MEMORANDUM
From: Tax Advisor
To: Nora, the owner C-C Bakery
Date:
SUBJECT:  RECOMMENDATIONS BASED ON C-C BAKERY SCENARIO
	An asset must meet a certain criterion for it to qualify for bonus depreciation. It must be new and have a depreciable life that does not end before it is placed into service by the taxpayer. It also must be acquired by purchase from an unrelated party other than as part of a kind exchange or involuntary conversion (Ohrn, 2019). There must be no written binding contract existed with respect to acquiring property prior to July 22, 2017. 
	For Nora to take bonus depreciation, the assets must fall under Section 168 of the Internal Revenue Code. The new oven and bakery display case qualifies for this deduction because they are listed in subsection (k) (12) as qualifying machinery or equipment for purposes of section 179(a), which is also mentioned in Section 168. Section 168, or bonus depreciation, is not available for the other assets. Nora's business must have placed into service during the taxable year 2017 new or used tangible property with a recovery period of 20 years or less (such as computers) that cost more than $510,000 and are subject to section 168(k) (12).
	The refrigerator/freezer and mixer do not qualify for this deduction because they are listed in subsection (k) (13) as qualifying leasehold improvements to the building or if located outside of the building, to the land that is part of a qualified real property trade or business. Nora will have to use straight-line depreciation for the items she placed in service in January. To take an extra deduction under section 179D, the total cost of both qualified and excluded properties must be less than $200,000. The limit for exclusion from income is 100% if the equipment was acquired before September 29, 2016; 50% if the equipment was acquired after that date but before December 31, 2020
	The bakery has been operating for three years and averages $500,000 annually, so it falls under section 179(b)(I). The bakery can take deductions for all qualifying assets in year one as long as they are used exclusively in the business. It cannot use Section 168 to make depreciation adjustments on any other asset because none qualify.
	Section 168(b)(l) defined qualified property as tangible personal property with an acquisition date of January 01, 2020, and placed into service before January 01, 2024. Section 168 provides that you can take bonus depreciation under section 168(k) (Ohrn, 2019). There are two ways Nora can take advantage of Bonus Depreciation when placing your equipment into service.
	The first method is to elect the 100% bonus depreciation for a new asset that costs less than $510,000. This election must be made on Part II of Form 8900 and cannot exceed certain limits based on when the asset was acquired. 
	The second way can use Section 168(k) Bonus Depreciation as long as it qualifies under one of two sections-168(k)(ii) or (iii) (Garrett et al., 2020). You must also meet additional requirements such as those in section 246(b), at least 50% of your total gross income from all trades and businesses comes from depreciable property used in connection with any trade or business where you materially participate; this does not include passive activity losses generated by real estate rental properties, for example. Therefore, the total deductions for Nora's bakery are $38,000 with a cost basis of $107,000 (the original purchase price less depreciation). The net taxable income is negative ($89,000), which means she would get a refund of any taxes owed.
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