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On November 6, 2020, the IRS released Revenue Procedure
2020-50 providing guidance on implementing the most recent
bonus depreciation regulations. These regulations, issued in
September 2020, addressed feedback and slightly revised
provisions of the 2019 proposed bonus regulations. Since the
Tax Cuts and Jobs Act bonus depreciation rules have changed
over the iterations of proposed and final regulations. The
purpose of Rev. Proc. 2020-50 is to provide taxpayers guidance
when adopting a set of regulations to apply to their property

now and going forward.

Revenue Procedure 2020-50 provides procedural guidance for
taxpayers who want to apply:

1. 2020 final bonus regulations

2. 2019 final bonus regulations

3. 2019 final bonus regulations and 2019 proposed bonus
regulations

Either must be applied entirety and consistently to:
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e All depreciable property acquired and placed in service after 9/27/2017 and during taxable years
beginning in 2017 through 2020; and

e Components acquired or self-constructed after 9/27/2017 of larger self-constructed property and placed
in service during tax years 2017 through 2020.

However once applied, they must continue to apply in subsequent tax years.
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The 2019 proposed bonus regulations provide a “component election” that allows a taxpayer to
segregate portions of self-constructed property and apply different bonus depreciation rates based on
when those components were constructed. However, it was not clear then, how it applied to building
components. The 2020 final regulations clarify how the component election applies to buildings. Any
taxpayer who began construction on a building before 9/27/2017, should consider adopting the 2020
final regulations.

The first time a taxpayer changes their method of accounting under Rev. Proc. 2020-50 it is deemed to be an
automatic impermissible to permissible change, made with a Sec. 481(a) adjustment. The change is executed
by either filing an amended federal return or Form 3115 with the taxpayer’s timely filed return. For taxpayers
that have already made an accounting method change under this revenue procedure and want to make
another change, are deemed to be making a permissible to permissible change and require Commissioner
consent to file their Form 3115 with their timely filed return. Rev. Proc. 2020-50 does not apply to property
that is affected by a late election or withdrawn election made under Sec. 163(j)(7)(B).
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Rev. Proc. 2020-50 also addresses
taxpayers that wish to make or revoke late
elections under Sections 168(k)(5), 168(k)
(7), 168(k)(10), a late component election,
a late designated transaction election,

or late proposed component election by
filing either an amended federal return

or Form 3115 accounting method change
with the timely filed return. The taxpayer
must have already filed their return for
the tax year in which the property that

is affected by the election is placed-
in-service. Also, the taxpayer would
adopt the regulations outlined above, as
described in Rev. Proc. 2020-50, for that
same tax year.

KBKG CASE STUDY

A taxpayer started construction

on their hotel in January of 2017
and incurred S4M of construction
costs by September 27, 2017.

The hotel was completed in 2019
and placed in service. Total
construction costs were S20M. If
the component election was never
made on a timely filed tax return,
the taxpayer would only be eligible
for 30% bonus depreciation on
any eligible components from the
S20M. This taxpayer can make a
late component election so any
qualified components constructed
after September 27, 2017 would
be eligible for 100% bonus
depreciation.

Taxpayers that want to make changes
under Rev. Proc. 2020-50 must use the
new automatic change procedures and
new designated change numbers as
follows.

Impermissible to permissible (DCN
#246)

Permissible to permissible (DCN
#247)

Taxpayers making this change have
reduced filing requirements and should
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file a single Form 3115 for all such changes with a single net Sec. 481(a) adjustment.
After a period of uncertainty, taxpayers now have procedural guidance from the IRS and Treasury Department
for adopting bonus depreciation regulations. Taxpayers will now be able to adopt certain regulations in their

entirety and apply them consistently moving forward into future tax years.

Contact a depreciation specialist to discuss the changes under Rev. Proc. 2020-50.
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