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Cost Segregation Services, Inc.



(\ Building your

e Broker or Real Estate Advisor
e Developer
e Attorney
e Banker

e CPA

How do you select your team?



(\ Selecting a

e How many real estate clients?
e How many 1031 exchanges?
e Do they use cost segregation?
e Scope of services?
— Tax Planning vs. Compliance
— Advisory Services
e Do you share the same risk profiles?
e How many clients are audited?
e Who are their main clients?

Ask for referrals from successful peers



Building wealth is not
just what you make,
but what you keep ...

Reduce or Defer Taxes
e 1031 Exchanges
e Cost Segregation

e Economic Stimulus
Package, Tax Credits,
etc.
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(\ Cost Segreg
What you need
1. Accelerates depreciation
expense - defers income tax

2. Works for all types of
commercial and investment
properties purchased in the
last 15 years

3. Average savings 7-10% of
building cost in the first five
years

4. Payback on study cost
averages 10:1

5. Ask your CPA and cost
segregation firm to analyze
the impact
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Cost Segrega
Everybody is d

Used by all of the large and regional
CPA firms for years

Large developers and property owners
use cost segregation

Cost segregation is a legal tax
deferral technique

Need to follow the rules:

IRS 2004 Cost Segregation Audit
Techniques Guide

Can save a lot of taxes this year and
result in a higher ROI
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IRS allows qualifying items of land improvements and
personal property to be “segregated from the building
structure” for tax purposes

Depreciation useful lives on the qualifying items can be
taken over 5, 7 or 15 years for personal property instead
of 39 years for commercial buildings and 27 2 years for
residential buildings.

SAVES TAXES

GENERATES POSITIVE CASH FLOW




Histor

1995 - Walgreen’s Drug Stores
U.S. District Court

1997 - Hospital Corporation of America
U.S. Tax Court Case T.C.21

Chief Counsel: “Why is it that commercial property owners in
America do not accelerate depreciation based upon their personal
property vs. the structural part?”

IRS Representative: “Well the service knows that they should but
we’re not going to tell them.”

2004 - IRS Cost Segregation Audit Techniques Guide



D

Personal Property - 5 Year property
*Fixtures, specialty lighting
*Wiring for specialty equipment
eCarpeting, floor coverings
*Fire sprinkler heads, specialty plumbing
Non-permanent, moveable walls
and partitions

EXAMPLES INCLUDE -

200% Double Declining Depreciation

Land Improvements - 15 Year property
Driveways, sidewalks
eLandscaping, gardens

150% Declining Depreciation


http://images.google.com/imgres?imgurl=http://www.wbho.co.za/assets/content_images/portfolio/buildings/Investec_Bank_Cape_Town.jpg&imgrefurl=http://www.wbho.co.za/print_version.php%3Fp_id%3D13&h=263&w=350&sz=17&hl=en&start=22&tbnid=w8x5HbGn2WTREM:&tbnh=90&tbnw=120&prev=/images%3Fq%3Dcommercial%2Bbuildings%26start%3D20%26ndsp%3D20%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DN
http://images.google.com/imgres?imgurl=http://www.wbho.co.za/assets/content_images/portfolio/buildings/Investec_Bank_Cape_Town.jpg&imgrefurl=http://www.wbho.co.za/print_version.php%3Fp_id%3D13&h=263&w=350&sz=17&hl=en&start=22&tbnid=w8x5HbGn2WTREM:&tbnh=90&tbnw=120&prev=/images%3Fq%3Dcommercial%2Bbuildings%26start%3D20%26ndsp%3D20%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DN
http://images.google.com/imgres?imgurl=http://www.marshall.usc.edu/emplibrary/ACC312.JPG&imgrefurl=http://www.marshall.usc.edu/web/ITS.cfm%3Fdoc_id%3D1869&h=864&w=1152&sz=442&hl=en&start=5&tbnid=S_0LDkp8tH-98M:&tbnh=112&tbnw=150&prev=/images%3Fq%3Dconference%2Brooms%26ndsp%3D20%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DN
http://images.google.com/imgres?imgurl=http://www.marshall.usc.edu/emplibrary/ACC312.JPG&imgrefurl=http://www.marshall.usc.edu/web/ITS.cfm%3Fdoc_id%3D1869&h=864&w=1152&sz=442&hl=en&start=5&tbnid=S_0LDkp8tH-98M:&tbnh=112&tbnw=150&prev=/images%3Fq%3Dconference%2Brooms%26ndsp%3D20%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DN
http://images.google.com/imgres?imgurl=http://www.lanl.gov/orgs/pa/newsbulletin/images/Otowi_landscaping_020503.jpg&imgrefurl=http://www.lanl.gov/news/index.php%3Ffuseaction%3Dhome.story%26story_id%3D3471%26view%3Dprint&h=297&w=443&sz=109&hl=en&start=39&tbnid=xMAWnheZkH1WuM:&tbnh=85&tbnw=127&prev=/images%3Fq%3Doffice%2Bbuilding%2Blandscaping%26start%3D20%26ndsp%3D20%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DN
http://images.google.com/imgres?imgurl=http://www.lanl.gov/orgs/pa/newsbulletin/images/Otowi_landscaping_020503.jpg&imgrefurl=http://www.lanl.gov/news/index.php%3Ffuseaction%3Dhome.story%26story_id%3D3471%26view%3Dprint&h=297&w=443&sz=109&hl=en&start=39&tbnid=xMAWnheZkH1WuM:&tbnh=85&tbnw=127&prev=/images%3Fq%3Doffice%2Bbuilding%2Blandscaping%26start%3D20%26ndsp%3D20%26svnum%3D10%26hl%3Den%26lr%3D%26sa%3DN

