa paid durina the tax year or vi~ I 1/2 aonths after ella and of tha nar. Cude Section 463 , vbicls ~raittad Cilia election, vaa repealed for tax ,..,.. baatnntna aft.,. 12- 31-17. leatne•na 1- 1-11, an MP1oyer• a dldactioa fN qcatJ.on pay aunad durlna the tax year vill conai .c only of" MOUDta paid durina the year or within 2 1/ 2 aontha altar year-and. 

auumn or m ru.um . 1ITtW1 amm mna Ftn III·A (bf, l-41) 

raae I 
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• • feci 116-A l BXPLANATXON OP' XTEMS 
- t''''"~tz : 
•• r~ru 

FPL Group, Inc. ' Subaidiariaa 
Sybaiditryt florida Poyer i Li&h' Cowpany 

:stetJe 1e. er 
:a.wu 
• 
''::' n.u==-{ffJ=o""r"'•,....,••='"• - -

19111-1992 

Thia taxpayer ·baa atated ita -.ployeea a~;e not allow.d to talca vacation in the .... year in vbich it ll .. nacl. Tbare!ore, the Only aeount O! the CUL"t'ant year• • accrued vac:ac.ioa pasr vllida 1a clecluctlbla bsr tha taxpayu h daa aeount actually paid to ... lo,.u II)' 3-U o! tha aubnquant y .. r . Thb adjuac.ent is clatailacl in It .. 3 oo Paae 4 attacbad. 

2. A c:haaa• !rot~ tile r ... ". •tbod or accountin& for vacation pay to tha aetbod req~ UDder tbl 1117 Act ia treated •• a cbaaaa to .. thod of accountiaa Wtiat .. bF die •upayer aad .. da vitb the couant or tba 
Sacratar)'. The MC •• or tba adjuat~~ant .requin:d by tba cha•ae in accountiaa .. tllod equab tba uc:aaa or: (1) tba IIIOWit in tba Y&C&Uoa pay account aa of tba laat clay or the tu.abla year imacliately prac:acllaa tb.a 
tu.ab1a year or cbeap OYer (2) tba aeount of accruacl vacation pay •• or tba cloaa or the taw•ble ,..r t-zldlately pracadin& the taxable year or tba cbanaa that ia paid vttblll 2 ' 12 110atba after the cloaa of auc:h tuabla year. Thia aaount 1a to be radllc:ad by tba balance in tba auapeoaa account u or tha cloaa of the t•••bla ,..r tm1diatal7 pracadina the ta•abla yau. o! cbanae. Thia taXpayer baa atatacl they clid not bava a suapaua account . 

'"han the et~tlre a Gilt of tba adjuatlltnt ia attributable to tba taJI year 
imecUatab p.racad""l tba year or cbanta, the total adjuat81Dt 1a to be taken · ,to account in CCIIIIPiltlOI t&X&bla iaCOIIa for tba yaa.r or chaqa. The aeount •ttributabla to tbe taa ~r t-cliataly p.racadf na tba year ot chsaa• b tba ditfareoca in the ..ount of the adjuac.ent datal"aillad uodar Coda Section 481 (a ) for tba yelft of cbaap 8114 tba 1110unt or tba a4Juat~~ant that -ld baYa baaa required uadar ~·hCtlGJ~ 411(a) if tba .... c:h&A&a in •thod of 

accounUJI& bad baao ul!a tor a11c:h prKadiaa year . Thea a calculatioaa are datallad in Ita 2 ora Paae S att.acbed . 

The taxpayer bad illcoHactly c:a1c:ulated tba Section 481 a4juat8Ut aa 
S12,60S,361 ¥ben it ac~lly abould be $11,867 ,984 . BoviYer, thia i• really inc:oaaaquantial . lioca thia us,ayar bad aot ~ntaillacl a Suapaaaa Account under tba prior lav, the aotin UIOunt of the Section 481 adjuat:Mnt il attributable to 1917 . ftarafora, tba total 1110unt u to ba ukaa into account in c:a.q;~utina tuabla taco.~ tor 1911 . Thu adjuat~Mnt 11 detailed ill lt ... 1 
and 2 on Paa• 4 attached. 

