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COST SEGREGATION STUDIES MAY HOLD

THE KEY TO YEAR-END TAX SAVINGS

CSS applies engineering and taxation
principles to identify building
components and construction
costs that qualify for accelerated depreciation.
Often, owners lump shorter-lived assets
together with the “box” that houses them,
depreciating them over 39 years. Imagine
the immediate tax benefits that could be
realized by reallocating hundreds of thousands
or even millions of dollars to property
classes depreciable over five, seven, or
15 years. Performing a CSS to accelerate
depreciation can lead to significant tax
savings and increased cash flow, and
can be an effective component of any

year-end tax plan.

While this concept may seem straightforward
and simple, it takes a trained team of
professionals to properly prepare a CSS
in accordance with published IRS guidance.
To conduct a CSS, tax and engineering
professionals carefully analyze your
construction or acquisition costs to identify
amounts that can be allocated to specific
asset categories with shorter depreciation
lives than the building. It is critical that
professionals with the requisite knowledge
of the tax laws and IRS guidelines conduct
your CSS.
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Based on the current rules, a CSS can be
performed with the cumulative effect of
accounting for the prior year’s depreciation
in the current year, without requiring

amended tax returns. There is no time

WHO Is A
CSS CANDIDATE?

If the answer to these questions is
YES, you are a CSS candidate:

= Can your organization benefit
from accelerating tax depreciation
deductions?

m  Does the property have a tax
basis of more than $1,000,000?

= Will the property be held for at

least two years from acquisition?

limit—a CSS may be applied to any tax
year, even those that are closed. In addition
to the catch-up of prior years under
depreciated amounts, the segregated
components will then be depreciated

over shorter lives going forward.

Studies have been effectively performed
for a multitude of properties, including
but not limited to, apartment buildings,
office buildings, manufacturing facilities,
restaurants, hotels, shopping centers, and
medical facilities. The tax savings for a
particular project depends on factors such
as the type of property, its cost, the year it
was placed in service, and the owner’s tax
situation. But it’s not unusual for a CSS
to generate savings between $100,000
and $1 million or more over the life of

a property.

The savings derived from a CSS flows
right to the bottom line in tax savings
and cash flow. Consult your tax advisor

for more information. H
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