
Al l  good things must come to an end. On December 
31, 2022, one of  the best tax deduct ions ever for 
businesses wi l l  end: 100 percent bonus depreciat ion. 

Since late 2017, businesses have used bonus 
depreciat ion to deduct 100 percent of  the cost of 
most types of  property other than real  property.  But 
start ing in 2023, bonus depreciat ion is scheduled to 
decl ine 20 percent each year unt i l  i t  reaches zero in 
2027.
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Say Goodbye to 100 Percent Bonus 
Depreciation

Al l  good things must come to an end. On 
December 31, 2022, one of  the best tax 
deduct ions ever for  businesses wi l l  end: 100 
percent bonus depreciat ion. 

Since late 2017, businesses have used bonus 
depreciat ion to deduct 100 percent of  the cost of 
most types of  property other than real  property. 
But start ing in 2023, bonus depreciat ion is 
scheduled to decl ine 20 percent each year unt i l 
i t  reaches zero in 2027. 

For example,  i f  you purchase $100,000 in 
equipment for  your business and place i t  in 
service in 2022, you can deduct $100,000 
using 100 percent bonus depreciat ion.  I f  you 
wait  unt i l  2023, you’ l l  be able to deduct only 
$80,000 (80 percent) . 

Does this mean you should rush out and 
purchase business property before 2022 ends 
to take advantage of  the 100 percent bonus 
depreciat ion? Not necessar i ly.  For many 
businesses, an al ternat ive is not going away: 
IRC Sect ion 179 expensing.

Both IRC Sect ion 179 expensing and bonus 
depreciat ion al low business owners to deduct 
in one year the cost of  most types of  tangible 
personal  property,  p lus off - the-shel f  computer 
sof tware.  Both can be used for new and used 
property acquired by purchase from an unrelated 
party.  Both also can be used to deduct var ious 
non-structural  improvements to non-resident ia l 
bui ld ings af ter  they are placed in service.

Moreover,  the two deduct ions aren’ t  mutual ly 
exclusive.  You can apply Sect ion 179 expensing 

to qual i fy ing property up to the annual  l imi t 
and then claim bonus depreciat ion for  any 
remaining basis.  Start ing in 2023, when bonus 
depreciat ion wi l l  be less than 100 percent,  any 
basis lef t  af ter  apply ing Sect ion 179 and bonus 
depreciat ion wi l l  be deducted with regular 
depreciat ion over several  years.
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But there are some signi f icant di fferences 
between the two deduct ions:

•  Sect ion 179 expensing is subject  to 
annual  dol lar  l imi ts that  don’ t  apply 
to bonus depreciat ion.  But the l imi ts 
are so large that they don’ t  affect 
most smal ler  businesses.

•  Sect ion 179 expensing requires more 
than 50 percent business use to 
qual i fy for  and retain the Sect ion 179 
deduct ion.  For bonus depreciat ion, 
you face the more than 50 percent 
business use requirement only for 
vehic les and other l is ted property.

•  Unl ike bonus depreciat ion,  Sect ion 
179 expensing is l imi ted to your 
net taxable business income (not 
count ing the Sect ion 179 deduct ion) 
and cannot resul t  in a loss for  the 
year.

•  The 2022 Sect ion 179 deduct ion is 
l imi ted to $27,000 for SUVs. There is 
no such l imi t  on bonus depreciat ion.

•  You can use bonus depreciat ion to 
deduct land improvements wi th a 15-
year c lass l i fe,  such as s idewalks, 
fences, dr iveways, landscaping, and 
swimming pools.

General ly,  there is no great need to purchase 
and place the property in service by the end of 
2022 to take advantage of  100 percent bonus 
depreciat ion.  But there can be except ions. 

For example,  i f  you own a rental  property and 
want to make substant ia l  landscaping or other 
land improvements,  you’ l l  get  a larger one-year 
depreciat ion deduct ion using 100 percent bonus 
depreciat ion in 2022 than i f  you wait  unt i l  2023, 
when the bonus wi l l  be only 80 percent.
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At f i rst  g lance, the corporate tax rules for  forming an S corporat ion appear s imple.  They are not.

