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Greater Houston Chapter



The following is an article written by Mohammad A. Millwala, CPA, of Pannell Kerr Forster of Texas, P.C.  The topic discusses Cost Segregation and provides an overview of this month’s presentation.

“Finding Tax Benefits in the Details – Cost Segregation May Lower Your Taxes”

Real Property Owners can Benefit From Cost Segregation:

Have you recently constructed a new facility or purchased a building?  Have you considered how the costs of the building will be recorded on your books?  Perhaps you have taken it for granted that all the costs should be recorded as “building”, and depreciated over 39.5 years for income tax purposes.  This is simply not the case.  Most real property owners can benefit significantly from completing a cost segregation study to provide a basis for allocation of costs to assets other than “building”. 

A carefully researched and documented cost segregation study can enable commercial property owners to significantly improve their investment returns by currently:

· Reducing federal income taxes

· Increasing after-tax cash flow

· Increasing debt  service ability

How Does Cost Segregation Work?

Cost segregation can identify and classify costs to acquire, construct or expand commercial real properties such as office buildings, or manufacturing or distribution facilities.  The objective of cost segregation is to properly classify costs into the correct categories for tax depreciation purposes.  Based upon the Internal Revenue Code, Revenue Rulings, case law and Private Letter Rulings, a cost segregation study should support classification of the assets being placed in service into their appropriate categories for tax depreciation purposes.  Assets that should have depreciable tax lives shorter than the 39.5 years, typical for real property, can thereby be identified and accounted for.  

It is generally relatively easy to identify, and properly depreciate, items such as office furniture and equipment.  Classification of buildings and building components is not so obvious.  And, many owners do not know that a significant portion of their construction, or acquisition costs, can meet the tax requirements to be classified as into a category other than “building”.  These re-categorized costs can then be depreciated over fewer years (e.g. 5, 7 or 15 years), thereby allowing the tax benefits to be recouped sooner.  Unfortunately, all too often all real property construction and acquisition costs are lumped into building for tax and accounting purposes and depreciated over the longer recovery period.  The average potential tax savings are typically about 1% to 1.5% of the cost of an office building up to 3% to 3.5% of the cost of a manufacturing or distribution facility.

When Should a Cost Segregation Study be Done?

The ideal time to initiate a cost segregation study is prior to beginning construction, when there may be more flexibility to explore tax and construction planning options.  Design changes may make it possible to achieve greater tax benefits without dramatically changing the overall aesthetic appeal, appearance or business functionality of the property.

But even though, a cost segregation study can be started as early as the beginning of the design process, studies can be done to the owner’s advantage as late as several years after the completion or acquisition of the property.

What is required to do a Cost Segregation Study?

Typically, a physical review of the property is the normal starting point.  This is followed by a comprehensive review of the following items and documentation: a complete set of construction plans; current tax depreciation records; budgeted building cost information; final AIA application and documentation of certification for payment or other cost information; change order detail, direct or indirect costs paid by the owner not included in other documentation; and other relevant information depending upon the project.

The presentation by PKF-Texas will discuss more in detail how cost segregation may be an option for businesses in the hospitality industry.  All attendees will be eligible for one (1) hour of continuing professional education (CPE).
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February Meeting





The St. Regis Hotel


1919 Briar Oaks Lane


Houston, Texas  77027


713-840-7600





Date: Thursday, February 20, 2003


Time: Social Hour @ 6 PM, Dinner @ 7 PM





Host:  Kola Akinade, Controller





Speaker:  Del Walker, CPA & Fred Schneider, CPA





Topic:  Cost Segregation and Other Current Tax Views


(see additional information on next page)





RSVP: Kyle Bowman


Kyle.bowman@pkfc.com





As a courtesy to our host,


Please RSVP at least 48 hours prior to the event date.





Special Thanks





The Houston HFTP would like to extend a special thank you to Andre Quek and the Doubletree Hotel Houston – Allen Center for hosting the January 2003 HFTP meeting.  All enjoyed the Cajun style meal!











March 2003 Meeting





The next monthly meeting will be Thursday, March 20, 2003.  The guest speakers will be Karen Marshall, MTA, to discuss West Houston and the Galleria transportation plan.  Mark your calendar today to attend this presentation.








Announcements





Controller Position.  If interested, please contact Sam Hawash at � HYPERLINK "mailto:shawash1@yahoo.com" ��shawash1@yahoo.com� (email) or 281-379-6757 (phone).





Accounts Receivable Position:  If interest, please contact Lamar McBryar at � HYPERLINK "mailto:lamar_mcbryar@hilton.com" ��lamar_mcbryar@hilton.com� (email) or 713-645-3000 X7222.  

















