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Treas. Reg. Section 1.168(d)-1(a)
Applicable conventions-half-year and mid-quarter conventions

(a)In general. Under section 168(d), the half-year convention applies to depreciable property
(other than certain real property described in section 168(d)(2)) placed in service during a taxable
year, unless the mid-quarter convention applies to the property. Under section 168(d)(3)(A), the
mid-quarter convention applies to depreciable property (other than certain real property
described in section 168(d)(2)) placed in service during a taxable year if the aggregate basis of
property placed in service during the last three months of the taxable year exceeds 40 percent of
the aggregate basis of property placed in service during the taxable year (" the 40-percent test").
Thus, if the depreciable property is placed in service during a taxable year that consists of three
months or less, the mid-quarter convention applies to the property. Under section
168(d)(3)(B)(i), the depreciable basis of nonresidential real property, residential rental property,
and any railroad grading or tunnel bore is disregarded in applying the 40-percent test. For rules
regarding property that is placed in service and disposed of in the same taxable year, see
paragraph (b)(3) of this section. For the definition of "aggregate basis of property,” see paragraph
(b)(4) of this section.
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