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LESS TAX, MORE CASH FOR 
REAL ESTATE OWNERS

A technique used over the years to defer tax is the use of depreciation deductions.  This type of strategy is a straightforward
tax planning technique encouraged by tax codes and taxing authorities.  

One such depreciation technique is cost segregation.  This is a tax saving tool that allows companies and individuals who
own real estate to increase cash flow by accelerating depreciation deductions and deferring federal and state income taxes.  

A cost segregation study identifies and reclassifies tangible personal property from building and land acquisition or
construction costs into a more favorable depreciation category with shorter tax lives of 5, 7 or 15 years.  Building costs are
generally depreciable over 27.5 or 39 years.  These shorter depreciation lives could yield substantial tax savings.

Cost segregation services are available in the following situations:

If you would like to inquire about a cost
segregation study on a property or have
further questions, please call (562) 435-
1191 or contact Jim Cordova at
jcordova@windes.com, Jeff Rudich at
jrudich@windes.com, or Jimmie
Montgomery at
jmontgomery@windes.com.

James A. Cordova, CPA, MS
Partner, Chairman

Tax & Accounting Services

Jeff Rudich, CPA, MS
Senior Manager

Tax & Accounting Services

Jimmie Montgomery
Manager

Tax & Accounting Services

The following example best illustrates the direct tax benefits of a Cost Segregation Study:

A taxpayer purchased a medical office building for $4,723,000 (less land) 

and placed it in service in 2008.  Assume the following:

19% of cost should have been classified to 5-year depreciable life
0% allocated to 7- and 15-year depreciable life
41% federal and state tax rate
8% expected rate of return

Depreciation Present
Without Cost Depreciation With Cost Segregation Increase in Increased Value of
Segregation AND Bonus Depreciation Total Cash Flow Changes in

5 yr 7 yr 15 yr 39 yr Total Depreciation (after tax) Cash Flow

Cost $ 4,723,000 $ 897,370 $ – $ – $ 3,825,630 $ 4,723,000 

Year 1 $ 60,549 $ 538,422 — — $ 44,959 $ 583,381 $ 522,832 $ 214,361 $ 214,361 
Year 2 $ 121,098 $ 143,579 — — $ 98,093 $ 241,672 $ 120,574 $ 49,435 $ 45,481 
Year 3 $ 121,098 $ 86,148 — — $ 98,093 $ 184,241 $ 63,143 $ 25,889 $ 23,818 
Year 4 $ 121,098 $ 51,689 — — $ 98,093 $ 149,782 $ 28,684 $ 11,760 $ 10,820 
Year 5 $ 121,098 $ 51,689 — — $ 98,093 $ 149,782 $ 28,684 $ 11,760 $ 10,820 

Total Over 5 Years $ 544,941 $ 871,527 $ – $ – $ 437,331 $ 1,308,858 $ 763,917 $ 313,205 $ 305,300 

• Abandonment Studies
• Section 1031 Exchanges
• Section 754 Step-Up In Basis

• New Construction  
• Real Estate Acquisitions
• Allocation of Purchase Price
• Tenant Improvements & Leasehold Improvements

Summary of Benefits

Increased Depreciation
Increased Cash Flow
Increased Cash Flow
Net Present Value of Increased
Cash Flow After Tax

Yrs. 1-5
Yrs. 1-5
Yr. 1
Yrs. 1-5

$  763,917
$  313,205 
$  214,361 
$  305,300
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BUSINESS BENEFITS 
• Extension of bonus depreciation. Last year, Congress temporarily

allowed businesses to recover the costs of capital expenditures made in
2008 faster than the ordinary depreciation schedule by permitting an
immediate write-off of 50% of the cost of qualified property placed in
service in the United States during 2008. The new law extends this
temporary benefit for qualifying property purchased and placed into
service in 2009.

• Extension of enhanced Section 179 deduction. In order to help small
businesses quickly recover the cost of certain capital expenses, small
business taxpayers may elect to write off the cost of these expenses in the
year of acquisition in lieu of recovering these costs over time through
depreciation. Last year, Congress temporarily increased the amount that
small businesses could write off for capital expenditures incurred in 2008
to $250,000 and increased the phase-out threshold for 2008 to $800,000.
The new law extends these temporary increases for capital expenditures
incurred to 2009.

• Expanded loss carryback of net operating losses (NOL) for small
businesses. The new law extends the maximum NOL carryback period from two years to up to five years.
In other words, an eligible business may elect a three-, four-, or five-year carryback period. The extended
carryback period is subject to two important conditions: (1) it only applies to 2008 NOLs, and (2) it only
applies to small businesses, defined as those with gross receipts of $15 million or less. For those businesses
that qualify, the extended carryback provision could be very helpful in two ways. First, a carryback can
generate a refund because it allows the taxpayer to offset income that has already been taxed. Under pre-
Act law, a small business taxpayer could not have used the NOL to offset the taxable income for the fifth,
fourth, and third tax years preceding the NOL year.  These were years when the taxpayer was more likely
to have had taxable income. 

