
YEAR-END TAX PLANNING
FOR CAPITAL GOODS IN AN

UNCERTAIN LEGISLATIVE ENVIRONMENT

With the prospects of the economy turning
around in the upcoming year and encouraging
news from the U.S. Census Bureau about
increases in orders for and shipments of
manufactured durable goods, businesses may
finally be considering capital purchases.  To add
more incentive, the remainder of 2009 is a good
time to buy thanks to the availability of tax
benefits such as first-year bonus depreciation,
an extraordinarily high expensing deduction
amount, and short-term writeoffs for diverse
assets such as farm machinery and equipment,
leasehold improvements, restaurant buildings
and improvements, and retail improvements. 

However, these tax breaks may not be around
after this year due to mounting concerns about
expanding budget deficits. Thus, businesses
should consider year-end tax planning when
budgeting for capital purchases.  Some planning
ideas follow.

Buy Depreciable Property and Place It in Service
This Year to Obtain Bonus First-Year
Depreciation

Although bonus first-year depreciation has been
extended in the past few years, expectations are
that this benefit will not be available beyond the
current statutory period. Unless Congress acts,
additional depreciation deductions for qualified
property   equal to 50% of the adjusted basis will not
be available after this year. Thus, business
enterprises which are planning to purchase new
depreciable property this year or the next should
try to accelerate their buying plans to gain a
huge after-tax advantage. 

The general bonus depreciation rules are as follows:

• The taxpayer can deduct currently 50% of the
cost of the qualified property. 

• The adjusted basis is then reduced by the
additional 50% depreciation deduction before
computing the amount otherwise allowable as a
depreciation deduction for the tax year and any
later tax year. 

• If Section 179 expensing (see below) is claimed
on qualified property, the amount expensed
“comes off the top” before the additional 50%
first-year depreciation allowance is computed. 

• Then the taxpayer computes regular first-year
depreciation and future years with reference to
the adjusted basis remaining after expensing
and after the additional 50% first-year
allowance.

A further advantage is that there is no alternative
minimum tax (AMT) depreciation adjustment for
property written off under the bonus depreciation
rules.

Illustration: Micro, Inc., a calendar-year
business, needs to buy $500,000 of office and
computer equipment. If it does so before
January 1, 2010, and places the property in
service before that date, Micro may claim a first-
year depreciation allowance of $300,000
[($500,000 × .50 = $250,000) + ($500,000 -
$250,000 × .20 = $50,000)]. This assumes that
the half-year convention applies for 2009.  If it
waits until 2010 to buy the assets, and bonus
first-year depreciation is not extended, Micro's
regular first-year depreciation allowance using
the year-year convention would be only
$100,000 (20%). Additional benefit of Section
179 expensing is also available – see
discussion below.

The bonus depreciation deduction is determined
without any proration based on the length of the tax
year. As a result, bonus first-year deductions are
available even if qualifying assets are in service for
only a few days in 2009. 

Caution: Accelerating a purchase in 2009 may
not always be a good idea. For example, it may



not produce good results for a taxpayer that has
an about-to-expire net operating loss. 

How to qualify for bonus depreciation. In general,
an asset purchased in 2009 qualifies for the bonus
depreciation allowance if: 

• It falls into one of the following categories: 

- property to which the modified accelerated
cost recovery system (MACRS) rules apply
with a recovery period of 20 years or less; 

- computer software;
- qualified leasehold improvement property;

or,
- certain water utility property. 

• It is placed in service before January 1, 2010
(certain property with a recovery period of ten
years or longer and certain transportation
property may be placed in service before
January 1, 2011). 

• Its original use commences with the taxpayer.
Original use is the first use to which the property
is put, whether or not that use corresponds to
the taxpayer's use of the property. 

The 50% additional first-year depreciation allowance
applies to qualified property unless the taxpayer
“elects out.” The election out may be made for any
class of property for any tax year, and, if made,
applies to all property in that class placed in service
during that tax year. 

Caution: A taxpayer that “elects out” of
additional first-year depreciation for a specific
class of property is subject to the AMT
depreciation adjustment for property in that
class. That means AMT depreciation is
computed using the 150% declining balance
method (switching to straight-line in the year
necessary to maximize the allowance), except
that straight line is used for property for which
straight line depreciation must be used for
regular tax purposes. The recovery period is the
same for AMT and regular tax purposes. 

Additionally, a corporation may choose, under an
election that is made for its first tax year ending after
March 31, 2008, to forego bonus and accelerated
depreciation in exchange for the present allowance,
as refundable credits, of otherwise-deferred “pre-

2006 credits” (research credits from tax years
beginning before 2006 and credits for AMT paid that
are attributable to tax years beginning before 2006).
 
