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Understanding depreciation deductions is essential for business owners and tax
professionals aiming to optimize their tax liabilities. In 2020, the IRS provided specific rules
and limits concerning depreciation, including Section 179 expensing, which allows
businesses to deduct the cost of qualifying property immediately rather than capitalizing
and depreciating over several years. Importantly, this guide focuses solely on calculating
the maximum depreciation deduction for 2020, explicitly excluding bonus depreciation to
clarify the distinct role of Section 179 expenses.

In this comprehensive article, we will walk through the process of computing the maximum
depreciation deductions available for 2020, including the Section 179 expense, and provide
practical examples to illustrate the calculations.

Understanding Depreciation and Section 179
Deduction

Before diving into the calculations, it’s crucial to understand what depreciation and Section
179 deductions are, and how they differ.

What is Depreciation?

Depreciation is a method of allocating the cost of tangible property over its useful life. For
tax purposes, it allows businesses to recover the cost of assets like machinery, equipment,
and vehicles over time, reflecting their gradual wear and tear.

What is Section 179 Expense?

Section 179 of the IRS Code allows taxpayers to elect to expense the cost of qualifying
property in the year of purchase, up to certain limits. This immediate deduction can
significantly reduce taxable income, providing cash flow benefits.

Key differences:

- Depreciation spreads the deduction over multiple years.

- Section 179 allows for immediate expensing, subject to limits.

- Bonus depreciation (not considered here) is an additional special depreciation allowance



available under specific conditions.

2020 Limitations and Rules for Section 179

The IRS sets annual limits on the amount of property that can be expensed under Section
179. For 2020:

- Maximum Section 179 Deduction: $1,020,000

- Phase-out threshold (investment limit): $2,550,000

- Dollar-for-dollar reduction begins when total equipment purchases exceed the phase-out
threshold.

- Business income limitation: The deduction cannot exceed the taxable income from the
active conduct of the trade or business.

These limits mean that even if the maximum dollar amount is available, the actual

deduction may be lower based on the business's taxable income and total qualifying
property purchased.

Step-by-Step Guide to Computing the Maximum
2020 Depreciation Deduction Including 179
Expense

Calculating the maximum depreciation deduction involves several steps:

1. Determine the total cost of qualifying property purchased in 2020.

2. Calculate the Section 179 expense limit and apply it.

3. Apply any business income limitations.

4. Calculate remaining depreciation for assets not expensed under Section 179.
5. Ignore bonus depreciation (per the scope of this guide).

Let's explore these steps in detail.

Step 1: Identify Qualifying Property and Its Cost

Qualifying property generally includes:

- Tangible personal property used in the business (e.g., machinery, equipment, vehicles)



- Off-the-shelf computer software
- Certain improvements to nonresidential real property

Example:

Suppose your business purchased:
- Equipment costing $350,000

- Vehicles costing $150,000

- Software costing $20,000

Total qualifying property purchased: $520,000

Step 2: Determine the Section 179 Deduction Limit

For 2020, the maximum Section 179 expense is $1,020,000.
Since your total qualifying property ($520,000) is less than the phase-out threshold
($2,550,000), you can elect to expense the full $520,000 under Section 179, provided your

business income supports it.

Important: The deduction cannot exceed your taxable income from the active conduct of
the trade or business.

Step 3: Apply Business Income Limitation

Suppose your taxable business income before any Section 179 deduction is $500,000.
Your allowable Section 179 deduction in 2020:

- Is limited to $500,000 (your taxable income), even though the maximum allowable is
$1,020,000.

- Therefore, you can elect to expense up to $500,000.

Result:

- Section 179 Deduction: $500,000
- Remaining property cost: $20,000 (since $520,000 - $500,000 = $20,000)



Step 4: Compute Depreciation for Remaining Property

After claiming the maximum Section 179 expense, the remaining property is depreciated
over its useful life according to IRS depreciation tables.

For 2020:

- Use the Modified Accelerated Cost Recovery System (MACRS), with specific class lives.

- The remaining $20,000 of property can be depreciated using MACRS, typically over 5 or 7
years depending on asset type.

- Since bonus depreciation is ignored in this guide, you will apply regular MACRS
depreciation methods.

Example:

Assuming the remaining $20,000 is classified as 5-year property:

- The first-year depreciation (using the MACRS 200% declining balance method) is

approximately 20% of the remaining basis, which is $4,000.
- Subsequent years will depreciate the remaining balance accordingly.

