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2012 YEAR-END TAX PLANNING 
FOR BUSINESSES

Recently, end of year tax planning for businesses has been complicated 
by uncertainty over the future availability of many tax incentives. The 
2012 year-end is no different. In 2010, Congress extended many business 

incentives for one or two years. These incentives are about to expire. In addition, 
many of the “Bush-era” tax cuts are scheduled to sunset at the end of 2012. It is 
unclear if Congress will provide further extensions as they debate across-the-board 
spending cuts scheduled to take effect in 2013. In addition, businesses must prepare 
to comply with healthcare reform. This combination of events provides tax planning 
considerations unique to 2012 that requires a multi-year strategy taking into 
account a variety of scenarios and outcomes.

For instance, in recent years, Congress has used bonus depreciation to encourage economic 
growth. Currently, a special 50-percent first year bonus depreciation allowance is provided for 
qualified property. This allowance is scheduled to expire after 2012 (2013 in the case of certain 
longer production period property and certain transportation property). The equipment eligible 
for bonus depreciation must be placed in service and not merely purchased before the end of the 
year to be eligible for 2012. Placed-in-service generally requires installation and ready-for use in 
the business.

Bonus depreciation also relates to vehicle depreciation dollar limits. For 2012, the first-year 
depreciation allowed for vehicles subject to luxury-vehicle limits is increased by $8,000. Unless 
the bonus depreciation is extended, 2012 will be the final year in which substantial first-year 
write-offs for the purchase of a business vehicle may be available.
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In addition to bonus depreciation, taxpayers may also take advantage 
of the generous dollar limitation and investment limitations for 
Code Sec. 179 expensing. For 2012, the dollar limitation is $139,000 
with a $560,000 investment ceiling on the purchase of all otherwise 
qualifying property. These limitations drop to $25,000 and $200,000, 
respectively in 2013.

Purchased property may qualify for both Code Sec. 179 expensing 
and bonus depreciation. Code Sec. 179 expensing should be taken 
first, followed by bonus depreciation and then regular first-year 
depreciation. For example, a 2012 purchase of $400,000 in assets that 
qualify as five-year property would be entitled to a $139,000 Code Sec. 
179 deduction, a $130,500 bonus depreciation and a $26,100 regular 
depreciation deduction assuming a half-year convention. 

REPAIR REGULATIONS
For tax years beginning on or after January 1, 2012, the rules for 
capitalizing improvements to tangible property are provided as part 
of a group of regulations known as the “repair regulations.” The 
regulations are broad and far-reaching – they apply to every business 
taxpayer that uses tangible property, whether owned or leased. 
Neither the form of entity that operates the business, nor the entity's 
foreign or domestic status, plays a role in determining their relevance. 
Manufacturers, wholesalers, distributors, and retailers – are all affected.

In general, these regulations attempt to provide standards for 
distinguishing repairs from capitalized improvements based on 
principals developed over the years in court cases and IRS rulings. 
A change by a taxpayer to conform to the repair regulations is an 
accounting method change, and a corresponding adjustment is 
generally required. This adjustment serves to put the taxpayer on 
the same accounting method for all amounts incurred both prior to 
and after the effective date of the regulations. Therefore, taxpayers 
adopting an accounting method change under the capitalization 
regulations must examine repairs and capitalized expenses for prior 
years in order to calculate the adjustment. 

Taxpayers with an "applicable financial statement," such as a certified 
audited financial statement, may claim a current deduction for the cost 
of acquiring items of relatively low-cost property, including materials 
and supplies, if specific requirements are met. The aggregate cost 
which may be expensed annually under a taxpayer's expensing policy 
is subject to a ceiling equal to the greater of .1 percent of gross receipts 
or 2 percent of total depreciation and amortization reported on the 
financial statement. 

