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De Minimus Tangible Property: A Practical Solution 

By Alden Snyder 

In December of 2011, the Internal Revenue Service issued guidelines to clarify proposed regulations 

dating back to 2008 on a range of topics related to Tangible Property Capitalization rules.  Among the 

regulations was the de minimis rule for capitalization of Tangible Property which took effect January 1, 

2012 and is a significant change in fixed asset accounting for many organizations.  In late 2012, the IRS 

delayed the required implementation until January 1, 2014 while allowing voluntary compliance in 2012 

and 2013. 

 

 



 

24W500 Maple Avenue, Suite 214         Naperville, IL 60540         phone: 630-428-9898         fax: 630-428-8591 
 

assetsystems.com         email: assetinfo@assetsystems.com 

Background 

The de minimis rule applies to low cost assets falling below the organization’s capitalization 
limit (and costing more than $100) that have traditionally been expensed. In the future, the 
taxpayer may continue the practice of expensing low cost or de minimis assets if the following 
criteria are met. 

(1) the taxpayer had an applicable financial statement (AFS) as defined in the regulation;  

(2) the taxpayer had, at the beginning of the taxable year, written accounting procedures 
treating as an expense for non-tax purposes the amounts paid for property costing less than a 
certain dollar amount; 

 (3) the taxpayer treated the amounts paid during the taxable year as an expense on its AFS in 
accordance with its written accounting procedures; and  

(4) the total aggregate of amounts paid and not capitalized for the taxable year under this 
provision did not distort the taxpayer’s income for the taxable year (the “no distortion 
requirement”).  

To ease the administrative burden of determining whether amounts expensed under the de 
minimis rule distorted taxable income, a safe harbor has been defined. Under this safe harbor, 
an amount deducted under the AFS-based de minimis rule for the taxable year would be deemed 
not to distort income if that amount (when added to the amounts deducted in the taxable year 
as materials and supplies for units of property costing $100 or less) was less than or equal to the 
greater of 0.1 percent of the taxpayer’s gross receipts for the taxable year or 2 percent of the 
taxpayer’s total AFS depreciation and amortization for the taxable year. (IRS Bulletin 2012-14, 
April 2, 2012). 

 
At this point, the de minimis rule does not apply to organizations that do not have “applicable financial 
statement” which is generally considered an audited statement.  Treatment for these firms which are 
typically smaller or privately held awaits IRS action in future regulations. 

For example, if a qualifying company has Gross Receipts of $130 million with a depreciation and 
amortization expense of $22 million, the safe harbor would be the greater of $130,000 (.1% of $130 
million) or $440,000 (2% of $22 million).  If the organization had expensed de minimis property of 
$700,000, they could choose to waive the deductibility of $260,000 of expensed asset purchases or 
capitalize a like amount of additional fixed assets.  At a 35% tax rate, this amounts of a $91,000 tax 
decision. 
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Action Steps 

Unless the organization qualifies for the safe harbor, applying the de minimis rule could expand, in some 
cases dramatically, the number of items included in capitalized assets. Moreover, the de minimis rule 
could change the type and dollar amount of capitalized items from one accounting period to the next for 
periods where the safe harbor does not apply.  The effort needed to comply with this regulation will 
vary considerably and will be dependent on how the organization manages fixed assets.  

Organizations covered by the de minimis rule will need to accumulate the underlying data for the safe 
harbor calculation each year.  Most large organizations concentrate fixed asset accounting in the 
accounting department, where the capitalization limit is rigorously applied, often, by aggregating fixed 
asset additions by project or vender invoice. Under the new guidelines, these taxpayers will need to 
segregate purchases of all non-capitalized assets with a unit cost of less than the capitalization limit and 
greater than $100 and that have an economic life of greater than 1 year.   

At the end of the tax year, the de minimis safe harbor rule can be applied to determine the treatment of 
these assets.  If the safe harbor limit is exceeded, the taxpayer may limit their deduction to that amount 
or they may capitalize the asset representing the excess.  If additional assets are to be capitalized, these 
de minimis assets are added to the fixed asset ledgers and depreciated based on the tax rules relating to 
that type of property.  As with any fixed asset, provisions need to be made to properly identify those 
assets for audit purposes.  

Some larger companies may be able to leverage their existing fixed asset tracking/management 
software to address these changed regulations.  The extent to which this may be possible will depend on 
the software design and the procedures in use by the organizations. 

Automating the Process 

Fortunately, asset tracking systems, implemented in accordance with industry best practices, can 
provide the functionality to easily automate compliance with the de minimis rule.  The relevant best 
practices include: 

• An asset data base that includes entries for both capital and expensed assets. 
• An automated interface between the asset tracking application and fixed asset accounting 

system. 
• Recording of asset additions uniquely for each item. 
• Labeling of each asset entered in the asset tracking data base (preferable with a bar code or 

RFID tag). 
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With these practices in place, one additional task may be required.  Most asset tracking procedures do 
not reliably track unit cost, particularly for items under the normal capitalization threshold.  Therefore, 
procedures must be implemented or strengthened to assure that the proper basis is established for 
each item at the time of purchase. 

Once properly implemented, compliance with the de minimis rule is simply a matter of selecting and 
totaling additions for expensed asset purchases for the tax year.  This becomes the basis for applying the 
safe harbor test.  If capitalization is not required, no action is needed other than to retain the test in the 
appropriate records.  If capitalization is required, the additions for expensed assets for the year are 
imported to fixed asset accounting ledgers and included with other previously capitalized assets. 
 

Conclusions 

The de minimis rule for tangible property affects all larger taxpayers beginning January 1, 2012.  
Accumulating the data needed to comply with the regulations may be burdensome for some 
organizations not currently monitoring expensed assets.  However these burdens can be substantially 
reduced through the proper use of an asset tracking system. As always, we recommend consulting your 
tax advisor to discuss the effect of the new regulations on your specific tax situation. 