Basic Requirements

Here is what your business must look l ike when i t  operates as an S corporat ion:

1.  The S corporat ion must be a domest ic corporat ion. 

2.  The S corporat ion must have fewer than 100 shareholders.

3.  The S corporat ion shareholders can be only people,  estates,  and certain types of  t rusts. 

4.  Al l  stockholders must be U.S. residents.

5.  The S corporat ion can have only one class of  stock. 

Simple,  r ight? But what of ten appears s imple on the surface is not so s imple at  a l l .

Don’t Forget Your Spouse

I f  you l ive in a community property state,  your spouse by reason of  community property law may 

be an owner of  your corporat ion.  This can be true whether or not your spouse has stock in his or 

her own name. 

Avoid These Mistakes When
Converting to an S Corporation   
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I f  your spouse is an owner,  your spouse has to meet al l  the same qual i f icat ion requirements you 

do. This can raise two issues:

1.  I f  your spouse does not consent to the S corporat ion elect ion on Form 2553, your S corporat ion 
is not val id.

2.  I f  your spouse is a non-resident al ien,  your S corporat ion is not val id.

Converting an LLC to an S Corporation

Method 1
To convert  your LLC to an S corporat ion for  tax purposes, you can use a method we cal l  “check 

and elect . ”  I t ’s  easy—just two steps. First ,  you “check” the box to make your LLC a C corporat ion. 

Then, you “elect”  for  the IRS to tax your C corporat ion as an S corporat ion.  Here’s how you take 

the two steps:

1.  Fi le IRS Form 8832 to check the box that converts your LLC to a C corporat ion.

2.  Then f i le Form 2553 to convert  your C corporat ion into an S corporat ion.

Method 2
Your LLC can skip the C corporat ion step and direct ly elect  S corporat ion status by f i l ing Form 

2553.

Loans That Terminate S Corporation Status

Don’t  make a bad loan to your S corporat ion.  With the wrong type of  loan, you enable the IRS to 

t reat  that  loan as a second class of  stock that disqual i f ies your S corporat ion.

Small  loans are okay.  I f  the loan is less than $10,000 and the corporat ion has promised 

to repay you in a reasonable amount of  t ime, you escape the second-class-of-stock t rap.

  

Larger loans are more closely scrutinized .  I f  you have a larger loan, your loan 

escapes the second-class-of-stock t rap i f  i t  meets the fo l lowing requirements:

1.  The loan is in wr i t ing.

2.  There is a f i rm deadl ine for  repayment of  the loan.

3.  You cannot convert  the loan into stock.

4.  The repayment instrument f ixes the interest  rate so that the rate is outside your control .

Avoid These Mistakes When
Converting to an S Corporation   
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There’s good and bad news i f  you’re in the 

market for  an electr ic or plug- in hybr id electr ic 

vehic le. 

The good news is that  the newly enacted 

Inf lat ion Reduct ion Act includes a whol ly 

revamped tax credi t  for  e lectr ic vehic les that 

starts in 2023 and cont inues through 2032. 

The bad news is that  the credi t ,  now cal led 

the “c lean vehic le credi t , ”  comes with many 

new restr ict ions.

The clean vehic le credi t  remains at  a maximum 

of $7,500. But beginning in 2023, to qual i fy 

for  the credi t , 

•  you wi l l  need an adjusted gross 
income of $300,000 or less for 
marr ieds f i l ing jo int ly or $150,000 
or less for  s ingles;  and

• you wi l l  need to buy an electr ic 
vehic le wi th a manufacturer ’s 
suggested retai l  pr ice below $80,000 
for vans, SUVs, and pickup trucks, 

or  $55,000 for other vehic les.

But that ’s not al l .  The 2023-and- later credi t 

includes new domest ic assembly and battery 

sourcing requirements.

