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Cumulative Changes for 2007

2007

Instructions for Form

4562-FY

Department of the Treasury
Internal Revenue Service

Depreciation and Amortization (Including Information on Listed Property)

Section references are to the Internal
Revenue Code unless otherwise noted.

What’s New

o New Form 4562-FY reflects changes
made by the Economic Stimulus Act of
2008. It is to be used by those entities
whose tax year begins in 2007 and ends
in 2008 (that is, a fiscal year), and want to
claim an additional first-year depreciation
allowance for qualified property placed in
service after December 31, 2007. See the
instructions for lines 14 and 25 for more
information.

e For tax years beginning in 2007, the
maximum section 179 expense deduction
is $125,000 ($160,000 for qualified
enterprise zone and renewal community
property). This limit is reduced by the
amount by which the cost of section 179
property placed in service during the tax
year exceeds $500,000. For qualified
section 179 Gulf Opportunity Zone (GO
Zone) property, the maximum deduction
is higher than the deduction for most
section 179 property. See the instructions
for Part I.

® A 50% special allowance is available
for qualified cellulosic biomass ethanol
plant property placed in service after
December 20, 2006. See the instructions
for line 14 on page 4.

e A qualified motorsports entertainment
complex placed in service after December
31, 2007, will not be treated as 7-year
property. See the instructions for line 19,
column (a).

e Qualified leasehold improvement
property and qualified restaurant property
placed in service after December 31,
2007, will not be treated as 15-year
property under MACRS. See the
instructions for line 19, column (a).

e The accelerated depreciation of
property on an Indian reservation will not
apply to property placed in service after
December 31, 2007. See the instructions
for line 19, column (d).

Who Must File

Except as otherwise noted, complete and
file Form 4562-FY if you are claiming any
of the following:

e Depreciation for property placed in
service during the fiscal tax year
beginning in 2007 and ending in 2008.

e Special depreciation allowance for
property placed in service after December
31, 2007.

e A section 179 expense deduction
(which may include a carryover from a
previous year).

e Depreciation on any vehicle or other
listed property (regardless of when it was
placed in service).

® A deduction for any vehicle reported on
a form other than Schedule C (Form
1040), Profit or Loss From Business, or
Schedule C-EZ (Form 1040), Net Profit
From Business.

® Any depreciation on a corporate
income tax return (other than Form
1120S).

o Amortization of costs that begins during
the fiscal tax year beginning in 2007 and
ending in 2008.

General Instructions

Purpose of Form

Use Form 4562-FY to:

e Claim your deduction for depreciation
and amortization,

e Make the election under section 179 to
expense certain property, and

e Provide information on the business/
investment use of automobiles and other
listed property.

If you are an employee deducting
job-related vehicle expenses using either
the standard mileage rate or actual
expenses, use Form 2106, Employee
Business Expenses, or Form 2106-EZ,
Unreimbursed Employee Business
Expenses, for this purpose.

File a separate Form 4562-FY for each
business or activity on your return for
which Form 4562-FY is required. If you
need more space, attach additional
sheets. However, complete only one Part
| in its entirety when computing your
section 179 expense deduction. See the
instructions for line 12 on page 3.

Additional Information

For more information about depreciation
and amortization (including information on
listed property) see the following.

e Pub. 463, Travel, Entertainment, Gift,
and Car Expenses.

e Pub. 534, Depreciating Property Placed
in Service Before 1987.

e Pub. 535, Business Expenses.

e Pub. 553, Highlights of 2007 Tax
Changes.

e Pub. 551, Basis of Assets.

e Pub. 946, How To Depreciate Property.

Cat. No. 513427

Definitions

Depreciation

Depreciation is the annual deduction that
allows you to recover the cost or other
basis of your business or investment
property over a certain number of years.
Depreciation starts when you first use the
property in your business or for the
production of income. It ends when you
either take the property out of service,
deduct all your depreciable cost or basis,
or no longer use the property in your
business or for the production of income.

Generally, you can depreciate:
e Tangible property such as buildings,
machinery, vehicles, furniture, and
equipment; and
e |ntangible property such as patents,
copyrights, and computer software.

Exception. You cannot depreciate land.

Section 179 Property

Section 179 property is property that you
acquire by purchase for use in the active
conduct of your trade or business, and is
one of the following.