• S Corporation holding period. The new law temporarily shortens the holding period of assets subject to
the built-in gains tax from ten years to seven years.  It might be a good time to consider whether your C
Corporation could benefit from a conversion to an S Corporation.  We are available to go over the
benefits and potential pitfalls of a conversion.  

INDIVIDUAL BENEFITS
• Expanded and revised higher education tax credit. The new law creates a $2,500 higher education tax

credit that is available for the first four years of college. The credit is based on 100% of the first $2,000 of
tuition and related expenses (including books) paid during the tax year and 25% of the next $2,000 of
tuition and related expenses paid during the tax year, subject to a phase-out for AGI in excess of $80,000
($160,000 for married couples filing jointly).  Forty percent of the credit is refundable. The new credit
temporarily replaces the HOPE education tax credit.

• Expanded credit for first-time home buyers. You may remember that last year’s Housing Act included a
tax credit, giving first-time homebuyers a credit for $7,500 or 10% of the purchase price, whichever is
less, for buying a home between April 8, 2008 and July 1, 2009.  The credit is available to single taxpayers
with incomes up to $75,000 and married couples with incomes up to $150,000, and then starts to phase
out. However, despite high hopes that the credit would be effective in getting people to buy homes and
thereby reduce the excessive inventory on the market, the credit is widely acknowledged to have failed in
its objective. The problem, according to realtors and industry officials, was that buyers were discouraged
by the way the credit worked. While the credit functioned initially like other tax credits, reducing a
person’s tax liability on a dollar-for-dollar basis, it was unusual in that, unlike other federal tax credits, the
credit for first-time homebuyers had to be paid back to the government ratably over a period of 15 years
(or earlier if the house is sold). So, basically, the credit was the equivalent of an interest-free
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loan from the government. It was the payback requirement that many in the industry felt kept
potential buyers on the sidelines.  First and foremost, the new legislation eliminates the repayment
requirement for homes purchased on or after January 1, 2009.  The new law also extends the credit
through the end of November 2009, and increases the maximum credit amount from $7,500 to $8,000
in hopes of enticing more first-time homebuyers. However, the new law retains the recapture provisions
if the house is sold within three years of purchase.

• Tax break for new car purchasers. The new law allows taxpayers to deduct state and local sales taxes
paid on the purchase of a new automobile, including light trucks, SUVs, motorcycles, and motor
homes. The tax break phases out starting with taxpayers earning at least $125,000 per year ($250,000
for joint returns). The deduction is allowed to both those who itemize their deductions as well as to
those who do not itemize.  However, the deduction cannot be taken by a taxpayer who elects to deduct
state and local sales taxes in lieu of state and local income taxes.  The tax break covers new vehicles
purchased between February 17, 2009 and the end of 2009.

• Tax credits for plug-in electric vehicles. Under the plug-in electric drive motor vehicle credit
program, established last year, the base amount of the credit is $2,500, plus another $417 for each
kilowatt hour of battery capacity in excess of four kilowatt hours.  By way of comparison, the current
Toyota Prius stores 1.3 kilowatt hours.  The maximum credit for qualified vehicles weighing 10,000
pounds or less is $7,500.  For example, a light-duty vehicle with a 16-kilowatt hour battery pack, such
as the prospective Chevrolet Volt, would get the maximum credit, which may help ease the burden of
the expected steep sticker prices of plug-in electric vehicles. This maximum amount increases to
$10,000 for vehicles weighing between 10,000 and 14,000 pounds, to $12,500 for vehicles weighing
between 14,000 and 26,000 pounds, and to $15,000 for vehicles weighing more than 26,000 pounds.
Once a total of 250,000 credit-eligible vehicles had been sold for use in the United States, the credit
was to be phased out over four calendar quarters.  The new law makes the following changes:
(1) the maximum credit is limited to $7,500 regardless of vehicle weight, (2) the credit is
eliminated for plug-in vehicles weighing 14,000 pounds or more, and (3) the 250,000 total
plug-in vehicle limitation is replaced with a 200,000 plug-in vehicle per manufacturer
limitation. These changes are effective for vehicles acquired after December 31, 2009. The
new law provides a separate credit for certain low-speed and 2- or 3-wheeled plug-in vehicles,
as well as a credit for certain costs of converting vehicles to plug-in vehicles.

