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It’s time to start thinking about year-end
purchases as tax season approaches
Chances are you didn’t start your company or business
because you love getting into the nitty gritty of tax filings,
but for business owners, filing and paying taxes comes with
the job. The good news is there are tax incentives that can
make your returns a little less painful — the Section 179 tax
deduction and bonus depreciation.

While Section 179 and bonus depreciation may look the same
on the surface, there are some important differences.

“Basically, both are options to accelerate tax depreciation,”
says Derek Adams, a partner at the Evansville, Indiana, office
of BKD CPAs and Advisors. “Neither option impacts your
books, but both reduce your
taxable income.”
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Section
179
Section 179 allows business owners to
deduct the full price of qualifying
purchased or financed equipment during

$1,040,000
is the amount allowed
to be deducted in
2020

the tax year. For the 2020 tax year, the
equipment must be installed and put into
service between Jan. 1, 2020, and Dec. 31,
2020. However, there are limits when it
comes to Section 179.

“The deduction for 2020 is $1,040,000, but
it’s also capped.” says Aaron Wilzbacher,
vice president at Harding, Shymanski &
Company, P.S.C.

To make sure this deduction is something
that benefits small and mid-sized
businesses, after eligible purchases reach

$2,590,000
is the purchase limit

$2,590,000, the $1,040,000 deduction

before deductions

begins to phase out on a dollar-by-dollar

begin to phase out

basis. Businesses that spend more than
$3,630,000 on eligible equipment purchases
won’t receive the deduction.

Though Section 179 is a permanent fixture in
the Internal Revenue Code, each year the
caps are adjusted for inflation. IRS Form
4562 is used to report a Section 179
deduction.

Another key part to Section 179 is that
businesses can pick and choose which
assets to deduct, giving this deduction a
little more flexibility than bonus
depreciation. And though it’s possible to get
to zero taxable income with Section 179, the
deduction can’t be used to put you in a
taxable loss.

$3,630,000
or more in purchases
cannot use the
deduction
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Bonus
Depreciation
Bonus depreciation allows business owners to
deduct 100% of qualifying purchased or
financed equipment in the first year it is put into
service. Unlike Section 179, bonus depreciation
is not a permanent part of the tax code.

As of now,
bonus
depreciation
will drop to:

80%

in 2023

“Bonus depreciation right now is set to sunset,”
says Adams. “If nothing changes after about
five years, new legislation would have to be
passed for it to continue.”

While Section 179 allows businesses to pick
and choose which assets to deduct, bonus

60%

depreciation is automatic and all or

in 2024

nothing. However, business owners can elect
out of classes with bonus depreciation. If

40%

you have five-year property, seven-year

in 2025

property, and 15-year property, you could
elect out of all the properties in one of

20%

those classes.

in 2026
“If I had 10 assets that were 15-year
properties, I could elect out of bonus

0%

in 2027*

depreciation on those 10 assets,” says
Adams. “But I couldn’t elect out of five of
the 10 assets.”

Finally, unlike Section 179, bonus
depreciation can take you into a taxable
loss that can be carried forward or, for a
limited time, potentially carried back up to
five years.

*Bonus Depreciation is
set to expire in 2027.
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What
Property
Qualifies?
Rules are very similar for Section 179 and bonus depreciation when it comes to
determining what kinds of purchases qualify. Bonus depreciation used to only be
available on new assets, but now both bonus depreciation and Section 179 can be
used on new and used assets.

Both deductions can be used on tangible personal property, like machinery,
equipment, vehicles, office furniture, computers, and more, and require vehicles to
have a gross vehicle weight of at least 6,000 pounds.

Through the CARES Act passed earlier this year, Qualified Improvement Property (QIP)
is now eligible for both deductions, where formerly QIP was only eligible under Section
179. Though land and buildings do not qualify for either deduction, QIP qualifies and
includes interior improvements made to a nonresidential building. QIP excludes
building expansions, elevators and escalators, and internal structural framework.

Even leased and financed equipment can qualify for both Section 179 and bonus
depreciation, which would let you deduct the full cost of the equipment despite there
being a balance due.
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State Laws
While federal rules are consistent
regarding Section 179 and bonus
depreciation, state laws vary.
Nevada, South Dakota, Washington, and Wyoming have no corporate income tax.
Alabama, Alaska, Colorado, Delaware, Illinois, Kansas, Louisiana, Minnesota, Missouri,
Montana, Nebraska, New Mexico, North Carolina, North Dakota, Oklahoma, Oregon,
Utah, and West Virginia allow bonus depreciation, though rules and limits vary.

Section 179 is allowed in 46 states, though many have their own limits on how much can
be deducted. For example, Arkansas, California, District of Columbia, Hawaii, Indiana,
Kentucky, Maine, Maryland, New Jersey, North Carolina, and Texas all allow Section 179
but limit deductions to $25,000.

The best course, especially if you’re filing in multiple states, it to speak with your tax
professional about what options are the best for your situation. And with all purchases,
it’s important to check with your tax professional to make sure they qualify before
purchasing.

“It’s different for each taxpayer, which is why it’s important to talk to your tax
professional to see what the best options are for you,” says Wilzbacher. “There are a lot
of variables depending on that person’s tax situation or what they want to do.”

Adams reminds clients that while Section 179 and bonus depreciation generally will yield
the same amount of tax savings in the long run (assuming tax rates are the same each
year), it will make your tax savings come faster. They simply accelerate that savings. Of
course, in the business world where cash flow is lifeblood, sooner is nearly always better
than later.
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