® Tangible personal property.

e Other tangible property (except
buildings and their structural components)
used as:

1. An integral part of manufacturing,
production, or extraction or of furnishing
transportation, communications,
electricity, gas, water, or sewage disposal
services;

2. A research facility used in
connection with any of the activities in (1)
above; or

3. A facility used in connection with
any of the activities in (1) above for the
bulk storage of fungible commodities.

e Single purpose agricultural (livestock)
or horticultural structures.

e Storage facilities (except buildings and
their structural components) used in
connection with distributing petroleum or
any primary product of petroleum.

e Off-the-shelf computer software.

Section 179 property does not include
the following.
e Property held for investment (section
212 property).
® Property used mainly outside the
United States (except for property
described in section 168(g)(4)).
e Property used mainly to furnish lodging
or in connection with the furnishing of
lodging (except as provided in section
50(b)(2)).
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e Property used by a tax-exempt
organization (other than a section 521
farmers’ cooperative) unless the property
is used mainly in a taxable unrelated
trade or business.

® Property used by a governmental unit
or foreign person or entity (except for
property used under a lease with a term
of less than 6 months).

e Air conditioning or heating units.

See the instructions for Part | and Pub.
946.

Amortization

Amortization is similar to the straight line
method of depreciation in that an annual
deduction is allowed to recover certain
costs over a fixed time period. You can
amortize such items as the costs of
starting a business, goodwill, and certain
other intangibles. See the instructions for
Part VI.

Listed Property

Listed property generally includes the
following.

e Passenger automobiles weighing 6,000
pounds or less. See Limits for passenger
automobiles on page 9.

e Any other property used for
transportation if the nature of the property
lends itself to personal use, such as
motorcycles, pick-up trucks, sport utility
vehicles, etc.

e Any property used for entertainment or
recreational purposes (such as
photographic, phonographic,
communication, and video recording
equipment).

e Cellular telephones (or other similar
telecommunications equipment).

e Computers or peripheral equipment.

Exception. Listed property does not
include:

1. Photographic, phonographic,
communication, or video equipment used
exclusively in a taxpayer’s trade or
business or at the taxpayer’s regular
business establishment;

2. Any computer or peripheral
equipment used exclusively at a regular
business establishment and owned or
leased by the person operating the
establishment; or

3. An ambulance, hearse, or vehicle
used for transporting persons or property
for compensation or hire.

For purposes of the exceptions above,
a portion of the taxpayer’'s home is
treated as a regular business
establishment only if that portion meets
the requirements for deducting expenses
attributable to the business use of a
home. However, for any property listed in
(1) above, the regular business
establishment of an employee is his or
her employer’s regular business
establishment.

Commuting

Generally, “commuting” is defined as
travel between your home and a work
location. However, travel that meets any
of the following conditions is not
commuting.

® You have at least one regular work
location away from your home and the
travel is to a temporary work location in
the same trade or business, regardless of
the distance. Generally, a temporary work
location is one where your employment is
expected to last 1 year or less. See Pub.
463 for detalils.

® The travel is to a temporary work
location outside the metropolitan area
where you live and normally work.

® Your home is your principal place of
business for purposes of deducting
expenses for business use of your home
and the travel is to another work location
in the same trade or business, regardless
of whether that location is regular or
temporary and regardless of distance.

Alternative Minimum Tax
(AMT)

Depreciation may be an adjustment for
the AMT. However, no adjustment applies
in several instances. See Form 4626,
Alternative Minimum Tax— Corporations;
Form 6251, Alternative Minimum Tax—
Individuals; Schedule | of Form 1041,
U.S. Income Tax Return for Estates and
Trusts; and the related instructions.

Recordkeeping

Except for Part V (relating to listed
property), the IRS does not require you to
submit detailed information with your
return on the depreciation of assets
placed in service in previous tax years.
However, the information needed to
compute your depreciation deduction
(basis, method, etc.) must be part of your
permanent records.

You may use the depreciation
worksheet on page 15 to assist
you in maintaining depreciation

records. However, the worksheet is
designed only for federal income tax
purposes. You may need to keep
additional records for accounting and
state income tax purposes.

related to the property allowed to you as
trade or business expenses (except rents
and reimbursed amounts) are more than
15% of the rental income from the
property.

