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For the first time in 15 years, cost segregation services have made Accounting Today’s list of
Top Niche services for increasing business, putting engineering studies at the top of the charts
in terms of important consulting services for 2014. So what's driving this sudden attention and

popularity? MOST READ MOST EMAILED

The answer is simple. The "next generation” cost segregation study has become the most + IRS Drops Further Appeals of Court Decision
powerful tax tool for real estate clients as a result of the newly revised tangible property Invalidating Tax Preparer Regulation
regulations (T-Regs) that were passed in late 2013 and early 2014. - IRS Issues Final Rules on Deducting Costs of

Estates and Trusts
This “next generation” cost segregation study has captured the attention of the CPA community because CPAs have
+ IRS Made Improper EITC Payments of

always known that a dollar in their client's hand today is worth more than the promise of a dollar tomorrow. The $13.3-$15.6 Billion
ability for CPAs to assist clients in reducing their tax liability was greatly improved in April 1999. At that time, the IRS ' )
. . . - . . . - IRS Finalizes Rules for Tax Treatment of
issued a legal memorandum allowing taxpayers to segregate various building costs into shorter depreciable lives ;
Reti t Plan P t 1
outside of the standard 39 or 27.5 year class life via a process called Cost Segregation. This was the genesis of the Pe |r(-?men an Fayments for Insurance
remiums

“old school” cost segregation study.

- Accounting and Finance Temp Job Site
Throughout recent years, the process, application and Launches
value of cost segregation have steadily increased. How

Scansnsp ; does the “old school” cost segregation study differ from
the “next generation” version? acc@unungTODAY
8 Educating the Accounting Profession
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systems;
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« Energy tax deduction (179D) for lighting systems;
» Energy tax deduction (179D) for building envelope; aCCOuntlngTODAY

« Dispositions for undepreciated and retired assets per Treasury Regulation (TR) 1.1168(i)-8 MACRS, or modified
accelerated cost recovery system;

» Expense of undepreciated basis of property subject to qualified repair per TR 1.162-4;

» Expense undepreciated basis subject to routine maintenance per TR 1.263(a) — 3(i);

* Manage and minimize recapture upon property sales;
« Identify and recognize units of property and interdependent systems as defined under the recently issued T-Regs; Videos

and
» Bonus depreciation for reclassified assets.

These differences reflect the value of cost segregation to CPAs and their clients as a top consulting service. The use

of “next generation” cost segregation studies has helped many firms attract new clients, retain existing clients and
secure consistent revenue growth and firm expansion.

. . Samir Khosla
TOP niche services Director of Product Management, Intuit
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Importance of Cost Segregation Cost Studies Nonprofit clients will need
| asked Allan Koltin, CEO of Koltin Consulting, if he was surprised by the importance that CPA firms are placing on more hEIP gOiI'Ig forward
cost segregation consulting services. He responded, “In visiting my CPA clients over the past month, they are all

indicating that the new regulation changes have allowed them to thrive in terms of using cost segregation studies to
generate strong revenue while attracting new clients.” He added, “Cost segregation and the related tangible property
studies are clearly becoming mainstream in the accounting industry. It is typical to see a relevant consulting service Slideshows
being adopted by the five percent innovative CPA firms in the industry and then the trickle effect happens slowly as
the other firms see the importance over a decade.”

For a more complete understanding, let's go back to the genesis of the “old school” cost segregation. The 1999 IRS
memorandums were significant because the building does not only consist of walls, roof and interior rooms, but also
land improvements (storm sewers, curbs and sidewalks, parking lots, swimming pools, landscaping, etc.) and
personal property (flooring, interior finishes, decorative lighting, kitchens, interior glass and electrical wiring for
appliances, etc.).

As | mentioned, the “old school” report helped clients accelerate depreciation of their buildings.