Code Section 179:  Expensing Limits for 2009

Under Section 179, a taxpayer, other than an estate,
trust, and certain non-corporate lessors, can elect to
deduct as an expense, rather than to depreciate, up
to a specified amount of the cost of new or used
tangible personal property placed in service during
the tax year in the taxpayer's trade or business. The
maximum annual expensing amount generally is
reduced dollar-for-dollar by the amount of Section
179 property placed in service during the tax year in
excess of a specified investment ceiling. The
amount eligible to be expensed for a tax year cannot
exceed the taxable income derived from the
taxpayer's active conduct of a trade or business.
Any amount that is not allowed as a deduction
because of the taxable income limitation may be
carried forward to succeeding tax years. 

Will this benefit survive?  For tax years beginning
in 2009, the expensing limit is $250,000 and the
investment ceiling limit is $800,000. However,
unless Congress modifies the rules once again, the
expensing limit for 2010 will be halved to $125,000
and the investment ceiling will be reduced to
$500,000 (with adjustments for inflation). 

For tax years beginning in 2009, a taxpayer's
expensing election is phased-out completely when
its investment in qualified expensing-eligible
property reaches $1,050,000. For tax years
beginning in 2010, unless Congress changes the
rules,  a taxpayer's expensing election will be
phased out completely under the investment ceiling
limit when its investment in qualified expensing-
eligible property reaches  approximately $660,000.

The current, generous expensing limits mean that
most small businesses, and even some medium-
sized businesses with moderate capital equipment
needs, may be able to claim a full deduction for
eligible assets bought and placed in service in tax
years beginning in 2009. Businesses with greater
machinery and equipment needs can use bonus
depreciation to write-off purchases in excess of the
Section 179 investment limit. The combination of
expensing and bonus depreciation may make an
especially compelling argument for accelerating
purchases into this year. 



Illustration: Calendar-year Techno Corp.
expects a sizable profit of $10 million of taxable
income from the active conduct of its trade or
business for 2009 and is looking to expand. It
expects that it will need to buy $800,000 of new
seven-year assets either before the close of this
year or early next year. Techno has not bought
other depreciable assets this year. If Techno
buys the seven-year assets near the close of
2009, the mid-quarter convention will apply. It
can write off $534,817.50 this year, as follows:

• $250,000 expensing + 
• $275,000 bonus depreciation [($800,000 -

$250,000 expensing) × .50] + 
• $9,817.50 [($800,000 - $250,000 expensing

- $275,000 bonus depreciation) × .0357 first
year allowance under the mid-quarter
convention for seven-year property placed
in service in the last quarter]. 

If Techno buys the assets next year, it will not
qualify for expensing at all because of the
investment limit (unless the rules are changed).
Assuming bonus first-year depreciation is not
extended, it will only be able to claim a first-year
writeoff of $142,800 ($800,000 × .1785 regular
first year allowance, if the half-year convention
applies). 

Last Year for Extra-Generous Luxury Auto
Depreciation Limits?

If bonus first-year depreciation deductions come to
an end at the close of 2009, so will the extra-
generous first-year dollar limit on autos, light trucks
and vans subject to the Code Sec. 280F “luxury
auto” rules. Under Code Sec. 168(k)(2)(F)(i), the
first-year depreciation deduction for new vehicles
that qualify for bonus depreciation is $8,000 more
than the first-year depreciation limit that would
otherwise apply. 

For new vehicles bought and placed in service in
2009, and that qualify for bonus first-year
depreciation, the boosted first-year dollar limit is
$10,960 for autos (not trucks or vans), and $11,060
for light trucks or vans [passenger autos built on a
truck chassis, including minivans and sport-utility
vehicles (SUVs) built on a truck chassis]. 

The regular first-year luxury auto limits (e.g., for
used vehicles) are $2,960 for autos and $3,060 for

light trucks or vans. However, these boosted dollar
amounts apply only for vehicles bought and placed
in service before 2010. As a result, taxpayers
thinking of buying a new auto, light truck or van for
trade or business use should buy the vehicle and
place it in service this year if they want to maximize
first-year deductions. 

Illustration: A real estate appraisal company is
thinking of adding another $30,000 minivan to
its fleet of vehicles used by appraisers to visit
properties. If it buys the minivan and places it in
service before the end of 2009, the first-year
depreciation deduction will be $11,060 for 2009.
If it waits until 2010 (assuming Congress does
not extend bonus depreciation and assuming
regular first-year allowances remain the same
as they are for this year), the first-year depre-
ciation deduction for the minivan will be only
$3,060. 