“BUSH-ERA” TAX CUTS
The “Bush-era” tax cuts is the collective term for the tax measures 
enacted in the Economic Growth and Tax Relief Reconciliation Act of 
2001 (EGTRRA) and Jobs and Growth Tax Relief Reconciliation Act of 
2003 (JGTRRA). EGTRRA and JGTRRA made over 30 major changes 
to the Tax Code which are scheduled to sunset at the end of 2012. 
The following are highlights of the major changes for business and 
investment in 2013 resulting from the sunset –
 • Reduced maximum capital gains rate expires 
•  Lower capital gain tax rates for qualified five-year gain will be 

revived 

•  Exclusion of gain on sale of small business stock treated as AMT 
preference item will increase 

•  Taxation of qualified dividends at capital gain rates will no longer 
apply 

• Credit for employer-provided child care facilities and services expire 
• Accumulated earnings tax rate increases to 39.6 percent 
• Personal holding company tax rate increases to 39.6 percent 
• Repeal of collapsible corporation rules expires

HEALTH CARE
On June 28, 2012, the U.S. Supreme Court upheld the constitutionality 
of the Patient Protection and Affordable care Act (PPAC). As part of its 
primary purpose to facilitate health care reform, the PPAC includes key 
tax provisions that affect businesses. Many business and employers 
waited to fully implement these provisions until the Supreme Court 
determined the fate of the health care reform law. Now, however, 
businesses must comply with the rules under PPAC. 

Although it was optional in 2011, Form W-2 reporting is mandatory 
for 2012 and thereafter. Employers must disclose the aggregate cost 
of applicable employer-sponsored coverage provided to employees 
annually on the employee’s Form W-2. Regardless of whether the 
employee or the employer pays for the coverage, the aggregate cost 
of the coverage reported is determined under rules similar to those 
used in determining applicable premiums for purposes of the COBRA 
continuation coverage requirements of group health plans.

PLANNING
Many taxpayers are wondering how they may be able to prepare for 
2013 and beyond, and what to do before then. The short answer is to 
quickly become familiar with the expiring tax incentives and what may 
replace them after 2012, and to plan accordingly. We can help you 
align traditional year-end techniques with strategies for dealing with 
uncertainties created by Congress’s delay in addressing sunsetting tax 
rates and the extension of other major tax benefits. Please call our 
office for an appointment.
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2012 YEAR-END TAX PLANNING – 
BUSINESS CONSIDERATIONS

In recent years, end-of-the-year tax planning for businesses has been 
complicated by uncertainty over the future availability of many tax incentives. 
This year is no different. In 2010, Congress extended many business tax 

incentives for one or two years. Now, those incentives have expired or are scheduled 
to expire. Whether they will be extended beyond 2012 is unclear as Congress 
debates the fate the Bush-era tax cuts and across-the-board spending cuts 
scheduled to take effect in 2013. In the meantime, you need to be aware of the 
expiring provisions and explore developing a multiyear tax strategy that takes into 
account various scenarios for the future of these incentives.

CODE SEC. 179 EXPENSING
Code Sec. 179 gives businesses the option of claiming a deduction for the cost of qualified 
property all in its first year of use rather than claiming depreciation over a period of years. For 
2010 and 2011, the Code Sec. 179 dollar limitation was $500,000 with a $2 million investment 
ceiling. The dollar limitation for 2012 is $139,000 with a $560,000 investment ceiling. Under 
current law, the Code Sec. 179 dollar limit is scheduled to drop to $25,000 for 2013 with a 
$200,000 investment ceiling.

Businesses should consider accelerating purchases into 2012 to take advantage of the still 
generous Code Sec. 179 expensing. Qualified property must be tangible personal property, which 
you actively use in your business, and for which a depreciation deduction would be allowed. 
Qualified property must be newly purchased new or used property, rather than property you 
previously owned but recently converted to business use. Examples of types of property that 
would qualify for Code Sec. 179 expensing are office equipment or equipment used in the 
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manufacturing process. Additionally, Code Sec. 179 expensing is 
allowed for off-the-shelf computer software placed in service in tax 
years beginning before 2013.