Step 5: Summing Up the Maximum Deduction for 2020

Total maximum depreciation deduction for 2020 is:

- Section 179 expense: Up to the business income-limited amount ($500,000 in our
example)

- Plus depreciation on remaining assets: Calculated via MACRS, starting with approximately
$4,000 for the remaining $20,000 assets in the first year

Total maximum deduction in this example:

- $500,000 (Section 179)

-+ $4,000 (MACRS depreciation for remaining assets)

- = $504,000

This amount represents the maximum depreciation deductions you could claim in 2020,
ignoring bonus depreciation.

Important Considerations and Practical Tips

- Track all qualifying property purchases carefully to ensure accurate calculations.



- Verify business income limitations before claiming large deductions.

- Use IRS Tables for MACRS depreciation percentages relevant to asset class life.

- Plan asset purchases to maximize Section 179 deductions within your taxable income.
- Consult with a tax professional to ensure compliance and optimize deductions.

Summary of Key Points

- The maximum Section 179 expense in 2020 is $1,020,000, phased out at $2,550,000 of
total property.

- Deduction limits are also constrained by taxable income.

- Remaining property after Section 179 is depreciated using MACRS, ignoring bonus
depreciation per this guide.

- Proper tracking and planning are essential to maximize depreciation deductions.

Conclusion

Calculating the maximum 2020 depreciation deductions, including the Section 179
expense, requires understanding the limits, asset classification, and business income
constraints. By carefully applying these rules and leveraging Section 179 expensing for
qualifying property, businesses can significantly reduce their taxable income for the year.
Remember, while bonus depreciation is a powerful tool, this guide specifically excludes it to
clarify the calculation process solely involving Section 179 and regular MACRS depreciation.
Always consider consulting a tax professional to tailor these strategies to your specific
circumstances and ensure compliance with IRS rules.

Keywords: 2020 depreciation deductions, Section 179 expense, maximum depreciation
2020, business asset depreciation, IRS depreciation limits, MACRS, tax deductions,
equipment expensing, business tax planning

Frequently Asked Questions

How do | calculate the maximum 2020 depreciation
deduction including Section 179 expense but excluding
bonus depreciation?

To calculate the maximum 2020 depreciation deduction including Section 179 expense but
excluding bonus depreciation, first determine the Section 179 limit ($1,040,000), then



subtract any amount over the phase-out threshold ($2,590,000). Deduct the allowable
Section 179 expense from the cost of qualifying property, and for remaining assets, apply
regular depreciation methods such as MACRS without including bonus depreciation.

What is the Section 179 expense limit for 2020, and
how does it affect depreciation deductions?

The Section 179 expense limit for 2020 is $1,040,000. This limit allows taxpayers to
expense up to this amount of qualifying property in the year of purchase, reducing taxable
income. The deduction phases out dollar-for-dollar after $2,590,000 of property is placed in
service, effectively capping the maximum deduction.

Can I claim both Section 179 and regular depreciation
on the same property in 2020?

Yes, you can claim both Section 179 expense up to the limit and regular depreciation on
remaining basis of the property, provided the property qualifies. However, when ignoring
bonus depreciation, only the Section 179 expense and regular MACRS depreciation are
considered.

How do | ignore bonus depreciation when calculating
2020 depreciation deductions?

To ignore bonus depreciation, simply do not include any amount of bonus depreciation in
your calculation. Focus on deducting the Section 179 expense first, then apply MACRS
depreciation to the remaining basis without adding bonus depreciation.

What types of property qualify for Section 179
expensing in 2020?
Qualifying property includes tangible personal property used in business, certain

improvements to commercial real estate, and specific qualified property such as machinery,
equipment, and certain software purchased and placed in service in 2020.

How does the phase-out threshold impact the maximum
depreciation deduction for 2020?

The phase-out threshold of $2,590,000 reduces the maximum Section 179 deduction dollar-
for-dollar once total qualifying property placed in service exceeds this amount. This limits
the amount available for expensing and reduces the maximum deduction accordingly.

What is the difference between Section 179 expense
and bonus depreciation?

Section 179 expense allows immediate expensing up to a certain limit and phases out at
higher asset purchases, while bonus depreciation permits additional depreciation
deductions—often 100%—for qualified property in the first year. In this context, ignoring



bonus depreciation means only considering Section 179 and regular MACRS depreciation.