Election. You must make the election on
Form 4562-FY filed with either:

e The original return you file for the tax
year the property was placed in service
(whether or not you file your return on
time) or

e An amended return filed within the time
prescribed by law for the applicable tax
year. The election made on an amended
return must specify the item of section
179 property to which the election applies
and the part of the cost of each such item
to be taken into account. The amended
return must also include any resulting
adjustments to taxable income.

Revocation. The election (or any
specification made in the election) can be
revoked without obtaining IRS approval
by filing an amended return. The
amended return must be filed within the
time prescribed by law for the applicable
tax year. The amended return must
include any resulting adjustments to
taxable income or to the tax liability (for
example, allowable depreciation in that
tax year for the item of section 179
property which the revocation pertains).
For more information and examples, see
Regulations section 1.179-5.

Once made, the revocation is
irrevocable.

If you elect to expense section
A 179 property, you must reduce the
(YD) amount on which you figure your
depreciation or amortization deduction
(including any special depreciation
allowance) by the section 179 expense
deduction.

Line 1

Generally, the maximum section 179
deduction is $125,000 for fiscal tax years
beginning in 2007 and ending in 2008.

Specific Instructions

Part I. Election To Expense
Certain Property Under
Section 179

Note. An estate or trust cannot make
this election.

You can elect to expense part or all of
the cost of section 179 property (defined
on page 1) that you placed in service
during the tax year and used
predominantly (more than 50%) in your
trade or business.

However, for taxpayers other than a
corporation, this election does not apply
to any section 179 property you
purchased and leased to others unless:

e You manufactured or produced the
property or

® The term of the lease is less than 50%
of the property’s class life and, for the first
12 months after the property is
transferred to the lessee, the deductions

-2-

Note. For fiscal tax years beginning in
2008, the maximum section 179
deduction will be $250,000.

For an enterprise zone business or a
renewal community business, the
maximum deduction is increased by the
smaller of:

e $35,000 or

® The cost of section 179 property that is
also qualified empowerment zone
property or qualified renewal property
(including such property placed in service
by your spouse, even if you are filing a
separate return).

For qualified section 179 GO Zone
property, the maximum deduction is
increased by the smaller of:

e $100,000 or

e The cost of qualified section 179 GO
Zone property placed in service before
December 31, 2007. (This date is
extended to December 31, 2008, for
nonresidential real property and
residential rental property.)

If applicable, cross out the preprinted
entry on line 1 and enter in the right
margin the larger amount. For more
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information, including definitions of
qualified empowerment zone property
and qualified renewal property, see Pub.
954, Tax Incentives for Distressed
Communities. For more information,
including definitions of qualified GO Zone
property and qualified section 179 GO
Zone property, see Pub. 946.

For purposes of the increased
A section 179 expense deduction,
() qualified section 179 GO Zone
property that is located in an
empowerment zone (or a renewal
community) is treated as qualified
empowerment zone property (or qualified
renewable property) only if you elect not
to treat the property as qualified section
179 GO Zone property.

Recapture rule. If any qualified
empowerment zone property (or qualified
renewal property) placed in service during
the current year ceases to be used in an
empowerment zone (or a renewal
community) by an enterprise zone
business (or a renewal community
business) in a later year, the benefit of the
increased section 179 expense deduction
must be reported as “other income” on
your return. Similar rules apply to
qualified Liberty Zone property that
ceases to be used in the Liberty Zone and
to qualified section 179 GO Zone property
that ceases to be used in the GO Zone.

Line 2

Enter the cost of all section 179 property
placed in service during the fiscal tax
year. Also include the cost of the
following.

e Any listed property from Part V.

e Any property placed in service by your
spouse, even if you are filing a separate
return.

® 50% of the cost of section 179 property
that is also qualified empowerment zone
property or qualified renewal property.

Line 3

The amount of section 179 property for
which you can make the election is limited
to the maximum dollar amount on line 1.
In most cases, this amount is reduced if
the cost of all section 179 property placed
in service during the year is more than
$500,000.

However, if you placed qualified
section 179 GO Zone property in service
during the tax year, the amount of
property for which you can make the
election is reduced if the cost of all
section 179 property placed in service
during the year exceeds $500,000
increased by the smaller of:

e $600,000 or

e The cost of qualified section 179 GO
Zone property placed in service during
the tax year.

