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What is Cost Segregation
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future tax years.
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reluctance is misplaced. If

the engineering report i§
segregation technique is n
any permissible depreciati

the componersts in
ented, the cost

never missed a deadline. T
are between brand new an
date of occupancy).

* The bases of our projects ra
$2,500,000,000. -

Who is CSSI
| ]
* CSSlis the nations premier g % based cost i
segregation and buildingoWhel sulting firrﬁ. | }
* We have performed over 20000 S J,Lgiies. We have
never had a study overturf 1e I.R.S. We have

Why is Cost Segregation beneficial?
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Example

$1,000,000 Building

The IRS allows you to depreciate
straight line 39 year depreciatio

Simple math - $1,000,000/27.5 yegk

$35,700 per year with straight line

But inflation wipes away 2% per year. - .

In 10 years instead of having $13,200 in B )
$9,000. Inflation erodes the future benefit o

Depreciation using Cost Segregation

SAME $1,000,000 Building

| ==
sPof the buil 'ngtﬁfe
Puilding can be |

The IRS allows you to componentize
not structural related. 15% -20% 6f, 3
componentized. \

This will create additional deprecia i ( ‘50,000‘ in the first year,

More importantly a $55,500 tax savif
marginal tax rate and if bonus is appr

In 10 years you now have $75,000. Com
buying power.
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How Does Cost Segregation Work?

* Code Sec. 1245 personal propert:
consists of items such as office
that are furnished to tenants.
1245 personal property is that i
permanently affixed.

fixtures, and appllancsrzs
“characteristic of Code Sec.

Ny .i?FQVeabIe rather than

* New construction is not the only
can be performed. Any buildings
cost over $200,000 are candidate
Section 481.

Form 3115

* An automatic change to depreciatia IFEH)U hav#
the IRS know you changed youridepretiation method\ Thi one
with a form 3115.

* The taxpayer uses the new method Eeuntlng to determlne
income from that day forward. y y

. 3115 Application for Change in Accor
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ncreasd Accaml Degrein Expease s nusfs  soen(s  iess
e t— % o o
s weuls  wwls  wm

e redoction e s o timtd 4177 m sy 207
“The bove sl e e pplision of 10 Boms Deprcaion
oo

| schedules

i ALLOW CSSI TO ANALYZE COST SEGREGA : Internal Revenu

: DEPRECIATION SCHEDULES Take new class lives Service 201 West

¢ Send CSSl any and all fixed asset calculate net IRC 481 RiverCenter Blvd. PIN
adjustment from exis il d15andsenda  po, 0 (il Stop 97

Workflow for Cost Segregation

TR Covington, KY 41011-

depreciable bass. )
Covington KY 1424

CdMPARE ANALYSIS TO
YOUR TAX SITUATION
Aré you profitable? Will the

additional depreciation offset
an existing tax liability?

Tangible Propi
Code Sectio
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These Regulations will save you tens
" Gl

thousands ofg@lo/{g¥s ] F'i
J
Cost you tens of of dollars

) contain several

The final tangibles regulatiois @l
dlective and

simplifying provisions that
prospective in application”

“The final tangibles regulations apply to anyone who pays or incurs
amounts to acquire, produce, or improve tangible rbﬁr persqmah

property. These regulations apply to cafporatigns, S corporatio :
partnerships, LLCs, and individualsyfili orm 1040 witﬂSch [
C E orF r‘ J

The final tangibles regulations affeq 7 you incur amounts to
acquire, produce or improve tangil il or.personal property in
carrying on your trades or busines.

capital expenditures, e.g. businesses
holdings. The final tangibles regulati
years beginning on or after 1-1-2014".

INTERNAL REVENUE SERVICE W
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Expense Versus Capitalize

$100,000 Repair

Capitalize over 27.5 years

* $3,571 deduction per year \

e $1,320 cash reduction

Expense as a repair

* $100,000 deduction in the curre

* $37,000 cash reduction
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Tell the IRS what your building(s) look like

X mplex consisting of twenty <
e ty. uilding will be a separate
unit of property and will jitding, its building structures and

building systems. The bu include the carpeting and
ide its current one line

reasonable method to divide up thg
employ the square footage of each b

complex. Additionally, the taxpa
consisting of its parking lots, landscaping
property, separate from the building ul

DE-MINIMIS SAFE HARBOR

DMSH — ANNUAL ELECTION
* De minimis Safe Harbor (Acq
* Allows expensing of amount

« Calculated on an invoice or itemdé invoice MUST be
available \

* Elected annually by including 3 Yent with the taxpayer’s tax
return for the year elected. X

* The expenditure MUST have al
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DISPOSITION OF AN ASSET

TAX YEAR |
Calculate the value of the agge
Drywall
Wiring
Exteriors
Roofs
Pavement
Carpeting
Flooring £
Cost Segregation is a CERTAIN
The removal costs can be written dow;
must be filed with the return if removal*
capitalized in the past.

