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Valuing Bonus Depreciation under the New Tax Law 

Joseph W. Thompson, CFA, ASA and David J. Neuzil, CFA 
 
Introduction 

On December 22, 2017, President Donald J. Trump signed into law the Tax Cuts and Jobs Act of 
2017 (the “Act”).1  The Act provides businesses the ability to deduct capital expenditures as 
“bonus depreciation” for purchases of qualified property2 acquired and placed in service after 
September 27, 2017 and before December 31, 2026.  This article will provide a framework for 
quantifying the value of bonus depreciation in the context of the discounted cash flow (DCF) 
method.3 

There are at least two ways to value bonus depreciation: (1) extend the discrete projection period 
of the DCF method in order to reflect the full impact of bonus depreciation or (2) conduct a 
traditional DCF method and separately analyze the impact on value of bonus depreciation. We 
recommend the second approach. 

In this article, we present a model (referred to herein as the Thompson-Neuzil Model or “Model”) 
that will permit analysts to conduct a traditional DCF method without the potential earnings and 
cash flow distortions that may result from the inclusion of bonus depreciation calculations in the 
projected financial performance of the subject company.  The Model permits the discrete 
quantification of the value of bonus depreciation, which may then be added to the value provided 
by the traditional application of the DCF method (or other valuation methods that do not reflect 
the value of bonus depreciation). 

Overview of Bonus Depreciation 

Under the provisions of the Act, companies may deduct 100% of their U.S. capital expenditures 
on qualified property as bonus depreciation from 2018 to 2022.4  Subsequent to 2022, this 100% 
factor declines by 20 percentage points per year for each of the next five years, until reaching 0% 
in 2027.5  

                                                 

 
1 The Act was originally introduced to Congress as the “Tax Cuts and Jobs Act of 2017,” though this title 

was not approved by Senate in the final enactment of the reconciliation law. The official title of the Act is 
“Public Law 115-97, An Act to provide for reconciliation pursuant to titles II and V of the concurrent 
resolution on the budget for fiscal year 2018.” 

2 The definition of “qualified property” contained in the Act is complex and varies by property type and 
business purpose. Please refer to the Act for further clarification. 

3 This article is not intended nor should be interpreted to be tax and/or legal advice or to represent exact 
representations of the impacts of the Act.   

4 An Act to provide for reconciliation pursuant to titles II and V of the concurrent resolution on the budget 
for fiscal year 2018, H.R. 1 U.S.C. § 13201 (2017-2018) 

5 Id.   

http://www.thegriffinggroup.com/
http://www.thegriffinggroup.com
http://thegriffinggroup.com/joseph-w-thompson-cfa-asa/
http://thegriffinggroup.com/david-j-neuzil/


 
Valuing Bonus Depreciation under the New Tax Law 
March 2018 
Page 2 

 

© 2018 Joseph Thompson – All Rights Reserved. 

While the Act uses the term “bonus depreciation,” the more appropriate term is accelerated 
depreciation.  As we will demonstrate, the total nominal amount of projected depreciation is 
the same under prior tax law as it is under the Act (ignoring sales and disposals of assets).  
However, the timing of this projected depreciation is highly accelerated under the provisions 
of the Act.  In other words, the Act does not create “new” depreciation, it merely shifts 
depreciation from more distant periods to more proximate ones. 

The bonus depreciation deduction has a dark side.  During the 2018 through 2022 period, 
the depreciable tax base of assets continually declines because 100% of projected capital 
expenditures are deducted as depreciation expense during these years.  Figure 1 illustrates 
the impact of bonus depreciation on the tax base of net fixed assets when using a 5-year 
modified accelerated cost recovery system (“MACRS”) depreciation schedule. 

Figure 1 

 

As illustrated by the red line in Figure 1, the tax base of net fixed assets is constant at $180 million 
under prior tax law because capital expenditures replenish the depreciable tax base of those 
assets.  Under the Act, all capital expenditures are expensed as bonus depreciation during the 
2018 through 2022 period.  Consequently, as illustrated by the blue line in Figure 1, the 
depreciable tax base of net fixed assets declines to $0 by 2022. 

The bonus depreciation percentage also begins to decline during the 2023 through 2027 period, 
which results in the gradual replenishment of the tax base of net fixed assets.  Eventually, the tax 
base recovers to the 2017 level of $180 million by 2031.  Businesses that use depreciation 
schedules that are longer than five years will be subject to the impact of bonus depreciation past 
2031. 

In the following sections of this article, we provide an example that demonstrates how our Model 
is used to calculate the value of bonus depreciation.  
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Thompson-Neuzil Model 

Our application of the Model is based on the following assumptions: 

◼ Subject company is a U.S. based C corporation. 