If applicable, cross out the preprinted
entry on line 3 and enter in the right
margin the higher amount.

For a partnership (other than an
electing large partnership) these
limitations apply to the partnership and
each partner. For an electing large
partnership, the limitations apply only to
the partnership. For an S corporation,

these limitations apply to the S
corporation and each shareholder. For a
controlled group, all component members
are treated as one taxpayer.

Line 5

If line 5 is zero, you cannot elect to
expense any section 179 property. In this
case, skip lines 6 through 11, enter zero
on line 12, and enter the carryover of any
disallowed deduction from 2006 on line
13.

If you are married filing separately, you
and your spouse must allocate the dollar
limitation for the tax year. To do so,
multiply the total limitation that you would
otherwise enter on line 5 by 50%, unless
you both elect a different allocation. If you
both elect a different allocation, multiply
the total limitation by the percentage
elected. The sum of the percentages you
and your spouse elect must equal 100%.

Do not enter on line 5 more than your
share of the total dollar limitation.

Line 6

Do not include any listed property on line
6. Enter the elected section 179 cost of
listed property in column (i) of line 26.

Column (a) — Description of property.
Enter a brief description of the property
you elect to expense (e.g., truck, office
furniture, etc.).

Column (b) — Cost (business use
only). Enter the cost of the property. If
you acquired the property through a
trade-in, do not include any carryover
basis of the property traded in. Include
only the excess of the cost of the property
over the value of the property traded in.

Column (c) — Elected cost. Enter the
amount you elect to expense. You do not
have to expense the entire cost of the
property. You can depreciate the amount
you do not expense. See the line 19 and
line 20 instructions.

To report your share of a section 179
expense deduction from a partnership or
an S corporation, write “from Schedule
K-1 (Form 1065)” or “from Schedule K-1
(Form 1120S)” across columns (a) and
(b).

Line 10

The carryover of disallowed deduction
from 2006 is the amount of section 179
property, if any, you elected to expense in
previous years that was not allowed as a
deduction because of the business
income limitation. If you filed Form 4562
for 2006, enter the amount from line 13 of
your 2006 Form 4562.

Line 11

The total cost you can deduct is limited to
your taxable income from the active
conduct of a trade or business during the
year. You are considered to actively
conduct a trade or business only if you
meaningfully participate in its
management or operations. A mere
passive investor is not considered to
actively conduct a trade or business.
Note. If you have to apply another Code
section that has a limitation based on
taxable income, see Pub. 946 for rules on
how to apply the business income

-3-

limitation for the section 179 expense
deduction.

Individuals. Enter the smaller of line 5
or the total taxable income from any trade
or business you actively conducted,
computed without regard to any section
179 expense deduction, the deduction for
one-half of self-employment taxes under
section 164(f), or any net operating loss
deduction. Also include all wages,
salaries, tips, and other compensation
you earned as an employee (from Form
1040, line 7). Do not reduce this amount
by unreimbursed employee business
expenses. If you are married filing a joint
return, combine the total taxable incomes
for you and your spouse.

Partnerships. Enter the smaller of line 5
or the partnership’s total items of income
and expense described in section 702(a)
from any trade or business the
partnership actively conducted (other than
credits, tax-exempt income, the section
179 expense deduction, and guaranteed
payments under section 707(c)).

S corporations. Enter the smaller of line
5 or the corporation’s total items of
income and expense described in section
1366(a) from any trade or business the
corporation actively conducted (other than
credits, tax-exempt income, the section
179 expense deduction, and the
deduction for compensation paid to the
corporation’s shareholder-employees).

Corporations other than S
corporations. Enter the smaller of line 5
or the corporation’s taxable income
before the section 179 expense
deduction, net operating loss deduction,
and special deductions (excluding items
not derived from a trade or business
actively conducted by the corporation).

Line 12

The limitations on lines 5 and 11 apply to
the taxpayer, and not to each separate
business or activity. Therefore, if you
have more than one business or activity,
you may allocate your allowable section
179 expense deduction among them.

To do so, write “Summary” at the top
of Part | of the separate Form 4562 you
are completing for the total amounts from
all businesses or activities. Do not
complete the rest of that form. On line 12
of the Form 4562 you prepare for each
separate business or activity, enter the
amount allocated to the business or
activity from the “Summary.” No other
entry is required in Part | of the separate
Form 4562 prepared for each business or
activity.

