Depreciation
Changes for
Farmers
Among the many tax law changes arising from this new
Act, one of the most significant effects on farms may be
the changes to the depreciation rules. Generally, under the
new law, depreciation has been modified to allow farmers
to deduct asset purchases more quickly than in the past.
Section 179 expensing, which typically allows for the
immediate write-off of a new asset, saw an increase
to both the maximum deduction and the phaseout
threshold. The maximum annual deduction increased
from $510,000 to $1,000,000, while the phase out
threshold increased from $2,030,000 to $2,500,000 of
total annual fixed asset purchases before this deduction
is reduced. For most farmers, this means double the
maximum amount available to deduct against farm
income starting in 2018. In addition, the definition of
eligible Section 179 property was expanded to include
roofs, HVAC, fire protection systems, alarm systems,
security systems, and qualified improvement property,
which previously were required to be taken over the life
of the building (usually 20-39 years). On the other hand,
any enlargement of a building, addition of elevators, or
internal structural framework of the building are not
included in qualified improvement property. These assets
are still considered a structural part of the building and
must be depreciated over the life of the building.
Under this new rule for equipment, the following applies:
(1) the property is a new-to-you purchase, (2) the
property wasn’t acquired from a related party, (3) the
property wasn’t purchased from a component member
of a controlled group of corporations, (4) the taxpayer’s
basis of the used property is not figured in whole or in
part by reference to the adjusted basis of the property
in the hands of the seller or transferor (must be a “fair
value”), (5) the taxpayer’s basis of the used property is not
figured under the provision for deciding basis of property
acquired from a decedent, and (6) this
election is by asset class.

Albert Einstein once said: “The hardest
thing in the world to understand is the
income tax.” The main goal of the Tax
Cuts and Jobs Act was to simplify this
for working Americans.
The addition of being able to deduct used as well as new
asset purchases allows farmers to have more flexibility in
buying equipment. To get the maximum deduction in the
year of purchase, farmers will be able to look for the best
deal, rather than only buying new. Bonus depreciation
also permits a taxable loss to be produced, leaving more
room for planning opportunities. The change to bonus
depreciation went into effect for qualified property
placed in service after September 27, 2017. Certain farm
property will also see changes in their recovery period
(asset life). New farm machinery and equipment now has
a recovery period of 5 years, reduced from the previous
law’s 7-year requirement. However, this change excludes
grain bins, cotton ginning assets, fences, or other land
improvements. This change will allow new farm assets
that are not fully depreciated through Section 179 or
bonus depreciation to be depreciated at a faster rate.
The percentage of property used in farming business was
increased from 150% to 200% declining balance method.
This allows for property purchased after December 31,
2017 to be expensed more quickly in the recovery period.
Property that has a recovery period of 15 or 20 years is
still required to use 150% declining balance method.
These changes are for tax years beginning in 2018 (other
than the bonus depreciation change in late-September
2017) and will expire on December 31, 2025, pending law
changes. Overall, this should benefit farmers—allowing
for faster deductions in capital farming purchases and
for flexibility in year-end income tax planning. These
depreciation expense elections can also be elected even
after the tax year has ended, providing greater
flexibility in tax outcomes when filing
income tax returns.
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