How.var, io ca1C11ladal tba ort1~111l Section 481 adjuatMnt, tba t.upayer datal"ainad tba t12,60S,J61 ~ld oa brouaht into inco.a over a tour ,..r period baud upoo percaacaau oaUiaacl in section 4~1. Thil vaa ia anor and adjuat:IQJlta ahould oov ba ...S. raaoviaa tbaaa a110unta tr- taxable 1nco.a . Thia adjuac.ent ia dataihd io It• 1 oo :'ala 4 attached. 
. . 
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Subaidiary; florida Pgytr & Licht Cqmpany 

l '' ,,, ... " 
l...Wt 
• 
'1.-:::TUI/?IIl==~.:--,I:::D:::D:---
l 1988-1992 • • 

Tba lllforaal elaia aublli t~ by the talq)ayer baa bHa addruaad aD4 1a beiaa alloved. Taxable iaeo.e 11 iacreaaed t3,111,213 in 1911, decreaaad 1630,261 
ia 1989, and deerea1ad S4,411,878 ia both 1990 aad 1991. 
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! 

Other ID- - Colltl'lllutiou In Aid ~ Cou."ruot.ion 

lilA. 

Adjuataant to 
Incoaa 
Cdeoreue) 

S(3,121 , 3118) t3.115.847 t4 ,984,307 t2 ,282 ,388 S3,900,856 

tSSIJB 

What is tbe corr•ct a~t to be reported by florida Power • licht 
Coapany in the tax Jeera 11111 - 1982 aa contribution& in aid of conatruction 
CCIAC)? 

fA 'iTS 

Part of the adJuataenta abown above ariaa froa an infor.al claia filed 
bJ the taxpaJar with the InterD&l Be•anue Service.! florid& Power l Lllbt 
""IIP&DJ ia a aubaidlarY •bleb !ilea with the oonaol1datad 1roup wader the 

i:ent coapanJ - I'1'L Ql'OUp, lao. Nban the taxpayer filed tbe oricillal 
conaolidated f~eral corporate iDeO.. tax returna for the yaara 11111 - 1111, 
the aaowat of the centrJ,'butloaa ill aid of conatruct!on that waa r.ported ••• 
ovantated ill •- yeua ad waderatat.cS in other yeara, accordlAc w the 
inforaal olaia. Mben 'be taxpayer fil.cS the ... nded 1912 corporate tax 
return, a re•iai.on wu alao ucla to t.b• aaount of taxable cue that wea 
or~inally reported . 

Florida Power l Llcht Coapany Mintaina a .,ataa of power l1Dea that 1a 
daai1ned to deliver eleotrlolty to ouatoaera. Tbla &Jataa conalata o1 aeYeral 
different t ype a of poWar linea lf:l'\b apaolflc function&. lilb•YOl uaa 
tranaa1aa1on linea o&r¥7 electriOitJ froa the power plant to the taxpayer ' a 
varioua aubatatlona . 'ftMt •volt&le 1a cut by a tranaforaar at the aubatatlOD 
and the electricity la 1enarall1 carried alona a diatrlbatlo~ lilla to the 
vicinlty of the cuato~~ara . A aanica line 1a ••nerally ll&ed to o01111aot th• 
individual euawaar to the ut111ty•a dlatribution lin.e . fbla coDDeot.loD ia 
aenerally referred to aa a -aarrioa drop· . 