What Properties are Best for
Cost Segregat

e Owned by individuals or entities paying taxes

* All types of commercial properties & apartme
buildings

 Properties > $250K in cost basis
* New or existing buildings

* Property that has been owned for 18aye



Depreciation Comparison
$2 Million Building
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“Catch up” depreciation means

$9%’s in your

Dollars
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Impact of Cost Segregation on
Depreciation & Taxes
250,000
zooaus //_
150,000 \,
50,000 4X=
o rrrrr1rrr1r1rrr1r1ror1r1rr1r1r1r1r1r1rrrrrrrTr T rTTorToTToTol
1 4 7 10 13 16 19 22 25 28 31 34 37 40
Years
== Cost Seg Depreciation == Staightline Depreciation
J




Dollars
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Dollars

Cumulative Avg Savings
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No, this was brought to you by the
same people as

And they don’t want to make it too
easy for you to save taxes!
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(—\ Other Factors to C

e Recapture depreciation needs to be factored in with a
sale. Rule of thumb: need to keep the property at least
three years

e Who ever owns the tenant improvements gets the
benefits of cost segregation

e Cost segregation is great for estate planning because
of the step up in basis

e Alternative Minimum Tax? No problem, use 150%
depreciation vs. 200%

e Cost segregation works great with 1031 exchanges,
but adds some complexity



1031 Exc
Genera

Equal or Up in Equity
and

Equal or Up in Value



(—\ BOOT & Cost Segr

e Cost Segregation creates two categories of
depreciable real property in a like-kind
exchange:

- Section 1245
- Section 1250

e If a cost segregation study was performed on
the relinquished property, in order to be
consistent with Chief Counsel Advice, a cost
segregation study should be performed on the
replacement property in order to avoid “not
like-kind” boot for Section 1245 property.



1031 Exchan
Tax Computa

Federal Law Determines Tax Consequences

Real Property: Real Property:
Land Land

Building Building

Land Improve. :> Land Improve.
Tangible 1245 Prop Tangible 1245 Prop
(except F,F&E) > (except F,F&E)

‘ 1245 Property -F,F&E ‘ —> ‘ 1245 Property -F,F&E ‘




(_\

- (in"000's)

1245 Property
S5 Yr Property

1250 Property
15 Yr Property
39 Yr Property
1250 Subtotal
Total Property

Trade up in Equity &
Entire Gain Deferr

Scenario |

Total Deferred Gain

3,550

Original FMV
Basis NBV FMV + Cash New Bldg
2,000 500 2,200 200 2,400
1,000 650 1,100 100 1,200
7,000 6,300 7,700 700 8,400
8,000 6,950 8,800 800 9,600
10,000 7,450 11,000 1,000 12,000

Total Realized Gain 3,550




Will cost segregatio
you or your cli

Are you paying taxes?
Building purchased in last 15 years?

Do you plan on keeping your building at least 3 more
years?

— If not, do you plan on doing a 1031 Exchange?

Can you take advantage of the increased deductions?
— Active business or real estate professional
— Are you limited by passive loss rules

Best way to find out is get a benefits analysis and
discuss it with your CPA



(_\ THE Most Freque
Questio
“Why hasn’t my CPA suggested cost
segregation?”

