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Physician Practices and the Economic Stimulus Act of 2008:
Capital Planning Comes Front and Center

Economic Stimulus Act of 2008. This Act has been the recent sub-

ject of significant media attention, which has been appropriately
focused on the tax rebates to be mailed to most individual taxpayers in a
few months. Buried in the Act, however, are three provisions that have
not received much attention in the press, but affect many taxpayers and
businesses for 2008, particularly physicians and physician practices that
purchase equipment and other tangible personal property, including auto-
mobiles.

Congress recently passed, and President Bush signed into law, the

Section 179 Expensing

Section 179 of the Internal Revenue Code is an incentive provision that
permits certain taxpayers to elect to deduct the cost of certain property in
the year of purchase. This is a departure from the general rule that the
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absence of an election under Section 179, the cost depreciable property is
required to be deducted, or depreciated, over its useful life. The amount
of the depreciation deduction is determined under the so-called modified
accelerated cost recovery system (“MACRS”). Under MACRS, different
types of property generally are assigned applicable recovery lives and
depreciation methods. For example, the cost of a new computer pur-
chased by a physician may not be deducted in the year of purchase,
absent an election under Section 179. Rather, under the applicable depre-
ciation rules established by Congress, only 20 percent of the computer
may generally be deducted in the year of purchase.

Under the Act, an additional, first-year depreciation deduction
(referred to as “bonus” depreciation) equal to 50 percent of the cost of
“qualified property” may be deducted in the year of purchase. The addi-
tional first-year depreciation deduction is allowed for both regular tax

cost is only deductible over the life of the asset through depreciation. As
one might expect, this incentive, which has been around for numerous
years, is subject to limitations. In general, there are three limitations, two of which have
been significantly enhanced in favor of taxpayers as a part of the Act. The first limita-
tion is annual maximum expense limitation, which places a cap on the amount of the
current deduction that may be claimed by the taxpayer. For taxable years beginning in
2008, this maximum was scheduled to be $128,000 of the cost of qualifying tangible
personal property placed in service for the taxable year.

Under the Act, Congress has increased the maximum expense amount to $250,000.
This increase is short-lived, however, and is available only for one year (that is, for tax
years beginning in 2008). Physicians who are contemplating equipment purchases
should consider this opportunity in their capital and equipment planning. The second
limitation is the investment threshold. Under this rule, if purchases of qualifying prop-
erty exceed a threshold, the maximum expense amount decreases for every dollar that
the total purchases during the year exceed the threshold.

For tax years beginning in 2008, the threshold was scheduled to be $510,000. Under
the Act, Congress has increased the threshold amount to $800,000, again for one year
only. These are significant, but careful planning is critical, since the third limitation was
not changed by Congress. Under that limitation, the amount eligible to be expensed
may not exceed taxable income for the year. Thus, as a part of capital and equipment
planning, physicians and their practices should consider the impact of the income state-
ment of the practice, and plan accordingly.

Bonus Depreciation

Under the Act, Congress also resurrected the first-year bonus depreciation concept.
This concept was originally enacted following the terrorist attacks of September 11,
2001, in order to provide a measure of tax relief for businesses. In general, in the
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and alternative minimum tax purposes for the taxable year in which the
property is placed in service. In addition to bonus depreciation, regular
depreciation on the remaining portion of the cost of the property may be depreciated.

Like the one-year benefit under Section 179, the bonus depreciation rules are avail-
able only for one year. In order to qualify for the additional first-year bonus deprecia-
tion deduction, the property must meet all of the following requirements.

First, the property must be MACRS property with a recovery period of 20 years or
less, certain computer software, or qualified leasehold improvement property. Second,
the original use of the property must begin with the taxpayer after December 31, 2007.
Third, the taxpayer must generally purchase the property and place it in service after
December 31, 2007, and before January 1, 2009. If the taxpayer qualifies for bonus
depreciation, then the taxpayer must elect out of the new rules if the taxpayer wishes
not to apply them.

Automobile Depreciation

In general, most physicians are aware of the rules that limit depreciation deductions
of automobiles under the tax law. Referred to as the luxury auto rules, the deduction for
depreciation is limited to annual ceilings established by Congress and updated annual-
ly for inflation. For 2007, the maximum deduction was limited to $3,060. The Act
increases the deduction for purchases in 2008 by increasing the limit for certain pas-
senger automobiles by $8,000 for automobiles that qualify. This provision is effective for
vehicles purchased in 2008 and placed in service after December 31, 2007 in tax years
ending after that date.

The foregoing rules are complex, and their application requires equally complex analysis. If
you have questions, contact Joe Nicola at jpnicola@sisterson.com or (412) 594-7006. Joe
Nicola is a director in the tax department of Sisterson & Company, LLP in Pittsburgh.
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