In order to be connected to the t~yer·e power diatributlon .,..._, 
the eueto .. r aay ha•• to paJ a DODreourrlnl faa to cover the coat of axt.Adinl 

. . 
1 The illforaal a~ ooaaia~ of a aobedule that vu prape.racl bJ 

Florida Power l Lilb~ Coapuy•a tax clapart..nt entitled JI!IUS - 'liZ CIIC . 
C•lgulat!on•, alona " lth ae .. ral aupporttDc aohedulaa . 

Department of the Treaaury - Inte~l Revenue Service 
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Schedule Mo . or 
lxbibit IIIHI5.rrt 

Year/Period IDdod 
1988 - 1992 

the povar line. Moat often ~Dly a aervioe line ia needed but oocaaionall7 a diatribution lioe .uat be inat.llod for lar1er proJoota auoh aa aubdiYiaiona, 
aanu~acturiu pleat., or ocnurcial bulldiqa . 

Cuatoaora uaully brre • oboiea ln .. laoti.D& tba aanDar that power will be dol1Yorecl to tbair pNten? . The prlaary ac:thod of cSeU.vuU.. H"ice to tba ouato-r la t~ •• •Jtandar~ O.arbead Service·. Thla iD'Iob• o•erhead power linea that cODDeOt directly to the reaidaneo or bu1ld1.D& . Thla typo of aer•ice ceaeralb doea GOt lDYohe anr charco to t~ cuat-r. If , botl•••r. 
( 1) undunoUACS ••"ice ia recaueatad, C2) tho lanatb of the ••"See drop a rraator tb&D the ·aMJ~dard leacth•, or (3) the aatiaat.<l coat to connect the cuatoaor'a line to tupa7ar' a power llou 1e cr•a~r tb&A throe tiNa tho eatt.atod aADu•l Kilowatt lour (lMB) aalaa over the now line, a one tiae f .. , baaed upon tar~ff cbarc•• approYed by the rlorida Public Service co .. 1aa1on ( fPSC) , UlF be obarced . Thea• one tiae fees are claaa1f1od by tho Couiaalon •• Contribution& in Aid of Conatructlon. · 

Section 118(b) of the Internal Revenue Code of 19&4 provided a epoolal - ·•lo for oontr.1batlona i n aid of oonatruction received by recul.atad public llltiao providi.Da oart.ln aarvicea . Onder tbio rule, contribution• 1D aid of conatruction .. ro treated aa contribution• to capital and ~•ro therefore oltcludad fro• cro.._lac_ und•• a.ation 118(a). Section 824 of tho Tu l.afora Act of 1111 (Pub. L. Mo. 111-IIU) chanced tho traat .. nt of &80\UlU received •• con~ribatioaa in aid of construction a~ter Daoaaber 31, 11188 , in taxable yaara oAdiDc after aucf- flo. 

HeM aaction 111(b) of the atornal Revenue Code of 1986 eXPraaal7 provides tbat contribut~ona lD aid of couotruotion and other coutributlona aada by a cuatoaer or potential cuoto .. r (collec tively, ·ci&c~- ) are DOt contribution• to oaplt41 and tbl.lo are pot excluded fro. .-ro-a ID':lc 1 under aaction 118. &ccor4iAcly, auob &aount• are requirod to be include~ in crooa 1ncoae under aeotion 81 . 

On Dacaabar 21, 1917, tbe liS ralaaaad Hotice 87·82,1 vbicb diacuaaad several ioauao involvlDC CIACa and the ~bane• 1n Section 111 . SeotioA II of Hotico 17·82 deale with ralooatlon of utility facil1t1aa . Tbio baa ~icular relevance to the iaatant oaae beoauae tba taxpayer ia claiai~ axea»tloa fro• taxation for aitnificant aaounte of relocation faeo racaiYed . 

a Kotioe ST-82, lecqlpted ~•b11c ntt1 1ttee - Contrt)uttqne tp Atd of CQn•tnJnt'on Aft•r Tex Reforw, 1117-2 C.B_ 388 . 