The memorandums were clear in that a typical property’s structure is subject to a 39-year recovery period, land
improvements are subject to 15-year recovery period, and certain other building components qualify as personal Don’t Get Sued!
property with a five- to seven-year recovery period. The IRS allows the componentization of buildings for accelerated
tax depreciation through the process of a cost segregation study to identify land improvements and personal
property that can be separately depreciated over the shorter recovery period. The average commercial building .
owner will realize approximately 25 to 35 percent of the total costs of their building as shorter class life depreciable 4

assets. This can translate into major tax savings and increase cash flow for savvy real estate investors. -
Our Favorite Tax

More Taxpayer

Tweeters . .
Misconceptions
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Older Properties

There are also great benefits for clients who have purchased buildings since 1986. The accelerated benefits are not
lost for real estate owners who have purchased real estate in a previous tax period. Once a taxpayer files two federal
income tax returns using a specific depreciable or non-depreciable life for a particular asset, an accounting method
has been adopted for that asset for federal income tax purposes. Prior to the issuance of Rev. Proc. 96-31—the
predecessor of Rev. Proc. 97-37, Rev. Proc. 98-60 and now Rev. Proc. 99-49—there was no procedure for an
automatic change of accounting method for an asset that erroneously was being depreciated over too long a life or
not depreciated at all.

Since depreciation is a non-cash flow item, application of this Revenue Ruling could provide a significant impact on
this year’s tax return. For example, a substantial tax benefit is achieved in the case where depreciation has not been
taken on a building constructed for $8 million with eligible improvements of $2 million and placed in service on Jan.
1, 2000. The cumulative depreciation of $1,114,200 that was not taken previously can now be deducted in the first
year of change. Additionally, the balance of the depreciable assets continues to be depreciated over their remaining
life, providing an after tax present value benefit of $600,000.

Automatic Change of Accounting Method

Rev. Proc. 87-56 provides the taxpayer with general depreciation guidelines for use in both a cost segregation study
and/or change of accounting method. Rev. Proc. 99-49 provides that a taxpayer may file for an automatic change of
accounting method for an asset for which depreciation was not taken, or for which depreciation claimed was less
than the allowable amount. The amount of “missed depreciation” from the date the asset was placed in service (the
Section 481(a) adjustment) can be deducted in the first year of change.

The benefits of this procedure were solidified by the US Tax Court decision in Hospital Corporation of America. In a
pro-taxpayer decision, the Tax Court narrowly defined what is considered “real property” for income tax purposes.

Ever-Increasing Benefits

So now we have a historic background to the “old school” study, and we have a glimpse of the “next generation”
study. Let's get into the specifics of the changing benefits of these engineering studies that are causing such a
commotion with CPAs.

The new issuance of the T-Regs in regard to repair and maintenance expensing rules dictates the necessity for the
full deconstruction of 1250 property with a proper cost segregation study to allow future retirement of assets.

The new issuance of these regulations for expensing versus capitalization shows that the IRS recognizes that
property owners who make renovations to the structural 1250 assets of their facility must have a proper engineering
study to allow the retirement expense for the abandoned property.

A Look Back

This logic also applies retrospectively. A quality engineering report must look at a building’s assets that are no longer
in service as determined through the review of the blueprints, tax schedules and an engineering site visit. An audit of
a client’s existing facility will allow a determination of whether assets within the building are currently on the client’s
depreciation schedule which should have been disposed of from renovations and/or tenant change-overs in which
the assets were disposed with no salvage value.

The next generation report should always include an engineering analysis that summarizes the remaining
undepreciated basis of a building’s components subject to expense as abandonment per temporary Treasury
Regulations 1.1168 (i)-8 for disposition of MACRS property.

Sample
Service Un-depreciated
Date Quantity Amount
Abandoned tenant $2,745,550.2
renovations 2006 1 0 $2.745.550.20 $1.518.631.81
Grand Total $ 1,518,631.81

1 | 2 | next | view full article
0 Comments
Be the first to comment on this post using the section below.
Add Your Comments...

