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Why cost segregation makessense
(and how it makes dollars)

In our experience, way too many accounting firms shy away from performing cost segregation studies for clients
thathavesignificantrealproperty holdings.Manyforego thispotentialtaxsavingopportunity fortheirclients
because it requires engineering and construction expertise that doesn’t exist within their firm. The time required
tofind and coordinate the outside experts who perform these studies creates a barrier to entry that not enough
accountants are willing to overcome. However, if you don't find a way to provide this valuable service to clients,
somebody will.

This paper will help you understand the value that cost segregation services deliver to your clientsin the form

of tax savings and the value that these services deliver o your firmin the form of revenue growth. Ourteam of
expertsdescribes a variety of opportunities for tax savings that are often overlooked by accountantswho haven't
studied this practice closely. What you're about tolearn will help you convert leadsinto clients and convert clients
intfo enthusiastic supporters.

If your firm s interested in growing the size and loyalty of its client base, this paper provides an excellent infroduc-
tion into the specialized practice of cost segregation. Once you understand the value of these studies to your
clientsand your firm, please contact us at [info] to see how we can help you deliver great service fo your clients.
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3 things that might surprise you about
cost segregation’s tax-slashing potential

Whatyoudon'tknowabouttenantbuild-outs, assetabandonment, andbonus depreciation could costyourclientstaxbenefits.
Weperformedourfirstcostsegregationstudyforaproperty-owner20yearsago—andmy,howthedisciplinehasevolved
since those early days. We've learned quite a few things along the way. Here are a few that might surprise you and delight

your commercial real estate clients and prospects.

Tenant build-outs
reinforce tax savings.

Leaseholdimprovementsrepresenta
wedalth of tax deductions forproperty
owners. Because these build-outs
typically do notinvolve the building’s
structural components, a high per-
centageofthosecoststypicallyare
fortangible personalproperty.How
can a building’s owners recognize
those depreciation benefitse Allocate
coststotheirproperassetclassifica-
tions through a quality cost segrega-
tion study.
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When asset abandonment

is a good thing.

Most tenant build-outs involve replac-
ing an asset. If the old asset is sfill
being depreciated, then the property
ownermightbe able fo write offthe
remaining taxbasis of the asset thatis
beingdisposedof.Therearetwo pre-
requisites to take advantage of this fax
benefit: First, the new asset must be
capitalized (i.e., you can't deduct both
thenewandtheoldasset).Second,
the nettax basis of abandoned assets
mustbe determined mostlikely using
our cost segregation methodology. So
onceagain, costsegregationsavesthe
day!

Tax and engineering expertise required

Capturing depreciationbenefits through costsegregationisa complex area of taxation, andthere are many more nuancesthanwe can
explorein this blog post. Forexample, bonus depreciationis one of those tax “extenders” that has come in and out of the law throughout
thelast 15 years at different percentages, so CPAs must be carefulto apply the correct percentages to the assetsin question.

A bonus surprise.

You probably already know that property owners can
takebonusdepreciationontangible propertywitha
depreciable life of 20 years orless. (Cunrently, bonus
depreciationisavailable only forassetsplacedin
servicein2014andearlier.) Youalsoknowthatcost
segregationidentifies assets thatqualify forshorter
depreciable lives.

By conducting a cost segregationstudy, your client
benefits from accelerated depreciation for newly
segregated personal property AND ALSO a bonus
depreciationdeductiononthose assets.

Andthere’seven betternews. Property ownerscan
goallthewaybackto 2001, whenthisparticular
benefitcameintolaw, fo claimbonusdepreciation
ontangible personal property placedinservicein
previous years.

Recognizing and taking advantage of depreciation benefits requires a special combination of both tax and engineering expertise. In fact,
the IRS Cost Segregation Audit Technique Guide states:

The preparation of cost segregation studies requires knowledge of both the construction process and the taxlaw involving property clas-

sifications for depreciationpurposes.



FUI.I.ER%S

cost segregation specialists

3 more things that might surprise
CPAs about cost segregation

Owners of commercial property can realize 20-to-1 ROl on @
cost segregation study performed by a firm with engineering and tax expertise.