Depart11ent o f the TreaaUI'l' - Internal Revenue Service 
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FPL Group, Inc. and 8uba1d1arie8 1988 - 1992 S ubnid1nrv; Florida Pavor & I.1cbt Coepony 

Section II of the Hotice at•tea: 

I ..... 

II. llelooatiou of Otility raoilitiee 

The IDternal Beveaue &enloe bu received 
llWMI'OUII ~1111'1.. NCAI'd.iaa tbe federal J.ncoM tax 
traat..Dt UDder ~ 1111 Coda of ~eaa and other aaounta received ~ u•llltlee for ralocatina 
utility fanilf.'tiee ( ·relooatiou ~e .. · ) . 
frequentlJ', ut.Uiti .. are required to relocate 
utility faclliti .. 1D or4er to accoe.odate a public 
rlaht-of-wa)'. ror eaa.ple, • utility line .. ,. h••• to be relocated 1n ord.er to allow for the 
conatructiou or uprov-ut of a pu.blio b14bway . 
StailarlJ', overh .. d ~•111~ 11Dea aay be placed 
under~ound und.er a co•enM1lt.al procraa undertaken for reuou of acnt:llitJ' .. ~uca and public 
aafetJ'. In aucb oaaea, the utility typically receivea, d.ire~lJ' or. iud.ireot.lJ', a relocation fee in reiaburaeMnt for the co~• of 
relocatina the utility faoilitiea. Tba lacialat.ive hiatorv to aeotion 824 of the Act 1ndicatea that 
Coocre•• vtewed tbe rooelpt '" utilitiea of cue. 
u a prepe)'aaDt tor future aenicea thai the 
ut111tiea would ~f,d.e to tbe,ir ~etoaere. 
H. B. llep. llo. n-42A, lltb Cou., lat. 
S.aa. 843-tS (1188) c•Bouae leport•) . Co~••• 
viewed the excluail>D of tbeM ~t• froa 1Dcoee aa inappropriate· and accord1Jlcly, "required tba~ a utility 

report aa an 1tea of 11'088 iAco .. 
the value of aDJ' propert)', 1nolucS1nc 
acoey, that it reoel••• to provide, 
or eocour&~e .•. the provieioo of, 
eervicea to or for ~ benefit of the 
peraoo tranafarriAC the propert:r. A 
utility 1a oonaidered .. ba•iAI 
received propertr to eaoour~ the 
proviaioa of aenlaea lt the ~e1pt 
of the propertr ia a prereguiaita to 
the proviaioo qf aarvio .. , 11 the 
raeeipt of tbe l'l'OMHJ' real.llta lu 
the proviaioo of a8(Yloea earlier 
thaD would be the aue lad the 

Department of tho Treaaury - Internal Reveoue Service ron e_,e -A 
p ... ~ 
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\ . 

property aot bleD received, or 1f 
ttie receipt of the property. 
otberwlae cauae~ the tranaferor to 
be f'&'IOrecl ill uy way, 

Kouae llepor\ At IIU. 

't'be 1-ctal.&ti'fe history to the Act alao 
inclloatea \bat a 

peraOD traasferrlna the property vlll 
be couU.recl •• hav1na bH11 
beoeflted [fl'OII auch tranderl 11 he 11 the 
~raOD who wtll receiVe the . 
[ut111t7l aenlo .. , an o,rur o1 the 
$11'0Pirt? tbat vlll recltive the aenio .. ·; 
a fo~r onu ot the property tllat wUl 
reoal .. the aenioea , or it he derivea 
~ bellefit trO. ~. property that will 
reoe1Y• the aenloea. 1'hlu, a Wilder 
vho tr..nden property to a ut111ty 1n 
order to obt&tll aenioea tor a houae 
tbat he waa paid to build v111 be 
ooaaidfred aa haYlnl belletited troa the 
p~riaioQ of tU atl'Yioe• ... 
deaplte the taot tbat the builder aay 
ne .. r haW• bad an ovuerabip 1otereet 
til ttut prQperty ud aay IMke the 
t~fe1· to tlut ut1Uty after the bouae 
bee beoo coapleted and accepted . 