If your equipment purchases for the year exceed the expensing dollar 
limit, you can decide to split your expensing election among the new 
assets any way you choose. If you have a choice, it may be more 
valuable to expense assets with the longest depreciation periods. As 
long as you start using your newly purchased business equipment 
before the end of the tax year, you get the entire expensing deduction 
for that year. The amount that can be expensed depends upon the 
date the qualified property is placed in service; not when the qualified 
property is purchased or paid for.

Congress could raise the Code Sec. 179 dollar limit and investment 
ceiling for 2013. In July 2012, the Senate voted to increase the Code 
Sec. 179 dollar amount to $250,000 with an $800,000 investment 
limitation for tax years beginning after December 31, 2012. The House 
voted to increase the Code Sec. 179 dollar amount to $100,000 
with a $400,000 investment limitation for tax years beginning after 
December 31, 2012.

BONUS DEPRECIATION
The first-year 50 percent bonus depreciation deduction is scheduled to 
expire after 2012 (2013 in the case of certain longer-production period 
property and certain transportation property). Unlike the Section 179 
expense deduction, the bonus depreciation deduction is not limited 
to smaller companies or capped at a certain dollar level. To be eligible 
for bonus depreciation, qualified property must be depreciable under 
Modified Accelerated Cost Recovery System (MACRS) and have a 
recovery period of 20 years or less. The property must be new and 
placed in service before January 1, 2013 (January 1, 2014 for certain 
longer-production period property and certain transportation 
property).

Businesses also need to keep in mind the relationship of bonus 
depreciation and the vehicle depreciation dollar limits. Code Sec. 
280F(a) imposes dollar limitations on the depreciation deduction for 
the year a taxpayer places a passenger automobile in service within 
a business, and for each succeeding year. Code Sec. 168(k)(2)(F)(i) 
increases the first-year depreciation allowed for vehicles subject to the 
Code Sec. 280F luxury-vehicle limits, unless the taxpayer elects out, 
by $8,000, to which the additional first-year depreciation deduction 
applies. The maximum depreciation limits under Code Sec. 280F for 
passenger automobiles first placed in service by the taxpayer during 
the 2012 calendar year are: $11,160 for the first tax year ($3,160 if 
bonus depreciation is not taken); $5,100 for the second tax year; 
$3,050 for the third tax year; and $1,875 for each tax year thereafter. 
The maximum depreciation limits under Code Sec. 280F for trucks and 
vans first placed in service during the 2012 calendar year are $11,360 
for the first tax year ($3,360 if bonus depreciation is not taken); $5,300 
for the second tax year; $3,150 for the third tax year; and $1,875 for 
each tax year thereafter. Sport utility vehicles and pickup trucks with a 
gross vehicle weight rating in excess of 6,000 pounds are exempt from 
the luxury vehicle depreciation caps.

NEW DE MINIMIS RULE IN REPAIR REGULATIONS
Comprehensive repair and capitalization regulations issued by the 
IRS in late 2011 may open up a new planning opportunity. A new de 
minimis expensing rule allows a taxpayer to deduct certain amounts 
paid or incurred to acquire or produce a unit of tangible property if 
the taxpayer has an Applicable Financial Statement (AFS), written 
accounting procedures for expensing amounts paid or incurred for 
such property under certain dollar amounts, and treats the amounts 
as expenses on its AFS in accordance with its written accounting 
procedures. An overall ceiling limits the total expenses that a taxpayer 
may deduct under the de minimis rule. The de minimis expensing rule 
applies to amounts paid or incurred (to acquire or produce property) in 
tax years beginning on or after January 1, 2012.

