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Brief Descriptions 
 Basis 
 This is the amount of the capital investment in the 

property   
 Normally this is the cost of the item 
 Sales tax is added 
 Shipping is added 
 Installation is added 
 Any other directly related costs are added 
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Basis Other Than Cost 
 Gifted items 
 You need to know what their basis is in it the 

minute before it was given to you 
 You need to know the fair market value at the 

time of the gift 
Was any gift tax paid? 

Your 
Basis 

Their 
Basis 

Gift 
Tax 

2 



Basis Other Than Cost 
 Inherited Items 
 Normally the date of death value 
 Alternate valuation used if used by the estate 

 Like Kind Exchange Items 
 The basis of the old property is normally the basis 

for the new property 
 If cash is added, the new basis is the basis of the 

old property plus cash 
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Depreciation 
 Items that normally last less than a year are 

not depreciated 
 Land is not depreciated 
 Equipment used to build capital improvements 
 Allowable depreciation during construction is 

added to the basis of the improvement 
 You must own the item in order to depreciate it 
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Code Sections of Depreciation 
 1231 Property – Property  

used in a trade or business  
 Land 
 Timber  
 Certain livestock 
 1245 Property – Personal  

Property  
 Tangible  
 Intangible 
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Code Sections of Depreciation 
 1250 Property – Depreciable Real Property 
 Has never been 1245 property 
 1250 property may be converted to 1245 property 
 Can never be treated as 1250 property again   

 1252 Property –  
Farmland 
 1254 Property –  

Intangible Drilling  
Costs 
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§179 Election 
 Can be used for 1245 property 
 “Lump sum” depreciation 
 Maximum deduction is $25,000 (for 2015) for 

property placed in service in that year 
 Not available for rental properties 
 Must have positive income on the tax return 
 Profit in business 
 W-2 wages 
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§179 Election 

 Use it wisely 
 Reduces 

depreciation in 
future years 
 May need 

recaptured if asset  
is sold 

 Listed property must be used 
more than 50% 
 Autos 
 Computers 
 Property used for 

entertainment 
 Photographic 
 Phonographic 
 Communication 
 Video recording equipment 
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§179 Election 
 Can be carried forward to use at a later date 
 If qualified property 
 If income is limited 

 Must be used the year placed in service 
 Cannot be used for: 
 Real property 
 Air conditioning and heating equipment 
 Property outside the U.S. 
 Property gifted or inherited 
 Property acquired from related party 
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Bonus Depreciation 
 As of now, not available for 2015 
 For 2014 – limit was 50% of the cost of a 

qualifying asset 
 Reduce cost by 
 §179 election 
 Any amount used for disability credits 
 Enhanced Oil Recovery Credit 
 Credit for Employer Provided Daycare 
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Form 4562 
 MACRS Depreciation 
 Line 17 – Current year depreciation for assets placed 

in service before 2014 
 Section B 
 Used for assets placed in service in the current year  
 Stop by the NATP Booth, have a handout of  

the states that don’t allow bonus depreciation  
or 179 depreciation 

 Section C 
 Assets using ADS 
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Form 4562 
 Part IV 
 Add in the listed property from page 2 
 Total it 
 If you have capitalized some property, place that basis 

amount in Box 23 
 Part V 
 This is for listed property used in the trade or business 
 Separate more than 50% usage from 50% or less 
 Also has auto mileage information and vehicle based 

questions 
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Amortization 
 Amortization is similar to depreciation, but based on a 

monthly amount 
 Geological expenses 
 Pollution control facilities 
 Research and development 
 Section 197 intangibles 
 Goodwill 
 Business books and records 
 Patent or copyright 
 Covenant not to compete 
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Depreciation 
 Depreciation for 1245 and 1250 assets is a must 
 The term is allowed or allowable 
 When the asset is sold, the taxpayer will pay  

tax on the depreciation allowed, whether  
deducted or not 
 Form 3115 
 Allows all depreciation to be corrected at one time on 

one return 
 Must be made on a timely filed (plus extension) return 
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Disposition of Assets—Form 4797 

 Line 1 – Report your 1099B or 1099S 
 1099B?  If the taxpayer is a “mark to market” trader, use 

Form 4797 instead of Schedule D 
 Come visit us, we have a Where to Start guide! 
 Part I 
 Section 1231 transactions 
 Sale of real or depreciable property held in business for more 

than one year 
 Timber that was sold 
 Livestock sales 
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Disposition of Assets—Form 4797 

 Lines 3–8 
 Transfers from other forms including K-1s and 

also nonrecaptured 1231 losses from prior years 
 Line 9 
 Calculates the ordinary income or the capital gain 

or loss   
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Disposition of Assets—Form 4797 

 Part ll 
 Ordinary gains and losses 
 Assets held under a year 
 Lines 11–17 
 Transfers calculations from other forms 
 Line 18 
 Reports where the gain or loss will be carried to the 

individual’s tax return  
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Disposition of Assets—Form 4797 

 Part III 
 Sales of all other classes of property except  

1231 only property 
 One column per item on depreciation schedule 
 Sales must be prorated to each asset 
 Excel spreadsheet works well 
 Costs from depreciation worksheet totaled 
 Ratio of item to the cost 
 New sales price ratio’d per item proration 

 Note Lines 22, 26a, and 26d 
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Aggressive Use of Expensing 

§179 Recapture 

 §179 recapture will go to the 
form it came from 
 Schedule C or F may result 

in taxable income and also 
income for SE purposes   

 If the use falls under 50%, 
the recapture also applies 

§280F Recapture 

 §280F is for listed property 
with the same rules 

 You must calculate normal 
depreciation and the 
overage is taxable to the 
taxpayer on the form the 
deduction was taken 
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Important! 

Make sure to go over these items 
with your taxpayers. It is not your 
choice to use §179, MACRS or 
straight-line depreciation, it is theirs, 
so make sure they understand the 
rules regarding depreciation and 
amortization.   
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