Houae Buoort at IJU-4!. 

In ooDtraa.t , the lecial.&tive h1atory to the Aot 
provicka that the 1'41PM1 of aectioD. U8(b) of 
the 1814 Code ctoea Dot lfteot tranefere of . 
PlrONM7 Which U. Dot aade 1o OOD.D.eOt10D With 
the Pl'O'fUloa of 'ftrYiou, 1nolud1n& e1tuat1ou 
where ·u. Ia. o1ee•ty •lywp ~ tJaa bftMU& at 
~ mh12Q I& & ..,,,, ga Uw.. pr1eea • ·t•x•t'n• 
feqfAr 11. Sir& tnpefen, • Id. ( eapbaaia &deled ) 

land OD tile fon.roU., tbe federal lnco .. 
~~ t'rlltniU of IMilj 1P" of reloc-tiOD fa .. · 
baa D~ baa affeoted l]r 8eatiOD. 824 of the Act . 
U . for e•MPlao jA Ma. 'II&. •bA"D th.a!.. a. 
pazttqnler vrrr• ,..,.,, • ., b1 .. ut3Tttx dAu. 

.... ··=--~~~-:-.-~-:-.:==---;o:-::~"'7"'";::----:---.-------::~~ 
Departllent of the Tre&~ury - In-ternal Revenue Service font 8~-1 , ... ~ 
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or by a coYera.ental entity) to pay the utility for the ooau of l'e1ooat1Dc utility tao111t1aa 1D order to ob\&1a aao••• to utility earYioae for a dte 'tbe ~r 11 dnelopiDC . 81Doe the pa~ of tbe re~tlon fa .. 1a a prarequielta to obta1a1ac atUUy eerY lou. the P&ntent 11 a ClAC aDd 11 iDcladed 1a the ut1lity ' a tnoo .. , recarcU••• of wbe~r ~ P&nlaular uUlltY f.aollltl .. beiac relooa~ are rel•tecS to tbe aite tba cu.to .. r 1• deYeloplQc . Relocation faea are trea~ aa CIAC. and 1Dcluda4 1D pooaa inco .. if auch ~nta ret.te to the PMYialoD of earYioaa b7 the utility, re&ardl••• of the atatua or identity of the oaatoeer fro. whoa the fee• are recel•ed . lor ax•aple, aaauae a utility reo•~••• a payeent relatiDc to ~ rel ocation or ext.n.lon of utility faallltlaa to a n .. ly conatructed ~lcipal balldlDI (•·•·• a PUblic hoapltal, clYic 0..\ar, or ·•-> who•• operatlou are coDduoted fc~ tile baoefit of tba coaaunity at laqe. Alr~\l .. alao tbet pa7JMnt of the re~tiOII f .. waa required 1A order to obtain utility aenioea for ~ uw buildiDc . 81Doe the relocdiOD f" 11 a prer~u111te to the pnY111oD of Ml"'t1oea to the cu.to..r , the f" 11 a Cl&C ad iaold.. 1D P'ON 1Dcoea nen tbonch \a.. oaaw.er 11 uoluabely 4111PC1Dc to aoti'flt'- for the tNbllo bezle.fit . 81aUarb , par-ta tlaat are .... to a utility aa a prel'ellDiaito to JtM uUUty proddiAc n .. or adclltloul MrYloee to particular cuatoean are treated aa ot&Ca ud lDOluded 1D pooaa 111ooee beoauae auoh pa,..nta are a prereq\l1a1 te to the ~ro•laiOD of aerYt.oae b7 the utility, althou,ch a CCYUD .. Il\al 1Dt1ty ~y be aUiDC the payaeDtl 111 quatlOD. C...Uala adc!ed ) 
6e•eral of~ eituatlou ·biabl~bted 1n ~ot1oe 87·82 were aDcountared 1D the iDatant oaaa. 'l'ba tiQU'II' Pro-tided doouaeDtatiOA (work ordere, eto . ) that deror ibed the work 111 autf1o1ent detail to .. tabUeb that they •are oDt1tled to axolude oartain work orc!ara fro• 1Aooee ••111 tb~·lb theY were cue. . for •x •pla, tile ., .. ,.r 1Dit1ally did not axolwla a elp.1i1c&Dt nuaber of work orclare wben the. work perfonad waa aolel)' to relocate utilitY l1Dee to aooo .. adate ~ LKJIEiloa of a public roadway . Tho .. eTOeDditur•• h&Ye been allowed aa ..n of the loforaal olaia . 
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There v~re alao .... .-at aituatioa. vbere tbe taxpa.,.r axoluda4 work ordera froa 1DOOIM tba.t ebctvld ba'le ~~~ illolu.ded ~oauae tb.., "" aotualb CIACa . Thole work ordere "re 1a.1Uallr deterailled to M public baetlt 1t.aa as deecr1bed 1D lot1ca lf-82 but upoa axaaiDat1on were fOUDd to be raoraal CIACa and therefore not elillbla for excluaion . 

