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Buy Now, Depreciate Now

What Does An Enhanced Section 179 of the Tax
Code Do for Capital Equipment Purchases in 20107

Almaost every shop owner can recall what he/she paid for a

piece of capital equipment in his/her shop. Smart shop owners
can even tell what year of depreciation a piece of capital |

equipment is in, and how much was claimed on the shop's taxes.

But, a recent rewriting of the tax code has changed this practice.

In the past, any acoountant
would tell you that a brake
lathe, aligrment system or lift
must be depreciated over five
vears of more. This is so the tax
value is spread out over the
entire duration that the equip-
ment is used in the business.
This was outlined in Section
179 of the tax code.

Section 179 of the Tax Code
is sometimes referred to as the
“SLV Tax Loophale” or the
“Hummer Deduction™ because
many businesses have used this
tax code o purchase qualifying
vehicles (like SUVs and Hume-
s, In (Fse past three years,
Section 179 has been altered in
hope of boosting the econanmy
and pulling us out of the “Great
Recession.”

The “Economic Stimulus Act
of 2008 enhanced Section 179
s shops can write off the entire
capital equipmem purchase
price for the vear they buy it It
wars exctencled an additional vear
by the “American Recovery and
Retnvestrment Act of 2009,” and
on March 18, 2010, President
Obama signed the “HIRE Act of
2010 keeping enhanced
Section 179 intact for tax year
2010, But, it does not make
any provisions for 2011,

A Few Ground Rules

Assols claimed as a Section 179
deduction, or 179 expensing as
the write-off is commaonby
called, must be depreciable,
tangible personal property. This
generally includes lifis, tire
changers, and even computer
hardware and software, Real
estate, however, doesn't count.

The equipment must be used
primarily for a business purpose
imore than 50% of the time),
Yo can still expense an item if
vou wse it for both business and
personal purposes, but the Sec-
tion 179 dedwction then is lim-
itedd to the business percentage
of the iem's cost.

Be careful, though, about who
selle you the equipment. If vou
bary it from a relative or an entity
in which you have a controlling
inferest, you can't expense i,

Do your recent or planmed purchas-
s meet these guidelines? Good.

Look at The Numbers

You can deduct the equipment in the
year i which vou place it in service
a5 long as it doesnt exceed bwo cru-
cial thresholds: the annual dollar limit
and the annual investment limitation,

Tax legislation in 2003 dramatically
increased both of these amounts, The
Tax Increase Prevention and Reconcil-
iation Act, which became law in May
2006, extended the more benedicial
Section 179 expensing thresholds
through 2009, thanks to pressure from
the Mational Federation of Independ-
ent Businesses (NFIR).

Im 2006, vou could expense up to
$108,000 in business equipment, 5o if
someone spent 5100,000 on heavy
machineny for their comstruction busi-
niess and anather 515,000 to upgrade
the company’s computer system, they
could write off most of these costs on
their tax retum.

Thee 57,000 that exceeds the limit
must be depreciated. When you
exceed the limit, as in this example,
the choice of which equipment to ex-
pense or depreciate is vours, General-
Iy, you should deprociate the property
with the shorter recovery period, since
you'll recoup those costs more gquickly.

It's no problem if your expenses
don't reach the maximum dollar
amount. You can expense as much
{within the limit) or as litthe as you
want, depending on your overall
business and tax situations,

I instaroes where you have
extraordinary expenses, however, your
Section 179 write-off will be reduced.

This is where the annual investment
limitation comes into play.

Stimulus Act Modifications

The specific impact the Economic
Stimulus Act has had on the Section
179 deduction is related to the dollar
limits of the deduction. The previous
dollar limits were a $125,000 limit on
the deduction, and the total amount
of equipment purchased could not
excesd $5300,000. The Economic
Stimulus Act significantly raised these
limits, The new deduction lmils be-
came 250,000 on the deduction,
and the total amount of equipment

SHOO, 000,

Anather change that the Economic
Stimulus Act of 2008 brought 1o Sec-
tion 179 is it ofered a one-time
“bonus first vear depreciation” of 5006
on qualifying equipment. This was
after the above deduction limil was
reached.

In other words, if you bought
enough equipment to exceed the
$250,000 deduction, you could take
a *bonus” 500 depreciation on the
rest — this was in addition to normal

depreciation.

Beware of Potential Pitfalls

ot all states have followed federal law
changes through the Last few vears, so
bassiness expense and depreciation
rules might be quite different on your
state retumn, Be sure to keep reconds
that will help vou meet vour local tax
rules as well as those of the IRS,

If vou expense an item and then later
sell the equipment or stop using it for
more than 50% of the time in your
brusiness, vou might have to recapture
some of the federal deduction you orig-
inally claimed. 5o if yvou plan o use the
equipment for only a shoet time, con-
sicher dhepreciating i instead 1o avoid
this complicated recapture process.

Section 179 can change yearly
without notice, so now is the time to
assess your shop's equipment needs
so you can take advantage of this gen-
erous 1ax code while its still available.
Section 179 offers small businesses a
greatl opportunity 1o maximize their
purchasing power. In addition, the
Economic Stimulus Act of 2008, the
Recovery Act of 2009 and the HIRE
Act of 2010 have provided the small
business owner with genenous new
{and higher) deduction limits.

50 take the time (o determine
whether vour shop has the proger
tools and equipment to handle
increasing service demands, especially
as people hold onto their vehicles
lomger. Most of the equipment your
business will purchase or lease quali-
fie for the deduction, so do your
homework and verify that your busi-
ness i leveraging the Section 179
deduction this year. S0

Adapted by Andrew Marke!, editor
of Brake & Front End magazine, from
information provided by the National
Federation of Independent Businesses,
wwwnibr.com,



