
The TCJA rules were welcomed with open arms by 
business taxpayers in 2017 when they provided for 100% 
expensing of any qualified property placed in service after 
September 27, 2017. That maximum benefit, however, 
expired in 2022, and for tax years beginning after 
December 31, 2022, the 100% bonus depreciation 
deduction is phasing out 20% per year until it fully sunsets 
after the end of the 2026 calendar year. Accordingly, 
deductible amounts are 80% (2023), 60% (2024), 40% 
(2025), 20% (2026) and 0% (2027).3 

For example, if a business places a qualified asset into 
service in 2024, it will be able to deduct only 60% of the 
asset’s cost under the bonus rules, not the full 100% that 
could have been deducted in 2022 or the 80% that could 
have been deducted in 2023. If that business were to place 
the same asset into service in 2027, it wouldn’t be able to 
take any bonus depreciation on the asset. 

Qualified property for the purpose of bonus depreciation 
includes depreciable business assets with a recovery period 
of 20 years or less and certain other property.4 The following 
are examples of qualified property eligible for bonus 
depreciation: equipment, machinery, furniture, computers, 
appliances, and qualified film, television or live theatrical 
productions.5 Also, “qualified improvement property” is 
included as “qualified property” for purposes of bonus 
depreciation, meaning that many interior upgrades to 
buildings are eligible for accelerated cost recovery.6 

As previously noted, the bonus depreciation rules apply to 
qualifying property, including used property, acquired and 
placed in service after September 27, 2017.7 

In 2017, the Tax Cuts and Jobs Act (“TCJA”) extended important bonus depreciation rules on 
qualified property that were set to expire at the end of the 2019 tax year.1 These expanded 
write-offs have now begun to phase out.2 Business taxpayers who understand the sunsetting 
provisions of these deductions will be better prepared to implement tax planning strategies over 
the next few years.  
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It is important to note the difference between when assets 
are “placed in service” and when assets are “purchased,” 
because an asset is not eligible for the bonus depreciation 
deduction until it is placed in service. According to the IRS, 
an asset is not considered to be “placed in service” until it is 
“first placed in a condition or state of readiness and 
availability for a specifically assigned function.”8 
Businesses looking to accelerate and/or maximize their 
bonus depreciation deduction benefit over the next few 
years may want to place any new assets into service in the 
earliest year possible and prior to the deadline so as not to 
potentially miss qualifying for the deduction at all.  

For example, a machine purchased by a business in 2024 
will be eligible for the 60% depreciation deduction if it is 
placed in service before the end of 2024. However, if the 
company waits until 2025 to place the asset in service, the 
asset would be eligible only for the 40% deduction that is 
allowed in the 2025 tax year.  

Bonus depreciation is mandatory; however, any taxpayer 
that does not wish to take it in a given tax year can elect out. 
The election out must be made separately for each class of 
property (3-year, 5-year, 7-year, etc.) in the form of a 
statement attached to a timely filed return.9 Any taxpayer 
who fails to elect out of bonus depreciation on its timely 
filed return or amended return and does not claim bonus 
depreciation is using an improper accounting method. In 
that case, the taxpayer needs to file Form 3115, Application 
for Change in Accounting Method, under the automatic 
change procedure and incorporate the additional bonus 
depreciation as an adjustment on its currently filed tax return.10 

If the election out of bonus depreciation is filed, it generally 
cannot be revoked without IRS consent. However, a taxpayer 
who made an election out may revoke it by filing an amended 
return but only within six months (excluding extensions) of 
the original return’s due date. Once the six-month period has 
ended, the only way to revoke the election is to obtain an IRS 
letter ruling consenting to the revocation.11 

The bonus depreciation rules are often extremely beneficial 
in the short run, as they can drastically reduce taxable 
income for the selected year by accelerating the 
depreciation of assets. Businesses should plan accordingly, 
as bonus depreciation will entirely phase out by the end of 
2026 year unless Congress decides to extend it. Starting 
with the 2027 year, only certain businesses may be able to 
maintain some initial-year expensing using the rules of IRC 
Section 179. Section 179 rules, however, include certain 
dollar, investment and taxable income limits which make 
the deduction under Section 179 far less attractive than the 
current bonus depreciation allowances.12 
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