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product line or activity, you may need to acquire additional business assets for the
big push. Fortunately, the tax law provides generous benefits for year-end ...
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If your business is ramping up operations at the end of the year or pivoting to a new
product line or activity, you may need to acquire additional business assets for the
big push. Fortunately, the tax law provides generous benefits for year-end purchases.
In fact, depending on your situation, you may be able to deduct most, if not all, of the

costs of assets placed in service this year.

The tax write-offs are based primarily on three depreciation-related tax breaks.
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1. Section 179 deduction: Under Section 179 of the tax code, your business can
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e The deduction 1s reduced pasis for costs above a threshold.
This figure was also raised by the TCJA. Itis $2.59 million in 2020 (increasing to
$2.62 million in 2021).

Despite the limits, this is often sufficient to cover your entire cost for 2020, but

there’s more.

2. Bonus depreciation: The TCJA also doubled the 50% first-year “bonus
depreciation” deduction to 100% for qualified property placed in service after
September 27, 2017. For these purposes, qualified property includes tangible property
depreciable under the Modified Accelerated Cost Recovery System (MACRS) with a

recovery period of 20 years or less.

Furthermore, the TCJA also expanded the definition of qualified property to include
used property. Previously, bonus depreciation was only available for new property.
Note that the new Coronavirus Aid, Relief, and Economic Security (CARES) Act fixed
a glitch in the TCJA, thus allowing certain “qualified improvement property” (QIP)

to qualify for bonus depreciation.

Be aware, however, that the bonus depreciation tax break is scheduled to be phased
out over five years, beginning with property placed in service in in 2023. No

deduction will be allowed after 2026 unless Congress revives this tax break.

3. MACRS deductions: MACRS is generally associated with the regular depreciation
deductions that businesses have relied on for decades. Under MACRS, the cost of
qualified property placed in service is recovered over a specified period of years, with

larger write-offs in the early years of ownership.

Annual deductions are based on the “useful life” of the appropriate property. For
example, computers have a five-year useful life, while most other types of equipment

or machinery are depreciated over seven or 15 years. This deduction is available to


mailto:info@cpapracticeadvisor.com

“clean up” any amounts remaining after the Section 179 and bonus depreciation
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service anytime during 2020—even 11 1t’s the last day of the year:

Benefits

CPA Practice Advisor is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry of CPE

Sponsors.
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