Part Il. Special
Depreciation Allowance
and Other Depreciation

Line 14

For qualified property (defined below)
placed in service during the fiscal tax year
beginning in 2007 and ending in 2008,
you may be able to take an additional
50% (or 30%, if applicable) special
depreciation allowance. The special
allowance applies only for the first year
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the property is placed in service. The
allowance is an additional deduction you
can take after any section 179 expense
deduction and before you figure regular
depreciation under MACRS.

Qualified property. You can take the
special allowance for qualified New York
Liberty Zone (Liberty Zone) property
(other than qualified Liberty Zone
leasehold improvement property),
qualified GO Zone property, and qualified
cellulosic biomass ethanol plant

and certain qualified property place
service in 2008.

i4
(Liberty Zone) property. Qualified
Liberty Zone property is nonresidential
real property or residential rental property.

The following rules also apply.
® The 30% special depreciation
allowance applies to qualified Liberty
Zone property.
® You must have acquired qualified
Liberty Zone property by purchase after
September 10, 2001. If a binding contract
to acquire the property existed before
September 11, 2001, the property does
not qualify.
e Qualified Liberty Zone property must be
placed in service before January 1, 2010.
e The original use of the property within
the Liberty Zone must begin with you.
e Substantially all (80% or more) of the
use of the property must be in the Liberty
Zone in the active conduct of your trade
or business.
e For property you sold and leased back
or for self-constructed property special
rules apply. See section 1400L(b)(2)(D).

Qualified GO Zone property.
Qualified GO Zone property is:
® Tangible property depreciated under
MACRS with a recovery period of 20
years or less,
e Water utility property (see 25-year
property on page 6),
e Computer software defined in and
depreciated under section 167(f)(1),
e Qualified leasehold improvement
property,
e Nonresidential real property, or
e Residential rental property.

The following rules also apply.
® The 50% special allowance applies to
qualified GO Zone property.
® You must have acquired qualified GO
Zone property by purchase after August
27, 2005. If a binding contract to acquire
the property existed before August 28,
2005, the property does not qualify.
e Qualified GO Zone property must be
placed in service before January 1, 2008,
unless it is nonresidential real property or
residential rental property.
® The original use of the property within
the GO Zone must begin with you.
e Substantially all (80% or more) of the
use of the property must be in the GO
Zone in the active conduct of your trade
or business.
e For property you sold and leased back
or for self-constructed property special
rules apply. See section 1400N(d)(3).
Qualified cellulosic biomass ethanol
plant property. Qualified cellulosic
biomass ethanol plant property is property

used solely in the U.S. to produce
cellulosic biomass ethanol. Cellulosic
biomass ethanol is ethanol produced by
enzymatic hydrolysis of any
lignocellulosic or hemicellulosic matter
that is available on a renewable or
recurring basis. For example,
lignocellulosic or hemicellulosic matter
that is available on a renewable or
recurring basis includes bagasse (from
sugar cane), corn stalks, and switchgrass.

The 50% special allowance applies to
qualified cellulosic biomass ethanol plant
property. The property must also meet the
following requirements.
® The original use of the property must
begin with you after December 20, 2006.
e You must have acquired the property
by purchase after December 20, 2006. If
a binding contract to acquire the property
existed before December 21, 2006, the
property does not qualify.
® The property must be placed in service
for use in your trade or business or for the
production of income before January 1,
2013.

e For property you sold and leased back
or for self-constructed property special
rules apply. See section 168(1)(5).

ertain qualitied p. Y P
service after December 31, 2007.
Certain qualified property (defined below)
placed in service after December 31,
2007, is eligible for a 50% special
depreciation allowance under the
Economic Stimulus Act of 2008.

Qualified property includes the
following:
® Tangible property depreciated under
the modified accelerated cost recovery
system (MACRS) with a recovery period
of 20 years or less.
o Water utility property.
e Off-the-shelf computer software.
e Qualified leasehold improvement
lproperty.

Qualified property must also meet all
of the following tests:
® You must have acquired qualified
property by purchase after December 31,
2007, and before January 1, 2009. If a
binding contract to acquire the property
existed before January 1, 2008, the
property does not qualify.
e Qualified property must be placed in
service after December 31, 2007, and
before January 1, 2009 (before January
1, 2010, for certain transportation
property and certain property with a long
production period).
® The original use of the property must
begin with you after December 31, 2007.