How do | determine the depreciation basis after
applying Section 179 expense in 2020?

Subtract the Section 179 expense elected from the original cost of the qualifying property
to determine the remaining basis. This remaining basis is used for calculating regular
MACRS depreciation.

Are there any limitations on the total depreciation
deduction including Section 179 in 2020?

Yes, the total depreciation deduction including Section 179 cannot exceed the taxable
income from the business, and the combined deductions are limited by the property's basis
and the Section 179 limit, excluding bonus depreciation.

Is it advisable to ignore bonus depreciation when
calculating depreciation deductions for 2020?

It depends on your tax planning strategy. Ignoring bonus depreciation simplifies
calculations and may be beneficial if you prefer to spread deductions over multiple years or
if bonus depreciation is not advantageous for your tax situation. Consult a tax professional
for tailored advice.

Additional Resources

Compute the Maximum 2020 Depreciation Deductions, Including Section 179
Expense (Ilgnoring Bonus Depreciation)

Understanding depreciation deductions is crucial for business owners and tax professionals
aiming to optimize their tax liabilities. For the 2020 tax year, businesses could leverage
various depreciation strategies to maximize deductions, primarily through the Section 179
expense deduction and regular depreciation methods. Notably, this analysis focuses on
calculating the maximum depreciation deductions available in 2020, explicitly excluding
bonus depreciation, which often enhances deduction totals but is set aside here to clarify
the limits and mechanics of Section 179 and traditional depreciation. This comprehensive
review will dissect the rules, limitations, and calculations necessary for determining the
maximum deductions, elucidating key considerations for tax planning and compliance.

Understanding Depreciation and Its Role in
Business Taxation

Depreciation allows businesses to recover the cost of tangible property over its useful life. It



recognizes the wear and tear, deterioration, or obsolescence of assets as an expense over
multiple years, aligning the cost with the revenue generated by the asset. For tax purposes,
depreciation reduces taxable income, thus lowering tax liability.

In 2020, the Internal Revenue Service (IRS) provided specific provisions and thresholds that
influence depreciation calculations. The two primary methods relevant here are:

- Section 179 Expense Deduction: Allows immediate expensing of qualifying assets up to
certain limits.

- Reqgular (Straight-line or MACRS) Depreciation: Spreads the cost over the asset's useful
life.

Bonus depreciation, which permits additional immediate expensing, is excluded in this

analysis to focus on the statutory limits and calculations of Section 179 and standard
depreciation.

Section 179 Deduction in 2020: Rules and Limits

What Is Section 179?

Section 179 of the Internal Revenue Code permits taxpayers to deduct the full purchase
price of qualifying property purchased or financed during the tax year, subject to certain
limits. This provision encourages capital investment by allowing businesses to recover costs
quickly.

Qualifying Property

For 2020, qualifying property includes:

- Tangible personal property used in business (e.g., machinery, equipment, computers)
- Certain qualified real property improvements (e.g., roofs, HVAC systems)

- Off-the-shelf software

It's important to note that not all assets qualify, and some limitations apply.

Limits on the Deduction

The key limits for 2020 include:

- Maximum Deduction: $1,040,000
- Investment Ceiling: $2,590,000



The deduction begins to phase out dollar-for-dollar once total asset purchases exceed the
investment ceiling, meaning:

- For assets exceeding $2,590,000 in acquisitions, the maximum Section 179 deduction is
reduced proportionally.

- Complete phase-out occurs if assets purchased exceed $3,630,000, eliminating the
Section 179 deduction entirely.

Implications for 2020

In 2020, taxpayers could elect to expense up to $1,040,000 of qualifying property. This
amount is a significant increase from prior years, reflecting legislative adjustments aimed
at stimulating investment.

Calculating the Maximum Depreciation Deduction
for 2020

To compute the maximum depreciation deduction for 2020, considering only Section 179
expenses and regular depreciation (excluding bonus depreciation), a structured approach is
necessary.

Step 1: Identify Eligible Assets and Their Costs

Determine the total cost of qualifying assets placed in service during 2020. For illustration,
assume a business purchases:

- Machinery: $500,000
- Computers: $100,000
- Office furniture: $50,000

Total qualifying asset cost: $650,000

Step 2: Apply the Section 179 Deduction Limit

Given the total purchase of $650,000, which is below the investment ceiling ($2,590,000),
the business can elect to expense up to the maximum allowed:

- $1,040,000 for 2020

Since the total assets are less than the maximum, the entire $650,000 can be expensed



under Section 179 if elected.