The new law reduces or el iminates the credi t 

when the vehic le fa i ls  the battery sourcing 

requirements.  Current ly,  no electr ic vehic le wi l l 

qual i fy for  the fu l l  $7,500 credi t .  Manufacturers 

are working fever ishly to change this,  but  i t  could 

take a few years.

The new credi t  is  not al l  bad—it  e l iminates the 

cap of  200,000 electr ic vehic les per manufacturer. 

Thus, popular electr ic vehic les manufactured by 

GM, Toyota,  and Tesla can qual i fy for  the new credi t 

i f  they meet the pr ice cap and other requirements.  

And then, start ing in 2024, you can qual i fy for  a 

credi t  of  up to $4,000 when purchasing a used 

electr ic vehic le f rom a dealer (not an indiv idual) . 

But income caps also wi l l  apply to th is credi t .

Also,  start ing in 2024, you’ l l  be able to t ransfer 

your credi t  to the dealer in return for  a cash rebate 

or pr ice reduct ion.  This way, you can benef i t  f rom 

the credi t  immediately rather than wait ing unt i l 

you f i le your tax return.

I f  you are locked out of  the new credi t  because 

your income is too high or you wish to purchase 

a too-expensive electr ic vehic le,  consider buying 

a qual i fy ing electr ic vehic le (assembled in North 

America) on or before December 31, 2022. I f  you 

buy an electr ic vehic le for  business use in 2023, 

you have a second opt ion:  the commercial  c lean 

vehic le credi t .

Buying an Electric 
Vehicle? Know 
These Tax Law 

Changes

6
TAX-SAVING NEWS

www.etrendsgroup.com



Claim Your Employee Retention Credit   
I f  you had W-2 employees in 2020 and/or 2021, 
you need to look at  the Employee Retent ion 
Credi t  (ERC).

As you l ikely know, i t ’s  not  too late to f i le for  the 
ERC. And now is a good t ime to get th is done.

You can qual i fy for  2020 credi ts of  up to $5,000 
per employee and 2021 credi ts of  up to $7,000 
per employee for each of  the f i rst  three quarters. 
That ’s a possibi l i ty  of  $26,000 per employee. 

One of  our c l ients—let ’s cal l  h im John--had 10 
employees dur ing 2020 and 2021. He qual i f ied 
for  $260,000 of  tax credi ts ( th ink cash).  You 
could be l ike John.

You claim and adjust  the ERC using IRS Form 
941-X, which you can f i le anyt ime on or before 
March 15, 2024, i f  you f i le your taxes as a 
partnership or an S corporat ion,  or  Apr i l  15, 
2024, i f  you f i le on Schedule C of  your Form 
1040 or as a C corporat ion.

You have three ways to qual i fy for  the ERC:

1. Signif icant decline in gross receipts . 

Here,  you compare the gross receipts 

quarter by quarter to those in 2019. To 

tr igger any ERC under th is test ,  you need a 

drop of  more than 50 percent in 2020 and a 

drop of  more than 20 percent in 2021.

2.  Government order that causes more than 

a nominal effect.  Here,  your best bet is 

to use the safe harbor for  nominal  effect . 

This requires looking at  e i ther your 2019 

quarter ly receipts or your 2019 quarter ly 

hours worked by employees, and seeing 

that the 2020 or 2021 shutdown order would 

have affected the 2019 f igures by more than 

10 percent.

3.  Government order causes a modification 

to your business.  Here,  you also have a 

safe harbor.  The IRS deems that the federal , 

state,  or  local  COVID-19 government order 

had a more-than-nominal  effect  on your 

business i f  i t  reduced your abi l i ty  to provide 

goods or services in the normal course of 

your business by not less than 10 percent.

The ERC can help al l  businesses that qual i fy, 

even those businesses that did not suffer 

dur ing the COVID-19 pandemic. 

844-455-0500support@etrendsgroup.comCONTACT US
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