Youknowthata costsegregationstudy canuncoveropportunitiestoslashyourcommercialrealestate clients’ taxbill. Butthere
might still be a few questions lingering in your mind about whether the benefits of cost segregation outweigh the time and expense
of the study. Forthe right types of commercial property owners, a cost segregation study can deliver higher ROl and require less time
and effort from you and your client than you might think. The key to realizing higher ROl and investing less time and effortis teaming

with the right cost segregation strategic partner.

Surprisingly good ROI
for clients and prospects

Wetendtobeconservativewhenweestimateacli-
ent'spotfentialtaxsavingsfromcostsegregation.We
typically tell our CPA firm partners that their clients can
expectareturn oninvestment of atleast 10 imes what
they pay forthe study.

Butforownersofpropertieswithahighproportion

of nonstructural elements—such as hotels, restau-
rants and manufacturing facilities—segregating those
shorter-ived assets often generates tax deductions that
addup fo 20times what they pay for the study.

Ofcourse, the opportunitytoredlize thathighROIwill
dependonwhetherthe costsegregationprovider
bringstothe table bothtaxand constructionengineer-
ing expertise.

Considerthis: Asa CPA, you have been frained on the
propermethodsandrecovery periods fordepreciable
assets. But do you know how to read blueprints to
identify allof the elements that qualify for shorter depre-
ciable lives? Probably not.

Construction engineers know what lies behind the walls
of a building—the miles of wiring, ductwork and plumlo-
ing that could qualify for 5-, 7- or 15-year depreciation.
Whenyou partnerwith a costsegregation providerthat
has the combined knowledge of cost segregation tax
specidlists and engineering professionals, your client or
prospectismorelikelytobenefitfromhigherROI, and
you will cement that relationship for your firm.
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Minimal disruption
to you and your clients

Maybeyou're worried thatthe cost
segregation study will suck uptime
andresourcesthatyouandyour
clientdon'thave to give. Actu-

ally, experienced cost segregation
engineers know how to minimize
the disruption of their site visits. En-
gineers who are experienced with
the type of property in question
often require only a quick infro-
duction to the site by a property
maintenance manager and conduct
the remainder of the site survey
independently.

Anexperienced costsegregation
firm also will make the process
easyforyouandyourtaxteam.
Oncethe costsegspecialisthas
thefinalcostforthefinishedbuild-
ing, yourinvolvementisoveruntil
youreceive thefinaldepreciation
numbers to factorinto the client’s
taxretumn.

Higher profit
potential for your firm

Here's the great news for you:
Because cost segregation often
generates significant ROI for
commercial property owners and
requires litfle investment of fime
on your part, your firm'’s profit
potentialskyrockets.Notonlydo
you have opportunities to value bill
for time you spend consulting with
yourclientontheselucrative tax
opportunities, but you have also
positionedyourfirm as the go-to
resource for progressive, tax-slash-
ing solufions.



Don't overlook these
3 client transactions
that qualify for a cost
segregation study...
and tax savings!

If your client owns a group of commercial buildings that
hasa combined costbasisof $1 milionormore, you
may have some good newsin store forthem.

Soyou'resoldonwhytaxtimeisthe perfecttimetotalk
about costsegregation opportunities with your client.
Now you just have fo spot those opportunities—and,
of course, bring in the right cost segregation strategic
partnerto deliverthose tax savings.

Asyou'repreparingyourclients’ taxreturns,look outfor
these three types of fransactions that generally present
anopportunityfoaccelerate depreciationdeductionsto
the tune of atleast 10 fimes the cost of the cost segrega-
tionstudy:
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Purchaseor constructionofabuilding
witha costbasis of $ 1 millionor more.

The cost-benefit calculation generally is most beneficial at the $1 milion
price point. However, in certain types of buildings with a high proportion
of nonstructural components (such as hotels, restaurants, apartment
buildings, retail establishments, and manufacturing facilities), a lower
costbasis (such as $750,000) might also justify the cost of the studly.

Multiple buildings of the same type that,all together,add
uptoacostbasisof $ 1 million or more.

Whenone entity orindividualconducts costsegregationstudieson
multiple buildings of the same type (e.g., 2-3 quick-service restaurants),
aslongasthosebuildingsarewithinthe same geographicmarket, the
clientwillsee efficiencies of scale in conducting cost segregation on that
group of properties.