Step 3: Electing the Deduction

Taxpayers can choose to deduct the full $650,000 or any lesser amount up to the limit. For
maximum deduction, they would elect to expense the entire purchase price.

Step 4: Remaining Basis and Depreciation

Any remaining basis after the Section 179 deduction is subject to regular depreciation. In
this example:

- Total asset cost: $650,000
- Section 179 deduction: $650,000

Remaining basis: $0

Thus, no additional depreciation will be taken on these assets in 2020.

Step 5: Limitations and Considerations

- The deduction cannot exceed taxable income from the business.

- The deduction is elective; the taxpayer can choose to expense less or depreciate assets
over time.

- If the total asset cost exceeds the maximum deduction, only part of the cost can be
deducted immediately; the rest would be depreciated over the asset's useful life.

Standard Depreciation Methods in 2020 (Ilgnoring
Bonus Depreciation)

When the taxpayer opts not to or cannot fully utilize Section 179, standard depreciation
methods apply. The most common approach involves the Modified Accelerated Cost
Recovery System (MACRS), which assigns specific useful lives to different asset classes.

MACRS and Asset Lives

- 5-year property: Computers and software
- 7-year property: Furniture and machinery



For 2020, the IRS allows depreciation over these periods, applying the applicable MACRS
percentages.

Calculating Regular Depreciation

Suppose the business chooses to depreciate assets over their useful lives rather than
expensing immediately:

- For a tangible asset purchased at $100,000 with a 5-year life, the first-year depreciation
using MACRS (assuming half-year convention) would be approximately 20%.

- For a $50,000 furniture asset (7-year property), the first-year depreciation would be
roughly 14.29%.

Total depreciation would be calculated accordingly across the asset’s life.

Impact on Total Deduction

Without bonus depreciation, the total depreciation deduction in the first year is significantly
less than the full purchase price, emphasizing the importance of Section 179 for immediate
expensing.

Maximizing 2020 Depreciation Deductions:
Strategic Considerations

Achieving the maximum depreciation deduction in 2020 involves strategic planning around
asset purchases and election choices.

1. Timing of Asset Acquisition

- Acquiring assets early in the year allows for maximum deduction in the 2020 tax year.
- Delaying purchases can push deductions into subsequent years.

2. Asset Selection and Classification

- Prioritize assets that qualify for Section 179.
- Consider the useful life and depreciation method that best aligns with the business’s cash
flow and tax planning.



3. Election Decisions

- Elect to expense assets under Section 179 up to the maximum allowable.
- If assets are purchased in excess of the limit, plan for partial expensing and depreciation
over time.

4. Understanding Limitations

- Ensure that deductions do not exceed taxable income.
- Be aware of phase-outs and how high asset purchases can reduce or eliminate immediate
expensing potential.

5. Recordkeeping and Documentation

- Maintain detailed records of asset acquisition dates, costs, and classifications.
- Proper documentation supports claims for depreciation and expense deductions.

Conclusion: The 2020 Depreciation Landscape
Without Bonus Depreciation

In 2020, businesses had a powerful tool in Section 179 to accelerate depreciation
deductions, with a maximum limit of $1,040,000 and a phase-out threshold at $2,590,000
in qualifying asset purchases. When assets are acquired within these limits, the full cost can
often be expensed immediately, providing substantial tax relief for the year.

Excluding bonus depreciation simplifies the calculation and highlights the importance of
Section 179 as a primary means of immediate expensing. For assets exceeding the Section
179 limits or when businesses opt against immediate expensing, standard MACRS
depreciation applies, spreading deductions over multiple years.

Ultimately, maximizing depreciation deductions requires strategic planning, understanding
of IRS limits, and precise recordkeeping. By leveraging these provisions effectively, 2020
taxpayers could significantly reduce their taxable income, enhancing cash flow and
investment capacity. As tax laws evolve, staying informed about depreciation options
remains a vital component of prudent business management and tax strategy.

Disclaimer: This article provides general guidance based on the 2020 tax rules. For
personalized advice or complex situations, consult a qualified tax professional.
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