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“I bought a computer for $599. Do I need to capitalize that?”  

This is a common question we hear from business owners, whether it is about com-
puters, machinery, tools, or any other tangible property. In the past, many taxpayers 
have used internal “thresholds” to determine whether they would capitalize fixed as-
sets and depreciate them or simply deduct them in the year of purchase. This “thresh-
old” method was never officially approved by the IRS. 

However, with the new tangible property regulations released this fall, we now have 
“safe harbor” amounts approved by the IRS that can be used to determine whether 
purchases of tangible property should be capitalized or expensed. The various thresh-
olds and what you need to do to be able to use them are discussed below.

Materials and supplies. The new regulations allow an immediate deduction for ma-
terials and supplies costing less than $200 to acquire or produce. No yearly elections 
or actions are needed on your part in order to qualify for this safe harbor amount - 
simply expense those purchases. However, a one-time change of accounting method 
form should be filed for the tax year in which you want to first adopt this method. 
Please contact your tax advisor to do so.

De Minimis threshold for other tangible personal property. For tangible personal 
property (other than materials and supplies), businesses now have the IRS’s blessing 
to establish internal thresholds. The amount of the threshold depends on whether a 
business has an “applicable financial statement.” 

No “applicable financial statement.” The business may make a yearly election to 
expense the majority of your tangible property purchases costing $500 or less per 
invoice (or per item as shown on the invoice).

“Applicable financial statement” is prepared. If your financial statements are 
audited (or are filed with the federal or state government or any federal or state 
agency), then you can make a yearly election to expense the majority of your tan-
gible property purchases costing $5,000 or less per invoice (or per item as shown 
on the invoice). Filing a tax return with financial information does not count as 
“filing” a financial statement with the federal or state government.
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You must meet all of the following requirements in order to use either the $5,000 or 
$500 thresholds:

• have a written accounting policy in place at the beginning of your taxable year 
stating you will treat all property purchases under a specified dollar amount ($500 
or $5,000 maximum) as current year expenses;

• expense these items on your financial statements as well as your tax return; and

• file an annual election with your tax return. let your tax advisor know your ac-
counting policy, and he or she can assist you in filing the election. 

In addition, a one-time change of accounting method form may need to be filed for 
the tax year in which you want to adopt this method. Please contact your tax advisor 
for assistance in filing the form.

Be aware there are some exceptions to these safe harbor amounts. 

• You are not allowed to improperly split the cost of an item between multiple 
invoices simply to arrive under the dollar threshold on each invoice.

• If costs to acquire the property are included on a separate invoice, they are not 
required to be included when comparing the property cost with the threshold. If 
they are included, they must be included in the total item cost when comparing to 
the threshold amount.

The de minimis rules do not necessarily apply to the acquisition of property expected 
to be used in the production of other property (i.e. inventory) if you are subject to 
IRS code section 263a. For example, the purchase of a part to be installed in manu-
facturing equipment, even those under the threshold, may not qualify. Please contact 
your tax advisor to find out if this applies to you. Keep in mind that written account-
ing procedures must be in place at the beginning of your taxable year, so if you use 
the calendar year, you have until December 31, 2013, to put these procedures into 
place for the 2014 tax year. an example of a written accounting policy can be found 
on the following page.

Please contact your WK tax advisor at (573) 499-6865 or (573) 635-6196 to discuss 
how these rules apply to you.

Sincerely,

Williams-Keepers llC





Company Name:  


Accounting Policy for Capitalization of Expenditures for Tangible Property 


This policy is effective as of _____________ .  


Expenditures for the acquisition or improvement of tangible property which will be used for more than 


one year, such as machinery, furniture, buildings, etc, should generally be capitalized.  Items consumed 


in day to day operations and not retained from year to year should not be capitalized. 


Due to the administrative burden of tracking fixed assets and the inconsequential effect de minimis 


items have on financial statements, management has elected to establish a threshold for capitalization 


of expenditures for tangible property.  Please observe the following guidelines. 


 Any invoice under $_________, representing the entire cost of an item(s), should be coded to a 


period expense account. 


 If an invoice is over $_________, but the total expenditure can be separated into separate 


items, each item under $_________ should be coded to a period expense account. 


 If an invoice represents partial payment for an item, and the total cost of the item is expected to 


be less than $_________, that item should be coded to a period expense.  If the total cost is 


expected to exceed $_________, that item should be capitalized. 


 Invoices over $_________ and individual items over $_________ representing expenditures for 


items with useful lives over 12 months should be coded to a fixed asset balance sheet account 


and depreciated over an appropriate life. 


 


__________________________________          __________________          ___________________ 


Signature                 Title                                         Date  


 


Instructions: 


If you have an “applicable financial statement”, the maximum de minimis safe harbor amount is $5,000.  


If you do not have an “applicable financial statement”, the maximum de minimis safe harbor is $500.  


The effective date should be the first day of your tax year. 


Your signature should be dated before the first day of your tax year. 


Please consult your tax advisor about your specific facts and circumstances before adopting this policy 


for your business. 
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