Tenant build-out with a cost basis of $500,000 or more.

While new buildingstendto getallthe attention, leaseholdimprove-
mentsaretheunsungheroesofthe costsegregationworld.Because
they arelikely foinvolve fewerimprovements to the building envelope or
structural components, these construction projects likely are comprised
ofahigherpercentage of Sec. 1245 property that qudlifies for 5-and
7-year depreciation.

If you missed these opportunities in prior years—don't worry! Cost
segregation can be conducted on properties that were placed in service
asearly as 1987.Infact, werecommend that CPAsautomatically extend
for allcommercial property owners—not only to give them time to bring
those owners info compliance with the Tangible Property Regulations,
but also to perform cost segregation studies and other engineered ser-
vicestominimize the taxbill.

Need help uncovering fransactions that qualify for cost segregation?
Contactustoschedule a Deep Diveintoyourcommercialrealestate
clientbase toidentify those tax-minimization opportunities.
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5 questions accounting firms should ask to
uncover cost segregation opportunities

PURCHASE, CONSTRUCTION, REHABILITATION, EXCHANGE OR INHERITANCE
OF COMMERCIAL REAL ESTATE CAN ADD UP TO HUGE TAX SAVINGS.

As you finalize your clients’ 2014 extended tax returns, do you find yourself wondering whether there is a way
to save them even more money? A cost segregationstudy mightjust be the key to putting more cashin the pockets
ofmanyofthoseclients.Here are 5 questionsthatcouldresultinhuge taxbenefitsforyourclients:

Did the client buy, build, or renovate a building Does the purchase agreement include

witha costbasis of atleast $500,000and a high an allocation of purchase price?

proportion of nonstructural elements?

The goodnewsforyourclientsis thata costsegregation Ifso, proceedcarefully. Ask fora copyofthe purchase

stfudy canbe conducted onproperty thatwaspurchased, agreement andreview it with your firm'’s cost segregation

constructed, orrenovated allthe way backto 1987. Hotels, strategic partner.lfyoudon'thave astrategic partner,

restaurants, apartment buildings, golf clubs, retail establish- dlick here to learn more.

ments, manufacturing facilities, auto dealerships, and office

buildingsareamongthe typesofbuildingsthatgenerally If the agreement specifies an allocation of the purchase

provide ahighproportionof nonstructuralcomponents price betweenrealandpersonalproperty, the clientmight

neededtojustify the cost of the study through accelerated notbe abletore-allocate those costs afterthe fact. Whye

depreciation deductions. Because in Peco Foods, Inc. v. Commissioner, the Tox
Courtruled thatthe partieswere bound by the allocation

We generally find that about 20% to 35% of the purchase ofthe purchase price withinthe agreement, which could

price of these types of propertiescanbe classified as 5-, notbe altered by a costsegregationstudy.

7-or 15-yearproperty.However, the frue answercanonly

be revealed through a cost segregation study conducted by While yourhands may be tied with regards to that specific

specialists with tax and engineering expertise. property, it is still worthwhile to discuss this lost opportu-

nity withany clientwhoislookingto purchase additional
commercial property. In the future, if your client seeks your
counselupfront,thenyoubringinyourcostsegregation
strategic partnerto advise the clientonhowtoleave the
dooropen fora costsegregation study. Or betteryet, you
canencourage the clienttfonegoftiate a costsegregation
study on the property before the sale closes.

¥ CONTINUED


http://www.csp-360.com/cpa-partnership-program

Is the client considering building
commercial property?

Accelerated depreciation deductions can
drasticallyimprove the cost-benefitcalcula-
tion of new building projects. Consider a
constructionprojectwitha costbasisof $1

million. If 20% to 35% of the costs can be
dllocatedto5-,7-and 15-yearproperty, then
the client could accelerate tax deductionsof
$80,000t0 $140,000into thatperiod, signifi-
cantly lowering the total construction costs.
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Isthe client inheriting
commercial real estate?

When a family member inherits rental
property from another family memlber,
thatrentalincomehasthe potentialto
createaburdensometaxliability.Butby
conductingacostsegregationonthepor-
tion of property thatreceives a step-upin
basis (i.e.,IRCSec.754basisadjustment),
yourclientmayseesomerelieffromthat
additional tax burden.
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Isthe client conducting
a 1031 like-kind exchange?