— No in-house engineering expertise

— Think an engineering study will be
too expensive

— Think it only works on very large
properties

— Don’t know they can catch up
depreciation for previous years in
the current year w/ Form 3115
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(_\ When won’t cost segr

— Too much deductions - will result in
a loss

- Tax rate is too low

— Passive loss rules apply (not enough
income)

— Owned property more than 15 years

— Cost basis less than $250K - not
enough return

— Cost Segregation Study is too
expensive
e Go out for bids before you accept this one
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Own v Lease

How does cost
segregation
impact the deal?

Bankof America 55

Bank of Opportunity”™

Sim [S-quar\e fuet] 204 92
Initial Purchass Prics

Tenant Improvements 30,00
Tiatal Purchiass Price

Cieswn Payment 108s
Loan Amount

Lasn Pericd

ease Hssumptions
Size {Square fest)
Leame rate per RSF
Monthly leaes oot nest of wtlities
Marthly utdities
Menthly leaes cost plus utiities

5016

Start-up Costs
Cicawn Paymert
Clsing tosts 0889
Cast Segragation
Total cuk of pocket cests

Start-up Costs
Prepaid Rerk
Security Deposic

Ttal out of pockst costs

Hurlgagp Pagment (PRI} E.2E0%

Froperty Taves 1.929L
Utilities £0.15
COATAM £0.09

Total Monthhy Costs

N!t Monthly l]wneuhlp Eml: Het of Tax EeneFl:-s

Net Monthly Lease ﬁost -

Purchase and &lk< ta Eldg 52,000,000 oL, Tax Benefits 0% i
Hyrs 12 mes Depracizstion Banefit nfa
MantHly depreciation & 407 tax brackst 51,382 Property Tax, Utlities, COA/CAM 5606
Froperty Tax, Lhilties, COATCAM 51, BES]] Leams Deductian 36,246
Interest Deduction (3 year aug) 53,631
Ttal Tax Barfits 56,665 H Tetd Tax Berefits 36,032
Vet Effective Gamership Costs £10, 160 Total Effective Monthiy [ esse Costs £10 248
|Met Cost Per 5F to Own Net Cost Per 5F to Leass $1.05
Mdltloml Tu: EeneFu A.-.rallal:-lz wrlh ﬂm‘t Segrbgatlnn Impact of Tnflation on Lease Casts
Rate of Azsumead Inflaticn per Year 309
Monthly Oremership Benefits (Estimated) Monthly Leans Costs - After 3 Yeam 311,180
Tax Benefits 40 Nt Cost Per 5F to Leass $1.15
Iner Cost Segregation Deprec Barefies (Syr) 26404 S3,E10H Morthly Leans Costs - After § Yaar 311,880
Froperty T, Lhikties, COATAM 51,665 Ne=t Cost Per SF to Leass $1.22
Interest Deduction (5 y=ar ag) 53,6234 Monthly Lears Costs - After 10 Years 313,712
Tetal Tax Benefits 0,802 Nzt Cost Per 5F to Leass $1.41
Net Lffective Bamership Costs with Cost Segragation £7.917Y
Met Cost Per 5F to Own J0.81
Appreaiatien B Fer additional information, please contact:
Rate of Assumed Appreaiation per Year L0 f LORI SMITH
Agprecated Falve Fear T F2 083000 Bank of America
Apprecated Falve Fear 2 £2.127.800 OEE-E23-2475 work
Appravated kalve Fear § £ 185 454 E19-TO1-CE0E =il
Agprecated Falve Fear 4 F225 078 orl L smith fiisankofamerica com
Appracated Falve Fear § 2378 548
Apprecated kalve Fear § £2588 105
Agpregated Valve Fear 7 F2453748 Fer infermation en cost segregation. please contact:
Apprecated kalve Fear § F2555.540 8 JOAN ALLECKSON
Agprecated Falve Fear 2 FAEO3SAE N Director of Marksting
| I PR T S PR P

et Cameamebimrs Qarimeme  Fews




Paying Tax

Arthur Godfrey

| am proud to be paying taxes
In the United States. The only
thing is | could be just as
proud for half of the money.
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(_\ Cost Segregation Services; Inc:

National firm specializing in cost &
segregation studies ‘\

High quality and affordable engineered
studies

°
-

i "%
ﬂv! ;" A 2 :

* Nearly 4,000 Engineering Studies
performed

To date, none of our studies have been
challenged by the IRS

 We support CPA firms and their clients, we \ /**!
don’t offer competing services =R N




