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Bi g Ta x Be ne fi ts Endi ng Thi s Ye a r
by Brad Hall, Managing Director, Hall & Co., CPAS

he President signed into law the Small Business Jobs Act (SBJA) of 2010 on
September 27, 2010 and The Tax Relief, Unemployment Insurance Reauthorization
and Job Creation Act of 2010 (“The Tax Relief Act”) on December 17, 2010 that provide significant increases in tax deductions related to capital expenditures.
The SBJA increased Section 179 expensing levels of new or used tangible personal
property to $500,000 (phase-out threshold amount is $2 million) for the taxable years
beginning in 2010 and 2011. The Tax Relief Act further extends the Section 179 expensing of
capital expenditures for tax years beginning in 2012 to $125,000 (phase-out threshold of
$500,000). Under the previous law, the maximum deduction was only $250,000 for tax year
beginning in 2010 and $25,000 for tax year beginning in 2011. Qualified Section 179 property includes business personal property, qualified leasehold improvement property, qualified
restaurant property, and qualified retail improvement property.
The Tax Relief Act also provides 100% bonus depreciation for business capital expenditures placed in service after September 8, 2010
through December 31, 2011. For furniture and equipment placed in service after December 31, 2011 and through December 31, 2012, the bill
provides for 50% bonus depreciation. This bonus depreciation applies
only to purchases of new tangible personal property, which means that
it must not have ever been used before. This provision is one of the most
expansive for businesses. Unlike Code Section 179 expensing, it is not
limited to use by smaller businesses, capped at a certain dollar level, or
requires taxable income of the business. Both the bonus and 179 offset
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both regular and alternative minimum tax.
In order to benefit from either of these major deductions (bonus or
179) the business property must be placed in service by the dates reflected above. The SBJA
also removes cellular telephones from the definition of listed property for tax years beginning
in 2010 which will relax the audit exposure on this relatively insignificant expense.
One major concern with both the higher bonus and 179 deductions is that for those businesses that finance the purchases in order to get the deductions, there potentially will be a
cash shortfall in the subsequent tax years unless either the tax savings are placed into a
reserve fund or the business is generating plenty of current cash flow to offset the additional
tax burdens (loss of depreciation deduction in years when loans are repaid). In years following the year of purchase, the business will be paying the loan principal and have no tax benefits associated with this, thereby creating a tax burden at whatever the tax rates happen to
be in at that time.

T

Benefit for vehicle purchases over 6,000 lbs.
One obscure benefit of the 2010 Tax Relief Act is a provision that allows purchasers of new
SUVs and trucks over 6,000 lbs. in weight to expense the entire cost in the year placed in
service (assuming the vehicle is used 100% for business use). If the vehicle is a used one,
then the deduction is limited to $25,000 under Section 179. Be very cautious as the 100%
Section 168 deduction for new SUVs and trucks over 6,000 lbs. is only available through the
end of 2011. After this year, the bonus depreciation drops back down to 50% through
December 31, 2012. If you are not sure whether your vehicle qualifies, you can contact your
auto dealer to inquire about the specific vehicle, or your CPA can provide you a list of qualified vehicles.
As an example, if your company bought and placed in service a new 2011 Cadillac
Escalade costing $72,000 and the business use is 90%, the business would be entitled to
write off $64,800 in 2011. This is because the Cadillac Escalade is rated at over 6,000
pounds according to the manufacturer.
If the company buys a vehicle under 6,000 lbs., the depreciation allowance is capped at
$11,060 the first year and dwindles to $1,775 from the fourth year onward. Basically you only
get to write off approximately $20,000 the first four years of ownership. Therefore, buying a
business vehicle that is over 6,000 lbs. can really provide a major tax deduction for the business. This rare opportunity ends this year.
Deductions for leased vehicles and equipment
The question that is often asked is whether a business is entitled to take either the Section
168 or 179 deductions if the vehicle or equipment is leased. The answer depends on whether
or not the lease term extends throughout the vehicle or equipmentʼs useful life, whether it is
an open-ended lease, or whether there is an option to purchase the vehicle or equipment at
a nominal or below market price at the end of the lease. Be sure to discuss this carefully with
your CPA before entering into a lease to make sure you will be able to take the full deduction
in the first year of the lease.
However, California has not conformed to these two wonderful federal provisions.
Therefore, California does not provide for 100% bonus depreciation, and the Section 179
deduction is only $25,000.
Expansion of bonus depreciation is a huge benefit to all American businesses. If not
already done, every company should review capital spending plans and revise them to obtain
the maximum tax benefit from this generous provision.

The 2010 Tax Relief Act extends the R&D credits through the end of this year
Research & Development (R&D) credit is one of the biggest unclaimed credits available to
most businesses today. This credit is for companies of any size that design, develop or
improve products, processes, techniques, formulas or software. For 2010 only, R&D credits
for “Eligible Small Businesses” can offset Alternative Minimum Tax and are eligible for a five
year carryback period. Do not underestimate the power of this one year window of opportunity. For 2010, companies, or their owners, who may be subject to alternative minimum tax
or even in a taxable loss situation, should review their R&D activities and take advantage of
this potentially huge tax benefit.
For more information, please contact Brad Hall at 949-910-4255 or bh@hallcpas.com.

