§ 1.31–1

26 CFR Ch. I (4–1–09 Edition)

(6) Basis adjustment. As of the first
day of the taxable year in which the recapture event occurs, the basis of the
qualified electric vehicle is increased
by the recapture amount and the carryover reductions taken into account
under paragraphs (b)(1)(i) and (ii) of
this section, respectively. For a vehicle
that is of a character that is subject to
an allowance for depreciation, this increase in basis is recoverable over the
remaining recovery period for the vehicle beginning as of the first day of the
taxable year of recapture.
(7) Application of section 1245 for sales
and other dispositions. For purposes of
section 1245, the amount of the credit
allowable under section 30(a) with respect to any qualified electric vehicle
that is (or has been) of a character subject to an allowance for depreciation is
treated as a deduction allowed for depreciation under section 167. Therefore,
upon a sale or other disposition of a depreciable qualified electric vehicle, section 1245 will apply to any gain recognized to the extent the basis of the depreciable vehicle was reduced under
section 30(d)(1) net of any basis increase described in paragraph (b)(6) of
this section.
(8) Examples. The following examples
illustrate the provisions of this section:
Example 1. A, a calendar-year taxpayer,
purchases and places in service for personal
use on January 1, 1995, a qualified electric
vehicle costing $25,000. On A’s 1995 federal income tax return, A claims a credit of $2,500.
On January 2, 1996, A sells the vehicle to an
unrelated third party who subsequently converts the vehicle into a non-electric vehicle
on October 15, 1996. There is no recapture
upon the sale of the vehicle by A provided A
did not know or have reason to know that
the purchaser intended to convert the vehicle to non-electric use.
Example 2. B, a calendar-year taxpayer,
purchases and places in service for personal
use on October 11, 1994, a qualified electric
vehicle costing $20,000. On B’s 1994 federal income tax return, B claims a credit of $2,000,
which reduces B’s tax by $2,000. The basis of
the
vehicle
is
reduced
to
$18,000
($20,000¥$2,000). On March 8, 1996, B sells the
vehicle to a tax-exempt entity. Because B
knowingly sold the vehicle to a tax-exempt
entity described in section 50(b) in the second full year from the date the vehicle was
placed in service, B must recapture $1,333
($2,000×66 2⁄3 percent). This recapture amount
increases B’s tax by $1,333 on B’s 1996 federal

income tax return and is added to the basis
of the vehicle as of January 1, 1996, the beginning of the taxable year in which the recapture event occurred.
Example 3. X, a calendar-year taxpayer,
purchases and places in service for business
use on January 1, 1994, a qualified electric
vehicle costing $30,000. On X’s 1994 federal income tax return, X claims a credit of $3,000,
which reduces X’s tax by $3,000. The basis of
the
vehicle
is
reduced
to
$27,000
($30,000¥$3,000) prior to any adjustments for
depreciation. On March 8, 1995, X converts
the qualified electric vehicle into a gasolinepropelled vehicle. Because X modified the vehicle so that it is no longer primarily powered by electricity in the second full year
from the date the vehicle was placed in service, X must recapture $2,000 ($3,000 × 662⁄3 percent). This recapture amount increases X’s
tax by $2,000 on X’s 1995 federal income tax
return. The recapture amount of $2,000 is
added to the basis of the vehicle as of January 1, 1995, the beginning of the taxable year
of recapture, and to the extent the property
remains depreciable, the adjusted basis is recoverable over the remaining recovery period.
Example 4. The facts are the same as in Example 3. In 1996, X sells the vehicle for $31,000,
recognizing a gain from this sale. Under
paragraph (b)(7) of this section, section 1245
will apply to any gain recognized on the sale
of a depreciable vehicle to the extent the
basis of the vehicle was reduced by the section 30 credit net of any basis increase from
recapture of the section 30 credit. Accordingly, the gain from the sale of the vehicle is
subject to section 1245 to the extent of the
depreciation allowance for the vehicle plus
the credit allowed under section 30 ($3,000),
less the previous recapture amount ($2,000).
Any remaining amount of gain may be subject to other applicable provisions of the Internal Revenue Code.

