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Equipment purchases that are placed in service in taxable years beginning after December 31, 2024, 

are eligible for the increased Section 179 deduction. The prior limit for 2025 was $1,250,000 while the 

new limit is $2,500,000, with the phaseout starting when total purchases exceed $4,000,000. 
 

Section 168(k) bonus depreciation is again back to 100% for equipment acquired after January 

19, 2025. The prior percentage for 2025 was only 40% and 20% for 2026. 
 

Both 179 and 168(k) give an immediate deduction for the equipment purchased. Both reduce the 

bottom line taxable income and thus will reduce the 20% Qualified Business Income Deduction for S 

corporation and other pass-through entities. Both can be elected and computed after the end of the year. 
 

The eighteen differences give the contractor effective tax planning opportunities. 179 is limited 

to $2.500,000 of equipment purchases for 2025.168(k) is unlimited. 
 

Another of the differences is that 179 is elected annually for specific items of equipment. 168(k) is 

required for all equipment unless elected out of the depreciation. This allows the contractor to target a 

desired bottom line taxable income to the extent of equipment purchases in the year. 
 

179 cannot create a loss. 168(k) can create a loss. Excess 179 is carried forward to future years. A 

168(k) created loss is carried forward to offset future year profits. The tax planning is whether a 179 

carryforward is better, or the loss carryforward is better.  
 

179 is a passthrough to the shareholders in an S corporation for use on their personal tax returns. The 

deduction generated by 168(k) is recognized at the company level, not at the shareholder level.  
 

179 is an expense that is not allocable to the contract costs. 168(k) is depreciation that is an allocable 

contract cost which may require a recalculation of the percentage of completion for contracts in 

progress at the end of the year to accommodate that additional cost that was not in the original budgeted 

costs of the contract. This can affect the look-back calculation favorably. 
 

Since 168(k) is required, if not elected out, the future sale of the equipment can create phantom income 

since the basis is zero even if the depreciation was not taken in the year acquired. 179 does not have 

this same potential problem. 
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Briefly:  
→New federal tax law has 

expanded the rules for writing 

off construction equipment. 

Choices give new opportunities 

for tax savings. 

The New Tax Law increased the 

Section 179 and 168(k) deductions for expensing 

and depreciating equipment from the prior limits. Both give 

immediate deductions for equipment purchased and placed 

in service. The similarities and differences between the two 

may have significant impact on the contractor’s tax returns. 