◼ Valuation date is December 31, 2017. 

◼ Capital expenditures meet the “qualified property” definition of the Act and are subject 
to the bonus depreciation schedule. 

◼ There are no sales or disposals of fixed assets during the projection period and the 
assets have no salvage value.6 

 
As demonstrated below, the application of our Model is conducted in six steps. 

Step 1 

Conduct a traditional DCF method without consideration of bonus depreciation.  The DCF 

method should incorporate other relevant aspects of the Act (e.g., corporate tax rate, 

business interest expense limitation, etc.). 

Step 2 

Calculate bonus depreciation using projected capital expenditures and the bonus 

depreciation schedule provided in the Act.  We base our DCF method on the assumption 

that the subject company will spend $100 million in qualified capital expenditures for each 

projected year.  We then multiply the $100 million in capital expenditures by the applicable 

bonus depreciation percentage for each projected year. Table 1 illustrates these 

calculations. 

Table 1 – Projected Bonus Depreciation 

 

The total projected bonus depreciation in Table 1 is $700 million. 

                                                 

 
6 We have assumed no variation in the capital expenditures as it provides a simplified illustration for the 

reader.  The Model can be applied to any projection of capital expenditures and any reasonable estimate 
of corresponding depreciation expense.  

($ in millions) 2018 2019 2020 2021 2022

Projected Capital Expenditures 100$      100$      100$      100$      100$      

CapEx Immediately Expensed 100% 100% 100% 100% 100%

Bonus Depreciation 100$      100$      100$      100$      100$      

($ in millions) 2023 2024 2025 2026 2027

Projected Capital Expenditures 100$      100$      100$      100$      100$      

CapEx Immediately Expensed 80% 60% 40% 20% 0%

Bonus Depreciation 80$        60$        40$        20$        -$          
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Step 3 

Conduct an analysis in which the bonus depreciation amounts from Step 2 are treated as 
capital expenditures and depreciated using appropriate depreciation schedules under 
prior tax law. This analysis demonstrates how bonus depreciation amounts would have 
been expensed under prior tax law and extends from 2018 to 2031.7 In general, the Step 
3 analysis will extend to 20XX, where 20XX is equal to 2026 plus the number of years in 
the depreciation schedule used in the analysis (e.g., 3-year MACRS schedule extends to 
2029; 5-year MACRS schedule extends to 2031; etc.).  Table 2 illustrates these 
calculations based on a 5-year MACRS depreciation schedule.8 

Table 2 – Bonus Depreciation Converted to 5-Year MACRS 

 

The total projected depreciation in Table 2 is $700 million.  This is the same amount of projected 
bonus depreciation calculated in Step 2.   

Step 4 

Subtract the depreciation amount calculated in Step 3 from the bonus depreciation amount 
calculated in Step 2 for each projected year.  This calculation provides the incremental 
depreciation amount for each projected year.  The sum of the nominal amounts of the incremental 
depreciation for all relevant years should be zero, with the near-term years summing to a positive 
amount and longer-term years summing to an offsetting negative amount.  Table 3 illustrates these 
calculations.  

Table 3 – Projected Incremental Depreciation 

 

                                                 

 
7 We selected the MACRS depreciation convention for ease of application.  Practitioners preferring to use 

straight-line or double declining balance should be careful in determining the first and last year 
depreciation amounts as the date of purchase and date of first use affect the depreciation in a given 
period. 

8 Table 7 provides a detailed 5-year MACRS schedule.   

($ in millions) 2018 2019 2020 2021 2022 2023 2024

Depreciation $20 $52 $71 $83 $94 $96 $86

2025 2026 2027 2028 2029 2030 2031

Depreciation $71 $55 $36 $20 $10 $5 $1

($ in millions) 2018 2019 2020 2021 2022 2023 2024

Bonus Depreciation (Step 2) 100$    100$    100$    100$    100$    80$      60$      

Less: MACRS Depr. (Step 3) 20        52        71        83        94        96        86        

Incremental Depreciation 80$      48$      29$      17$      6$        (16)$     (26)$     

2025 2026 2027 2028 2029 2030 2031 Total

Bonus Depreciation (Step 2) 40$      20$      -$         -$         -$         -$         -$         700$    

Less: MACRS Depr. (Step 3) 71        55        36        20        10        5          1          700      

Incremental Depreciation (31)$     (35)$     (36)$     (20)$     (10)$     (5)$       (1)$       -$         
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Step 5 

Multiply the incremental depreciation amounts quantified in Step 4 by the appropriate corporate 
tax rate to quantify the cash flow benefit associated with the depreciation tax shield for each 
projected year. Similar to Step 4, the sum of the depreciation tax shields for all relevant years 
should equal zero.  Table 4 illustrates these calculations. 

