Section 179 – Election to Expense Certain Depreciable Business Assets

General

The allowable deduction and phase out limits were increased with the passage of the Jobs and Growth Tax Relief Reconciliation Act of 2003 signed May 28, 2003.

Under the revised provisions of IRS code, section 179  a sole proprietor, partnership or corporation can fully expense up to $100,000 of tangible property purchased and “placed in service” on or after January 1, 2003. Previously, amounts that could be fully expensed in 2003 were $25,000. 

Examples of Eligible property includes:

· Machinery and equipment

· Furniture and fixtures

· Most storage facilities

Limitations

· If eligible property exceeds $400,000 (previously $200,000) in a tax year, you can’t take the full deduction.  For every dollar above $400,000 the business owner loses a dollar in deductions.  As an example, in 2003 if eligible property purchased exceeds $500,000, for the year, there is no deduction.  In addition, there is no carryover for deductions disallowed by the $400,000 investment limit.

· The tax deduction that can be claimed is limited to aggregate taxable income.  Amounts disallowed by this limit can be carried over to the next year and added to the cost of any eligible property placed in service that year.

Advantages of Section 179

· Allows business owner to fully expense certain business expenses immediately instead of depreciating them across a period of years.

· Less obvious advantages:

· Lowers adjusted gross income (AGI), which can help you qualify for various deductions which are limited by AGI.

· Lowers earned income, which can increase an earned income credit.

· Allowed in full even if the eligible property is placed in service on the last day of the year.

The information provides general guidance in applying tax credits and deductions.  This should not be construed as providing financial advice, tax advice and/or rendering advice on tax return preparation.  Consult your tax advisor to best assess your potential savings and to confirm the code interpretations.