Let’s look at an example. A taxpayer purchases 10 VoIP phones for 
its business at $200 each for a total cost of $2,000. Each phone is a 
unit of property and is not a material or supply. The taxpayer has an 
AFS and a written policy at the beginning of the tax year to expense 
amounts paid for property costing less than $500. The taxpayer treats 
the amounts paid for the phones as an AFS. Assume further that the 
total aggregate amount treated as de minimis and not capitalized, 
including the amounts paid for the phones, are less than or equal to 
the greater of 0.1 percent of total gross receipts or 2 percent of the 
taxpayer’s total financial statement depreciation. The result: the de 
minimis rule applies and the taxpayer is not required to capitalize any 
portion of the $2,000 paid for the 10 phones.

DIVIDENDS
Under current law, tax-favorable dividends tax rates are scheduled 
to expire after 2012. Qualified dividends currently are eligible for a 
maximum 15 percent tax rate for taxpayers in the 25 percent and 
higher brackets; zero percent for taxpayers in the 10 and 15 percent 
brackets. In July, the House voted to extend the current dividend tax 
treatment through 2013. The Senate, however, voted to extend the 
current tax favorable rates only for individuals with incomes below 
$200,000 (families with incomes below $250,000). For income in 
excess of $200,000/$250,000 the tax rate on qualified dividends 
would be 20 percent.

If Congress takes no action, qualified dividends will be taxed at the 
ordinary income tax rates after 2012 (with the highest rate scheduled 
to be 39.6 percent not taking into account the 3.8 percent Medicare 
contribution tax for higher income individuals). Qualified corporations 
may want to explore declaring a special dividend to shareholders 
before January 1, 2013

EXPIRING BUSINESS TAX INCENTIVES
Many temporary business tax incentives expired at the end of 2011. 
In past years, Congress has routinely extended these incentives, often 
retroactively, but this year may be different. Confronted with the 
federal budget deficit and across-the-board spending cuts scheduled 
to take effect in 2013, lawmakers allow some of the business tax 
extenders to expire permanently. Certain extenders, however, have 
bipartisan support, and are likely to be extended. They include the 
Code Sec. 41 research tax credit, the Work Opportunity Tax Credit 
(WOTC), and 15-year recovery period for leasehold, restaurant and 
retail improvement property.
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SMALL EMPLOYER HEALTH INSURANCE CREDIT
A potentially valuable tax incentive has often been overlooked by 
small businesses, according to reports. Employers with 10 or fewer 
full-time employees (FTEs) paying average annual wages of not more 
than $25,000 may be eligible for a maximum tax credit of 35 percent 
on health insurance premiums paid for tax years beginning in 2010 
through 2013. Tax-exempt employers may be eligible for a maximum 
tax credit of 25 percent for tax years beginning in 2010 through 2013.

The Code Sec. 45R credit is subject to phase-out rules. The credit is 
reduced by 6.667 percent for each FTE in excess of 10 employees. The 
credit is also reduced by four percent for each $1,000 that average 
annual compensation paid to the employees exceeds $25,000. This 
means that the credit completely phases out if an employer has 25 or 
more FTEs and pays $50,000 or more in average annual wages.

Let’s look at an example. A for-profit employer has 10 FTEs and pays 
average annual wages of $25,000 in tax year 2012. The employer’s 
qualified employee health care costs for tax year 2012 are $70,000. 
The employer’s Code Sec. 45R credit is $24,500 ($70,000 x 35 
percent).

The credit is scheduled to climb to 50 percent of qualified premium 
costs paid by for-profit employers (35 percent for tax-exempt 
employers) for tax years beginning in 2014 and 2015. However, an 
employer may claim the tax credit after 2013 only if it offers one or 
more qualified health plans through a state insurance exchange.

PLANNING
Today’s uncertainty makes doing nothing or adopting a wait and 
see attitude very tempting. Instead, multi-year tax planning, which 
takes into account a variety of possible scenarios and outcomes, 
should be built into your approach. Please contact our office for more 
details on developing a tax strategy in uncertain times that includes 
consideration of certain tax-advantaged steps that may be taken 
before year-end 2012.