Table 4 – Bonus Depreciation Tax Shield 

 

Step 6 

Discount the projected depreciation tax shields (quantified in Step 5) for each projected year to 
their present value using an appropriate discount rate9 (10.0% in this example) and then sum 
these present values to quantify the total value of bonus depreciation.  We have used a mid-year 
discounting convention in our analysis.  Table 5 illustrates these calculations. 

Table 5 – Discounting of Bonus Depreciation Tax Shield 

 

As illustrated in Table 5, the sum of the present values of the depreciation tax shields is $19 
million. Consequently, based on the analysis and assumptions presented in this article, the value 
of bonus depreciation is $19 million. 

Summary and Conclusion 

The Model is a useful tool for calculating the value of bonus depreciation under the terms of the 
Act.  The Model permits an appraiser/valuer to separately value bonus depreciation without the 

                                                 

 
9 The selected discount rate should match the discount rate used in developing the DCF method in Step 1. 

Note that as the discount rate increases, the value of bonus depreciation also increases.    

($ in millions) 2018 2019 2020 2021 2022 2023 2024

Incremental Depreciation 80$       48$       29$       17$       6$         (16)$      (26)$      

Times: Tax Rate 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Depreciation Tax Shield 20$       12$       7$         4$         1$         (4)$        (6)$        

2025 2026 2027 2028 2029 2030 2031 Total

Incremental Depreciation (31)$      (35)$      (36)$      (20)$      (10)$      (5)$        (1)$        -$              

Times: Tax Rate 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

Depreciation Tax Shield (8)$        (9)$        (9)$        (5)$        (3)$        (1)$        (0)$        -$              

($ in millions) 2018 2019 2020 2021 2022 2023 2024

Depreciation Tax Shield 20$       12$       7$         4$         1$         (4)$        (6)$        

Times: Present Value Factor @ 10.0% 0.9535  0.8668  0.7880  0.7164  0.6512  0.5920  0.5382  

Present Value of Depreciation Tax Shield 19$       10$       6$         3$         1$         (2)$        (3)$        

2025 2026 2027 2028 2029 2030 2031 Total

Depreciation Tax Shield (8)$        (9)$        (9)$        (5)$        (3)$        (1)$        (0)$        -$         

Times: Present Value Factor @ 10.0% 0.4893  0.4448  0.4044  0.3676  0.3342  0.3038  0.2762  

Present Value of Depreciation Tax Shield (4)$        (4)$        (4)$        (2)$        (1)$        (0)$        (0)$        19$       



 
Valuing Bonus Depreciation under the New Tax Law 
March 2018 
Page 6 

 

© 2018 Joseph Thompson – All Rights Reserved. 

need to extend the discrete projection period of a traditional DCF method beyond the number 
years otherwise necessary.  This bonus depreciation value may then be added to the value 
provided by any valuation method that does not reflect the value of the bonus depreciation 
characteristics of the Act.  

Sensitivity Table 

Based on the assumptions and analysis presented in this article, we created Table 6 to illustrate 
the value of bonus depreciation under various discount rates and MACRS schedules. 

Table 6 – Sensitivity Table – WACC and MACRS10 

 

MACRS Schedule 

Table 7 provides the 5-year MACRS schedule used in this article. 

Table 7 – 5-Year MACRS Schedule 

 

 

 

                                                 

 
10 As illustrated in Table 6, both the length of the MACRS depreciation period and the size of the discount 

rate are positively correlated with the value of bonus depreciation.  

6.0% 8.0% 10.0% 12.0% 14.0%

5-Year $14 $17 $19 $21 $22

10-Year $27 $32 $35 $38 $40

15-Year $44 $50 $54 $57 $59M
A

C
R

S

Weighted Average Cost of Capital

($ in millions)

Bonus

Year Depr. 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031

2018 100      20$      32$      19$      12$      12$      6$        -$         -$         -$         -$         -$         -$         -$         -$         

2019 100      -           20        32        19        12        12        6          -           -           -           -           -           -           -           

2020 100      -           -           20        32        19        12        12        6          -           -           -           -           -           -           

2021 100      -           -           -           20        32        19        12        12        6          -           -           -           -           -           

2022 100      -           -           -           -           20        32        19        12        12        6          -           -           -           -           

2023 80        -           -           -           -           -           16        26        15        9          9          5          -           -           -           

2024 60        -           -           -           -           -           -           12        19        12        7          7          3          -           -           

2025 40        -           -           -           -           -           -           -           8          13        8          5          5          2          -           

2026 20        -           -           -           -           -           -           -           -           4          6          4          2          2          1          

Total 20$      52$      71$      83$      94$      96$      86$      71$      55$      36$      20$      10$      5$        1$        