Youmay already know thata property
ownercandefergain (andthustax)on
the exchange of like kind property. But
didyou know that the property owner
mightbe able fobenefitfromeven
greater tax savings by conducting a
costsegregationonthereplacement
property2 This combination can result
inincreased cash flow for the property
owner—andahappierclientforyou.

Don't despair if you missed the opportunity for 2013! Now is the perfect time to dig deep for opportunities to
accelerate depreciation deductions and delight your clients with a significantly lower 2014 or 2015 tax liability.



You blew it! 3 ways CPA Firms
Miss out on cost segregation sales

Open your eyes to opportunities for accelerated depreciation during estate planning and like-kind exchanges.
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Soyouthinkyou're capturing allthe cost segregation opportunities within your commercialreal estate clientbase. We think there
are a few you probably missed. Sure... anytime a client buys or builds a new building, you're bringing in your cost segregation
strategic partner to segregate those costs. Those cost seg studies are realizing accelerated depreciation deductions for your

clients and boosting your firm’s boffomine.

What if we fold you that you could be realizing even greater benefits for your clients and your firm?2 Here, we share three of the
most common blind spots CPAshave whenit comes to cost segregation—and how to openyour eyes to even greater tax-mini-

mization opportunities.

Hiding in plain sight

Have youwonany clientsinrecentyears
thatalready owncommercial buildings?

Of course, the answer is yes. But were
yousowrappedupinthe detailsof win-
ning the client's tax compliance, account-
ing and audit that you forgot about the
wedalth of engineering-based opportuni-
tiesthat could make theireyeslight up?

Toefficientlyuncoverthese opportuni-
ties,takeaDeep Dive throughyourtax
software, creating alistof clientswho
ownrealpropertywitha value of atleast
$1 million. You can easily identify those
propertiesthathave notalreadyhada
cost segregation study conducted on
thembecause they will be classified as
39-yearpropertyratherthanbeingseg-
regated between 5-, 7-, 15- and 39-year
property.
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Step-up to accelerated
depreciation deductions

Soyourclientis about toinherit a commercial
building. Afteryouwere done congratulating
yourself on the solid estate planning work
that ensured Junior wouldn't be facing a

gargantuan estate tax bill, did you consider
the hugeincome taxbillhe would facewhen
rentalincome startedto flow?

The transfer of property from one family
memberto anotherrepresentsagoldenop-
portunity fo accelerate depreciation deduc-
tions by performing a cost segregation study
onthestep-upinbasis.Basically, the portion
ofthe step-upinbasis thatis allocated toreal
propertyisdepreciated asifit were new
property atthetimethe taxpayerreceivesthe
interest, and a cost segregation study canbe
conducted on thatportion.

There is no better time for Junior fo come
into some accelerated deductions than when
heisinheriting property witha step-upin fax
basis. Those deductionswillreduce his fax-
ableincomejustwhenhe’sgetting hitwith
increasedproperty faxesonasignificantly
higher property value.

Joined at the hip:
1031 exchange and cost seg

With the commercial real estate market
heating up—especially in high-end mar-
kets—1031 exchanges are once again
becoming popular tax-defemral strategies.
In many cases, your clients are frad-
ingup tobiggerandbetterproperties

to generate even more rentalincome.
Alongwiththatincreasedincome comes
markedly higher taxes. But by segregat-
ing the building costs info classes that
qualify for shorter depreciable lives, you
could significantly mitigate that tax in-
crease, freeingup cashthatcanbeused
topurchase more orbetterreal estate.

Butbeware! Because of the precedent
setbythePecoFoods,Inc.v.Commis-
sionercase, any purchase price alloco-
tionagreedtoinwritingatthe time of
the transaction willlikely be binding and
couldnegate orsignificantlylimitthe
opportunity to accelerate depreciation
deductions through cost segregation.
The lesson hereis thattimingis crifical.
If possible, seek to perform the cost
segregationpriortothepurchase.
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Leverage cost segregation to fill your client
pipeline with commercial property owners

TREMENDOUS ROI ON COST SEG STUDY OPENS THE DOOR WITH PROFITABLE NEW CLIENTS.