The “American Recovery and Reinvestment Act of 2009” does provide tax benefits to individuals
and businesses in certain tax situations.  Whether or not it gives the economy the “kick-start” it
needs remains to be seen.  If you have questions about how the Act could benefit you or your
business, please contact Jeff Rudich at (562) 435-1191 or jrudich@windes.com.
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Given that future appreciation can be transferred tax free, GRATs are usually
funded with assets that are expected to increase in value within a short period
of time.  Thus, due to the depreciated values of real estate and securities in
today’s economy, this “freezing” technique has become a popular estate
planning device to potentially achieve significant estate tax savings should the
economy experience a likely recovery.  If you would like to inquire more
about GRATs or have further questions, please call (562) 435-1191 or contact
Donita Joseph at djoseph@windes.com or Gina Kotzbach at
gkotzbach@windes.com.

Congratulations! Donita is the NEW Chair for the State Committee on
Estate Planning for CalCPA.

ESTATE AND GIFT TAXES
CONTINUED FROM PAGE 4
ESTATE AND GIFT TAXES
CONTINUED FROM PAGE 4

Gina Kotzbach, JD
Senior Accountant

Tax & Accounting Services

Donita Joseph,  CPA, MBT
Partner

Tax & Accounting Services



P A G E  8

Member of:     
American Institute of Certified Public
Accountants

California Society of Certified Public
Accountants

SOLUTIONS
Editor
Ronald C. Kulek, CPA

©2009  Windes & McClaughry.
All rights reserved.

Editorial Board
Carolyn K. De Baca
Dolores M. Hernandez
Keith K. Higgins 
Craig M. Ima
Suzy B. Meyer
Bella P. Wang, CPA

SOLUTIONS is published
quarterly for the clients,
business associates, and
friends of Windes &
McClaughry Accountancy
Corporation. The infor-
mation presented in this
newsletter is intended as
general information and
may not apply in every case.
Please contact Windes &
McClaughry for specific
advice about your particular
situation.

LONG BEACH OFFICE

Landmark Square  • 111 West Ocean Boulevard 
Twenty-Second Floor  •  Long Beach, CA 90802
Post Office Box 87  •  Long Beach, CA 90801-0087
Telephone: (562) 435-1191  •  FAX: (562) 495-1665 

IRVINE OFFICE

Von Karman Towers •  18201 Von Karman Avenue
Suite 1060 •  Irvine, CA 92612
Telephone: (949) 271-2600  •  FAX: (949) 660-5681

TORRANCE OFFICE

Del Amo Financial Center  •  21515 Hawthorne Boulevard
Torrance, CA  90503  
Telephone: (310) 316-8130  •  FAX: (562) 495-8265

Comments Email:  solutions@windes.com

IN MEMORIAMIN MEMORIAM
A member of our Windes family was lost on May 8th. Diane Jenkins, Senior Manager in Employee
Benefit Services, passed away after a long and tiring battle against cancer and complications from her
treatment. She was a courageous adversary to the disease.

Diane joined our Employee Benefit Services Department in December 1992, bringing her significant
experience in qualified plan design and administration. For the next sixteen years, she was a key
member of the department’s management team with over 200 client relationships.

Throughout her battle, Diane always maintained a positive attitude and a determination to deal with
whatever problems she faced. She taught us well how to deal with adversity, and we will miss her
greatly. 

Diane Jenkins
Senior Manager

Employee Benefit Services

On March 23rd of this year, the IRS introduced an amnesty program for taxpayers to voluntarily disclose their offshore income
information. Offshore income for U.S. resident or citizen taxpayers subject to worldwide U.S. income taxation can include the following:

• foreign bank accounts and brokerage accounts
• certain foreign annuities
• certain “tainted” income from certain ownership interests in foreign companies
• certain “accumulated distributions” from passive foreign investment companies

Each U.S. citizen or resident must file a Treasury Form 90-22.1 to report the existence of foreign bank and brokerage and similar accounts if
they have a “financial interest in, or signature or other authority over” such a financial account in a foreign country.  The form must be filed
when the sum of the highest values in all of a taxpayer’s financial accounts exceeds $10,000 at any time during the calendar year.  The annual
penalty for a minor failure to file this form is $10,000 per account.  The penalty can be increased up to $100,000, or 50% of the amount in the
account, if the failure to file is a willful failure.  

The program covers six years, from 2003 to 2008.  To participate, the taxpayer needs to execute a closing agreement
with the IRS before September 23, 2009.  The closing agreement will resolve the liabilities, including:

• filing of six years of amended or delinquent tax returns and information returns, as well as Form 90-22.1
• payment of tax and interest due for six years
• payment of a 20% accuracy-related penalty or the 25% delinquency penalty
• payment of a one-time 20% penalty in the year with the highest aggregate account balance (including all

offshore accounts)

The taxes, interest, and penalties can be reduced if the taxpayer meets the two exceptions provided in the
program.  If you have questions regarding this amnesty program, please contact Bella Wang at (562) 435-1191
or bwang@windes.com.

IRS OFFSHORE AMNESTY PROGRAM

Bella P. Wang, CPA, MS
Senior Manager

Tax & Accounting Services

mailto:bwang@windes.com