(c) Effective date. This section is effective on October 14, 1994. If the recapture date is before the effective date of
this section, a taxpayer may use any
reasonable method to recapture the
benefit of any credit allowable under
section 30(a) consistent with section 30
and its legislative history. For this
purpose, the recapture date is defined
in paragraph (b)(4) of this section.
[60 FR 39649, Aug. 3, 1995]

§ 1.31–1 Credit for tax withheld on
wages.
(a) The tax deducted and withheld at
the source upon wages under chapter 24
of the Internal Revenue Code of 1954 (or
in the case of amounts withheld in 1954,
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under subchapter D, chapter 9 of the
Internal Revenue Code of 1939) is allowable as a credit against the tax imposed by Subtitle A of the Internal
Revenue Code of 1954, upon the recipient of the income. If the tax has actually been withheld at the source, credit
or refund shall be made to the recipient
of the income even though such tax has
not been paid over to the Government
by the employer. For the purpose of
the credit, the recipient of the income
is the person subject to tax imposed
under Subtitle A upon the wages from
which the tax was withheld. For instance, if a husband and wife domiciled
in a State recognized as a community
property State for Federal tax purposes
make separate returns, each reporting
for income tax purposes one- half of the
wages received by the husband, each
spouse is entitled to one-half of the
credit allowable for the tax withheld at
source with respect to such wages.
(b) The tax withheld during any calendar year shall be allowed as a credit
against the tax imposed by Subtitle A
for the taxable year of the recipient of
the income which begins in that calendar year. If such recipient has more
than one taxable year beginning in
that calendar year, the credit shall be
allowed against the tax for the last
taxable year so beginning.
§ 1.31–2 Credit for ‘‘special refunds’’ of
employee social security tax.
(a) In general. (1) In the case of an
employee receiving wages from more
than one employer during the calendar
year, amounts may be deducted and
withheld as employee social security
tax with respect to more than $3,600 of
wages received during the calendar
year 1954, and with respect to more
than $4,200 of wages received during a
calendar year after 1954. For example,
employee social security tax may be
deducted and withheld on $5,000 of
wages received by an employee during
a particular calendar year if the employee is paid wages in such year in the
amount of $3,000 by one employer and
in the amount of $2,000 by another employer. Section 6413(c) (as amended by
section 202 of the Social Security
Amendments of 1954 (68 Stat. 1089)),
permits, under certain conditions, a socalled ‘‘special refund’’ of the amount

of employee social security tax deducted and withheld with respect to
wages paid to an employee in a calendar year after 1954 in excess of $4,200
($3,600 for the calendar year 1954) by
reason of the employee receiving wages
from more than one employer during
the calendar year. For provisions relating to the imposition of the employee
tax and the limitation on wages, see
with respect to the calendar year 1954,
sections 1400 and 1426(a)(1) of the Internal Revenue Code of 1939 and, with respect to calendar years after 1954, sections 3101 and 3121(a)(1) of the Internal
Revenue Code of 1954, as amended by
sections 208(b) and 204(a), respectively,
of the Social Security Amendments of
1954 (68 Stat. 1094, 1091).
(2) An employee who is entitled to a
special refund of employee tax with respect to wages received during a calendar year and who is also required to
file an income tax return for such calendar year (or for his last taxable year
beginning in such calendar year) may
obtain the benefits of such special refund only by claiming credit for such
special refund in the same manner as if
such special refund were an amount deducted and withheld as income tax at
the source. For provisions for claiming
special refunds for 1955 and subsequent
years in the case of employees not required to file income tax returns, see
section 6413(c) and the regulations
thereunder. For provisions relating to
such refunds for 1954, see 26 CFR (1939)
408.802 (regulations 128).
(3) The amount of the special refund
allowed as a credit shall be considered
as an amount deducted and withheld as
income tax at the source under chapter
24 of the Internal Revenue Code of 1954
(or, in the case of a special refund for
1954, subchapter D, chapter 9 of the Internal Revenue Code of 1939). If the
amount of such special refund when
added to amounts deducted and withheld as income tax exceeds the taxes
imposed by subtitle A of the Internal
Revenue Code of 1954, the amount of
the excess constitutes an overpayment
of income tax under Subtitle A, and interest on such overpayment is allowed
to the extent provided under section
6611 upon an overpayment of income
tax resulting from a credit for income
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