Caution: The dollar limits must be reduced
proportionately if business/investment use of a
vehicle is less than 100%. For example, assume
a taxpayer who is a self-employed person buys
a new $35,000 minivan and uses it 60% for
business and 40% for personal driving. The first
year dollar limit is $6,636 if he buys the minivan
in 2009 and it is eligible for bonus first-year
depreciation ($11,060 × .60), and $1,836 if he
buys it in 2010 and bonus depreciation and
enhanced auto writeoffs are not available
($3,060 × .60). 

Observation: Heavy SUVs—those that are built
on a truck chassis and are rated at more than
6,000 pounds gross (loaded) vehicle
weight—are exempt from the luxury-auto dollar
caps because they fall outside of the definition
of a passenger auto. Under that weight limit not
more than $25,000 of the cost of a heavy SUV
may be expensed. The balance of the heavy
SUV's cost may be depreciated under the
regular rules that apply to 5-year MACRS
property (e.g., a 20% first-year depreciation
allowance if the half-year convention applies for
the placed in service year). 

However, with the 50% first-year bonus
depreciation available for qualified assets
bought and placed in service in 2009 (in addition
to the $25,000 expensing allowance and regular
depreciation), taxpayers buying and placing in



service new heavy SUVs in 2009 may be
entitled to write off most of the cost of the
vehicle.

Effect of Half-Year and Mid-quarter Conventions
on Year-End Tax Planning

The half-year convention generally applies in the
computation of depreciation deductions for property
(other than real property) first placed in service
during the current tax year. Under this convention, a
business asset placed in service at any time during
the tax year is generally treated as having been
placed in service in the middle of that year. 

However, the half-year convention only applies if
property placed in service during the last three
months of the tax year (other than property
expensed under Section 179, residential rental
property, nonresidential realty and certain other
excluded categories) does not exceed 40% of all of
such property placed in service during the entire
year. If it does, then a mid-quarter convention
applies.  Under that rule, personal property placed in
service during any quarter of the tax year is treated
as if it had been placed in service at the middle of
the quarter in which it was placed in service. 

Illustration: Widget Inc., buys one depreciable
asset during 2009, a $50,000 used machine that
is five-year property under MACRS.  Assume
Widget is not eligible for Code Sec. 179
expensing. If it places the asset in service
during the first three quarters of its tax year, the
first-year depreciation allowance is $1,000
(20%). If it places the asset in service during its
fourth quarter, the writeoff is slashed to $250. 

The standard wisdom has been that businesses
should try to avoid final quarter purchases because
doing so could trigger the mid-quarter convention.
However, the availability of bonus first-year
depreciation this year on most new machinery and
equipment purchases substantially diminishes the
hazards of buying in the last quarter. A full bonus
depreciation allowance is available even if the mid-
quarter convention applies. In that case, the mid-
quarter allowance is taken on the adjusted basis of
the property after reduction for the bonus
depreciation allowance. 

Illustration:  ABX Inc., a calendar-year
corporation, is close to buying $500,000 of new
five-year property. This will be its only

equipment purchase for the year and ABX is not
eligible for Code Sec. 179 expensing. If ABX
buys and places the assets in service before
October 1, 2009, it may claim a first year
depreciation allowance of $300,000 [($500,000
× .50 = $250,000) + ($500,000 - $250,000 × .20
= $50,000)]. If it waits until the last quarter to
buy the assets and place them in service, ABX's
first year depreciation allowance will be
$262,500 [($500,000 × .50 = $250,000) +
($500,000 - $250,000 × .05 = $12,500)]. 

Observation: Use of the bonus first-year
depreciation allowance has no effect on the
determination of whether or not the mid-quarter
convention applies. The 40% test is computed
with reference to the adjusted basis of non-
realty assets placed in service during the year,
without reduction for the bonus depreciation
allowance. 

It may be possible in some cases to avoid
application of the mid-quarter convention by
electing to expense property placed in service
during the last quarter. On the other hand,
deliberately exceeding the 40% limit to trigger
the mid-quarter convention may be a sound
strategy where the taxpayer has placed a large
amount of property in service during the first
quarter of the year. For instance, if a calendar-
year taxpayer placed a large amount of five-year
recovery property in service in March of 2009,
application of the mid-quarter convention will
produce a 10-1/2 month depreciation deduction
for that property. 

Items in this publication should not be considered official
statements of position, nor advice for individuals or organizations
without consulting a professional advisor.  This information is not
intended to be, nor can it be, used by any taxpayer for the
purpose of avoiding tax penalties. For more information, please
contact tax directors Leo Parmegiani or Joe Lee or the director
in charge of your account.
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