Already Registered?
If you have already registered to Accounting Today, please use the form below to login. When completed you will
immeditely be directed to post a comment.

Username: Not Registered?

Page 3 of 4

ADVERTISEMENT

ADVERTISEMENT

Download Now

HR. Payroll. Benefits.

BEST
RIRMEIIN

ARE YOU ONE
OF THE BEST
ACCOUNTING
FIRMS TO
WORK FOR?

Learn more with

the free ADP”
strategy brief,
“Growing Your
Business with HR.”

http://www.accountingtoday.com/news/client advisory services/recognizing-the-value-of-... 5/15/2014



Recognizing the Value of Next-Generation Cost Segregation Studies

Password:

Forgot My Password

You must be registered to post a comment.

Page 4 of 4

N 1Al

Exploring the value added
to a client's portfolio by
optimizing tax strategies

BROUGHT TO YOU BY
CCOU n'tlngTomv

IN PARTNERSHIP WITH

HD VEST

f» accountingTODAY
SPECIAL REPORT:

SPONSORED BY:

Do More. Do Better.

AccoumoFﬂsWor'd'& €. cCH Small Firm Services

¥ PICKING THE RIGHT CLOUD

8 Wolters Eluwer business

» VIEW NOW

Tim

-

SPECIAL REPORT: NOT-FOR-PROFIT

Growing
on a curve

Nonprofit clients will need
more help going forward

P it

SPECIAL REPORT: NOT-FOR-PROFIT

Growing
on a curve

Nonprofit clients will need
more help going forward

CASSAT TR ls L~ AY.

Staying informed
has never
been this easy

Mow Available for
iPad®, iPhone®
and Android™

Financial Recovery Technology Industry Leaders Q&A Practice Management
Center Products Industry Leaders Q&A Managing a Practice
Accounting News Vendors : Staffing and Recruiting
Audit/SOX )
Government News Resellers . Regulations
. . Regulation . . .
Business News Software Reviews Audii Marketing and Growing Your Practice
uditing

Economic Developments

Financial Planning
Retirement Planning
Education Planning

Estate Planning
Succession Planning
Wealth Management
Financial Advisory Practice
Aids

HOME

About Us
Contact Us
Advertise with Us
Subscribe
Reprints
Customer Service
Feedback

My Account

Site Map

Privacy Policy

Subscription Agreement

Small Business Services
Client Advisory Services

Payroll

Small Business Trends
Government Resources

People on the Move
People on the Move

SOURCEMEDIA
CORPORATE SITE

BANKING

American Banker

Bank Technology News
American Banker Magazine
Credit Union Journal

MORTGAGES
National Mortgage News

PAYMENTS
PaymentsSource
Collections & Credit Risk
ISO & Agent

Sarbanes-Oxley

Tax

IRS Watch

Legal Watch

Tax Essentials

Tax Season Essentials
Tax Research

Tax Planning

CAPITAL MARKETS

Mergers & Acquisitions

Asset Securitization Report
Leveraged Finance News
Private Placement Letter
Traders Magazine

Securities Technology Monitor

MUNICIPAL FINANCE
The Bond Buyer

ACCOUNTING Bank

Accounting Today
Tax Pro Today

© 2014 SourceMedia. All rights reserved.

http://www.accountingtoday.com/news/client advisory services/recognizing-the-value-of-...

Mergers and Acquisitions
Legal Matters
Association News

Taxes of the Rich & Dumb
Celebrity Tax Foibles

Odd News

Accounting of the Stars

Inside Views
Inside Views

HEALTHCARE & BENEFITS

Employee Benefit News
Employee Benefit Adviser
Health Data Management
Insurance Networking News
Information Management

INVESTMENT ADVISORY
Financial Planning
On Wall Street

Investment Consultant

Money Management Executive
Investment Mgt. Mandate Pipeline

5/15/2014