Every CPA firm thrives on serving dynamic, growing
businesses. Because one of the barometers of business
successisthe acquisitionofrealproperty, costsegrega-
tionprovidesthe perfectdooropenerwithcommercialreal
estateownerswhoalsorequireavarietyofothersophisti-
cated tax planning and annual audit services.

Many commercial property owners may not be aware of
the fremendous cost-saving potential of a cost segregation
studybecause theircurrentCPAsare notbringingthese
opportunitiesto theirattention.Small CPAfirmsmaylack
the expertise to performthese studies, while Big Fourand
other national firms are often focused on other service op-
portunities.

10-to-1 ROI on cost seg studies

This lack of aftention provides just the right opening for
mid-sizedlocalandregional CPAfirmsto educatecommer-
cialproperty-owning prospects about theincredibleretun

on investment they can atftain by accelerating depreciation
on building components.

Generally, about 20% to 35% of the purchase price canbe
classified as 5-, 7-or 15-yearproperty, resulingin faxsav-
ings of between 8% and 14% of the cost of the building.
Thistaxsavingsis typically around 10timesthe price of the
cost segregationstudy.

A golden ticket to tax minimization

The potential for such fremendous tax savings enables
CPAfirms torequest andreceive a prospect’s prioryear fax
retums—whichis kind of like being handed a Golden Ticket
toawonderland of potentialtax-minimization opportunities.

Onceyourfiimhashelpedthatcommercialproperty owner
achievetensorevenhundredsofthousandsofdollarsin
taxsavingsthrough costsegandotherspecialty taxser-
vices, you areinanideal position to bid on the annual audit
andtaxworkforthe owner’sbusinessentities.

Enhancedtaxplanningforcurrentclients
Costsegregationstudies are also valuable retention
foolswithexisting clientswho are consideringbuy-
ing, building orrehabilitating real property. Often, the
projected taxsavings means that the final acquisition
orconstruction costswillbe less than anticipated,
which puts more money in your clients’ pocketsand
enhances their satisfaction with your firm.

Inadditionto the ROlon the studyitself, costsegre-
gation also can enhance other tax planning opportuni-
fies, suchas:

- Estate planning. As property passes from one
family member to other family members,
the interplay between cost segregation and the
Sec. 754 depreciation adjustment can create
significant cost savings. The portion of the step-up
in basis that is allocated to real property is
depreciated asifit were new property atthe time
the taxpayer receives the interest, and a cost
segregation study can be conductedon
that portion.

- Like-kind exchange. There is a similar
interplay betweenSec. 1031 and costsegregation.
When a 1031 like-kind exchange includes cash for
other property, or “boot,” the property owner
stands to gain significant tax savingswhen a
cost segregation study is conducted on the booft.

The upshot: Forfirms that are already taking advan-
tageofSec.754andSec. 1031 onbehalfoftheir
clients, adding cost segregation capabilities can
increasethe tax-savingpotentialforthose clients
exponentially.
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We created Fullercss fo enable all accounting firms to provide
cost segregation services to their clients. Our team combines the talents
and experience of professionals from a variety of disciplines, including:

o CPAs,

* Engineers,

* Appraisers,and

» Taxspecialists

We focus exclusively on the regulations and case law that govern this lucrative but
constantlychanging practice. Ourteamhasperformed over 3,500 cost segregation
studiesinmanydifferentindustries, helpingour CPAfirm clientstosavetheirclients
milionsof dollars. We are the only frmthat offers allof the following services:

* Engineered taxsolutions with tax credit / incentive discovery programs,
* Private labeling, and
* Comprehensive business development assistance.

We notonlyincrease therange of servicesthatyou offeryourexisting clients.
We provide business development assistance that helps you reach new clients
intherealestateniche.Ourserviceshelpfirmsincrease billingsto existingclients
atthe same fime that theyincrease the number of clientsthat they serve.

If your firmisn'tready to take on the overhead necessary to build a cost segregation
practicein-house, we deliver costsegregation and other private-labeltaxstrategies
exclusivelythrough CPAfirms. We don'tserveindividualbusinesses, sothere’sno
chance your clients are going to look to us for servicesin the future.

To connect with usregarding
cost seg partnership opportunities

Contact us at (901) 205-9043
www.fullercss.com
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