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Cost Segregation Definition



Cost Segregation

A Cost Segregation Study is the process of evaluating a 

commercial or investment property to identify:

Real Property (27.5 year or 39 year property)

Vs.

Personal Property (3,5,7, or 15 year property)

WHY?

• Accelerated Depreciation

• To fall within IRS’s  “preferred method” of depreciation.

• To optimize annual write-offs for:

• Repairs and Routine Maintenance

• Retirement of assets or demolition.

• Bonus Depreciation



Qualifying Parameters

A good candidate will fall within the following: 

▪ Own commercial or investment property

▪ Have approximately $250,000 in 
leasehold improvements.

▪ Paying federal income tax

▪ Operating as a for-profit entity

▪ They plan to hold the property for at 
least 1 more year. 



Properties That Benefit: 

• New Construction
• Renovations
• Existing Properties
• Recent / New Acquisitions
• Leasehold Improvements
• Step-Up in Basis (i.e. inheritance, partnership)
• 1031 Exchanges

Eligible Properties



More Than A Timing Difference
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With/Without Cost Segregation – You Decide



Engineering Study Uses

Class Life

• Depreciation Schedules Reflecting 
Accelerated Assets 

UOP

• A breakdown of each Unit of Property 

• A clear basis for each of the systems 
identified by the IRS

Asset Detail

• A full replacement value detail of assets

• A provision for application of repair 
definitions



Fixed Asset Detail/Engineering



Final Results



Disposition/Partial-Disposition

A disposition of MACRS property occurs when ownership of an asset is
transferred or when the asset is permanently withdrawn from use when
an asset is:

• Sold
• Exchanged
• Retired
• Physically abandoned
• Destroyed
• Transferred to a supplies, scrap, or similar account

*If repairs or improvements are made that involve removal/demolition of existing

building components partial asset disposition (PAD) should be accounted for and a cost

segregation study helps support PAD.



❖ Accelerated Depreciation

✓ 100% Bonus Depreciation beginning 
September 27, 2017 – December 31, 2022

✓ 2023 – 80%, 2024 – 60%, 2025 – 40%, 2026 
– 20%, 2027 - Zero

✓ Cost Segregation will add value any 
property with CL < 20 yrs

✓ Used Property (Purchases) now qualify for 
Taxpayers First Use

Bonus Deprecition



Time is Running Out

• Rev. Proc. 2019-33

• Rev. Proc. 2020-25

• Rev. Proc. 2020-50

• For property acquired and PIS 
after 9/27/2017 (TCJA)

• After April/May 2021, cannot 
revoke a late election!  
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