See sections 168(k), 168(l), 1400L(b),

and 1400N(d). Also, see Pub. 946.

Exceptions. Qualified property does
not include:
o |isted property used 50% or less in a
qualified business use (as defined in the
instructions for lines 26 and 27),
e Any property required to be
depreciated under the alternative
depreciation system (ADS) (that is, not
property for which you elected to use
ADS),
e Qualified Liberty Zone leasehold
improvement property,

-4-

e Property placed in service and
disposed of in the same tax year,

e Property converted from business or
income-producing use to personal use in
the same tax year it is acquired, or

e Property for which you elected not to
claim any special allowance.

Qualified GO Zone property also does
not include:
e Any tax-exempt bond financed property
under section 103,
e Any qualified revitalization building for
which you have elected to deduct
expenditures under section 1400I, or
e Any property described in section
1400N(p)(3).

In addition, qualified cellulosic biomass
plant property does not include the
following:

e Any tax-exempt bond financed property
under section 103.

e Any property for which a deduction was
taken under section 179C for certain
qualified refinery property.

See Pub. 946 for additional information.

How to figure the allowance. Figure
the special allowance by multiplying the
depreciable basis of the property by 50%
(or 30%, if applicable).

To figure the depreciable basis,
subtract from the business/investment
portion of the cost or other basis of the
property any credits and deductions
allocable to the property. The following
are examples of some credits and
deductions that reduce the depreciable
basis.

e Section 179 expense deduction.

e Deduction for removal of barriers to the
disabled and the elderly.

e Disabled access credit.

e Enhanced oil recovery credit.

e Credit for employer-provided childcare
facilities and services.

e Basis adjustment to investment credit
property under section 50(c).

For additional credits and deductions that
affect the depreciable basis, see section
1016. Also, see Pub. 946.

Note. If you acquired qualified property
through a like-kind exchange or
involuntary conversion, the carryover
basis and any excess basis of the
acquired property is eligible for the
special depreciation allowance. See
Regulations section 1.168(k)-1(f)(5).

If you take the 30% or 50%
A special allowance, you must
(D) reduce the amount on which you
figure your regular depreciation or
amortization deduction by the amount
deducted. Also, you will not have any
AMT adjustment for the property if the
depreciable basis of the property for the
AMT is the same as for the regular tax.

Election out. You can elect, for any
class of property, to not deduct any
special allowance for all such property in
such class placed in service during the
tax year.

To make an election, attach a
statement to your timely filed return
(including extensions) indicating the class
of property for which you are making the
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election and that, for such class you are
not to claim any special allowance.

The election must be made separately
by each person owning qualified property
(for example, by the partnership, by the S
corporation, or by the common parent of a
consolidated group).

If you timely filed your return without
making an election, you can still make the
election by filing an amended return
within 6 months of the due date of the
return (excluding extensions). Write “Filed
pursuant to section 301.9100-2” on the
amended return.

Once made, the election cannot be
revoked without IRS consent.

Note. If you elect not to have any special
allowance apply, the property may be
subject to an AMT adjustment for
depreciation.

Recapture. When you dispose of
property for which you claimed a special
depreciation allowance, any gain on the
disposition is generally recaptured
(included in income) as ordinary income
up to the amount of the special
depreciation allowance you deducted. If
qualified GO Zone property ceases to be
qualified GO Zone property or if qualified
cellulosic biomass plant property ceases
to be qualified cellulosic biomass plant
property in any year after the year you
claim the special depreciation allowance,
the excess benefit you received from
claiming the special allowance must be
recaptured as ordinary income. For more
information on depreciation recapture,
see Pub. 946.

Line 15

Report on this line depreciation for
property that you elect to depreciate
under the unit-of-production method or
any other method not based on a term of
years (other than the retirement-
replacement-betterment method).

Attach a separate sheet showing:
e A description of the property and the
depreciation method you elect that
excludes the property from MACRS or the
Accelerated Cost Recovery System
(ACRS); and
® The depreciable basis (cost or other
basis reduced, if applicable, by salvage
value, any section 179 expense
deduction, deduction for remov