·. 

Departaent of the Treaaui'J' - Internal Revenue Service 
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"") MOlP, J:NC. 

I QRJQA er;tf1H • LIW:fT 1711-19!2 

, ..•. 
Whether cueta.er deposits recsiv~ by ttw- taMpayer to .nsure pays.nt of bilh 1s inc~ upon .-.celpt. 

FftrCTia 

Florida P-.r • Li;ht is a public utU 1ty engaged in the g.naratiet~ of electricity ~d uses the accrual ssthod of •ccounting. Under this .. thod of accountinQ the taMpayer included cust~r security deposits in 1nco .. pursuant to~. 1 . 401-SCc), 

In 1n1, t.he taapayer fUecl a t'ttquut for c~ve in accoununv .. thod under Revenue Pt'ocedure 84-74 1nvoki~Q the tar~• and conditions spac1f1ad wndet' Revenue Proc~,.. 91-31. The t'ttquast was f or exclusion of ~•toast' deposits tr~ taMable irtca.e. 'rhe year of ch~Qe was the yeat' beQ1nn1nQ .January 1, 198&. The lftC Section 481 Ca) adJustaent to be spread over s1M yeat's was y·"3,709. 
d.. taJC yea,. 1 .. , the tupay.,. .. de a Schedule lt-1 Wltry of t:Z,663,68& for taMable customer deposits. 

The amount. ,. .. ultino fra., the ch&noe in accountino .. thod a,.e as follows• 
•yua 
198& 
1986 
1987 
1988 
1'189 
1990 

Totals 

rns les. fll .... 
• 2,1.60,.18 

2,660,618 
·z.660,1f18 
2,6160,.18 
~ . ..o.•t• 
Z.MO.tl! 

sl0,,963,70• 

"WVW'H lcb. n-1 
• r,t.22,o49 · 

J.,1:z<J,~ 
<23,681> 

2,b63,68& 
0 
0 

s &,392,088 

Iqtel 
• 4,283,267 

:s, 790,053 
2,636,93? 
&,324 , ~03 
2 1660,6J,I 
2. t60·*'' 

a21, 3&& ,797 

The Suor ... Court rwnderecl Judg-t on .January 1990, t'slattnq to the cust~r depo8it i••ue in the Jndi•napglia PpHtc & Light . Co •• 473 us 203 ''''9' case. The coul"t stated that cuata.er depos1ts were not advance pay .. nts for •lactricity and therefore do not con•titute t a xable inca.a. 

. . 

Oeoartm•nt o1 the Treasury - Internal Revenuo Service 
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