PAD — ANNUAL ELECTION -
Determination of basis of disposed et’THE CURREI}}=
P |

For examplé:

|
| |
y

\

SMALL TAXPAYER SAFE HARBOR

STSH — ANNUAL ELECTION
If your building has a cost basis ¢
trade or business is less thani$1
receipts, a special rule CAp
Can elect to expense expet
spent is less than $10,000 ok
building-by- building basis. &
Example: $300k building = $
If limit is exceeded, it does n

Gross receipts include interest, d#
and annuities. /

|
a&! Ieg,and your_ .
rage annual gress |

| | \;

|
he annual amount
adjusted basis on a
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ROUTINE MAINTENANCE SAFE HARBOR

) i [
AMAZING OPPORTUNITY METHOD CHAA}
+ Deductible if you reasonally éXpect (at timegheﬁl
building is placed in ser{ }perform mor
i m when the bundlng

system was placed in senyi
* Routine Maintenance Saf
making the component be
- Consider the recurring na
practice, replacement history
recommendations, and yo

Improvement and Restorations
Safe Harbors don’t Apply?

EXPENSE IT UNLESS:

less than two years after 4
be capitalized.

R - Restoration — N
occupancy, it is called a't

A - Adaptation —

e unit of property to a new or
different use it must be ca

B — Betterment — Measurabl v S‘the building or
component being replaced. Tfi es the capacity, size,
productivity, efficiency, qua pif

| — Major Improvement or E:
40% of the replacement cost of t
more than 33% of all the like co
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Improvement and Restorations

Alrconditianing &
ventilation
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Betterments

* Over time, the wate e(top layer) on the roof of
M's building begi

* To eliminate the prok ¢ [ ew rubber membrane on
the worn membrané

° The new membrane
Moreover, the new

° M can expense the membrane.

Betterments

* Rowns an apartment building.

*  The building contains:
roof-mounted uni

* The replacement is not e
productivity, efficiency, strength,
HVAC system.

* Rcan expense the units.

Betterments

« B owns an apartment building that was constructﬂh
insulation that contained ash . :

- Several years afte
that certain areas'@)
deteriorate and co

g into service, B deﬁrmines‘
1ing insulation have begun to"
ea-health risk to employees

«  Therefore, B pays an
insulation from the bule

insulation that is safef <
effective than the asbestos |

+ The removal and replace
expected to materially incl
strength, quality, or output of theu
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Betterments (This a key slide)

« Eacquires an apartment building.

-
+ Immediately after th ng the followir%_two

years, E pays amg

.J-_..ﬁ_.

|

+  The work includes¥epa maged drywall, repainting, re-
wallpapering, replacifigawin epairing and replacing doors,
replacing and re-gro g millwork, and repairing

+  These repairs must be
ameliorate material co

acquisition of the buil(@ 3

Improvements
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rotted and recommend:
the contractor to replaé

ent of the entire roof. K pays
Iudirn he decking,

Improvements

+ O owns an apartment building

«  The building contain
mounted units.

5
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- 4
+ A contractor reco ) ree of the roof-mounted
heating and coolin, i

\
+  The three roof-mounted
significant portion of al
must be expensed.
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Improvements

*  Rowns an apartment building

R

: Percert of the wiring l
throughout the b iding eWAWiking that meets buildin 3

- However, the portion\ 2 wiging-that was r lacedis not a
significant portion of t|

the replacement of a majoc.e
capitalized. .

Improvements

« Sowns an apartment building

plumbing system.

« Therefore, under paragraphi{
replacement of the 8 sinks-doe
replacement of a major comp
part of the building and must

Improvements

(LN

© Vpaysanamountto¥
with new wood floori
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Improvements

V decides to refresh the appeara the pl-'eas ofthe;

hotel building by replaging a the public areas..
+  The public areas & tely 40 percent of th |!
square footage of the entifé ilding.

constitutes the replad
building structure and

The Opportunity
—

3115 ‘Application for Change in Accounting Mothod
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Form 3115

* An automatic change to is required
you changed your depreciationfmet
3115.

* The taxpayer uses the new
income from that day forward.\'%

* A change in method of account|
Segregation is applied from the of
the taxpayer had always used cos

« This is called a Code Section 481a

||
e t& the IR ow
This is donelwit
T

unting to determine

( énsistency. So Cost

d')rm

|

income from that day forward.
* A change in method of accountt

* So the Tangible Property Regulat
original date of occupancy as if tk
Tangible Property Regulations.

* This is called a Code Section 481a adj

Form 3115
* An automatic change to is required e t& the IR 1ow
you changed your expense mef A\ | lF
* This is done with a form 311 i B ¥
* The taxpayer uses the new me \?Bunting to determine
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Betterment and Improvements

Real World Examples
4

Asset Description Tax End Dej iation

20 Roof Repair $32,034

The units of property are eag!
The roof serves a major and
components building system.
cost of the entire roof.

Betterment and Improvements
Real World Examples

Asset Description

(LN

18 Building Improveme

repair was for rotting wood on
than 30% of the exterior of each indi

Real World Examples

\P
Asset Description Tax Period o ax End Depreciation
$46,054 1

32 Pavement Repair;

1l

of property. The repair is |
entire parking lot system.
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Workflow for Tangible Property Regulations
ol [
j
, 4 T
ALLOW CSSI TO ANALYZE SCRUB SCEDULES), - NE  Internal Revenue
DEPRECIATION SCHEDULES Identify any repairs th heduleto 3115 Service 201 West
Send €SS any and all fixed asset are currently being © RiverCenter Blvd. PIN
schedules capitalized that can ni © Team Mail Stop 97
be expensed. ¢ Covington, KY 41011-
) . © 1424
STEP 2 STEP 3 m
'WERE THERE A A
: REPAIRS?
H | the boxeson 3
Questions
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