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Defer your tax liability with a cost segregation study
by Mark Vorkapich (Supervisor, cost segregation services)
For the purpose of accelerating depreciation, cost segregation
studies assign shorter federal tax lives to what would other-
wise be locked in as 27.5- or 39-year real property. A cost
segregation study is right for you if you are constructing a
building or acquiring existing real property and want to
defer your federal income tax liability.

The value of tax deferral can be substantial

Although the federal 50% bonus depreciation rate ended last
year for most property, there are still big advantages for
performing a cost segregation study. Here are some examples
of property that would typically benefit, and an idea of the
possible net present value (NPV) savings from a cost
segregation study:

Possible
Cost net present value savings

of the property of a cost segregation study

Office building $5,000,000 $122,401
Manufacturing building $3,000,000 $108,814
Apartment complex $2,500,000 $113,422
Retail strip mall $2,000,000 $115,079

Actual results may vary because each property is unique

This illustration uses an assumed tax rate of 40% and a cost
of capital rate of 8%. However, it is important to note that all
projects are unique and that actual results may vary. For
example, one office building might be situated on a five-acre

site versus another identical office building located on a two-
acre site. The qualifying result will be very different in terms
of 15-year property because of the different-sized sites.

Cost segregation studies pay for themselves many times over

The benefits of accelerated depreciation without the 50%
bonus are still very apparent. Using the office building
example, if the study costs $6,000 to perform and results in
a net present value of $122,000, the fee to NPV ratio is 1:20.
Simply stated, for every $1 fee paid, the owner gets $20 in
net present value benefit.

Cost segregation is about saving money today and deferring
tax payments to tomorrow. For more information regarding
cost segregation, please contact your account director, or call
Skip Grubanowitch or Mark Vorkapich at 888-556-5580 or
414-463-4411.

Mark Vorkapich specializes in cost segrega-
tion studies. In addition to almost seven
years of experience in this area (which also
includes purchase price allocations, Section
1031 exchanges, and look-back studies),
Mark’s background includes insurance
valuation and tangible asset appraisals.

Attend our Sales & Use Tax Forum
For the latest information on sales and use tax, mark your
calendar to attend our forum. 
Date Location
September 27 Lambeau Field Atrium, Green Bay 
September 28 Butte des Morts Country Club, Appleton
October 4 Pine Hills Country Club, Sheboygan
For details, please visit our website at schencksolutions.com.

IRS discontinues TeleFile
If you like the convenience of filing tax returns by telephone
using IRS TeleFile, you’ll have to find another way to file after
August 16, 2005. The IRS has announced that it will shut
the program down because of decreasing use and increasing
costs. Visit the IRS website at irs.gov. for e-filing alternatives. 

Per diems change for some areas
As of May 5, 2005, regular federal per diem rates increased
for certain areas in Arizona, Florida, Maryland, Missouri, New
Jersey, New Mexico, New York, North Carolina, Pennsylvania,
Ohio, Virginia, and Washington. Call us for more information,
or look up Pub. 1542 on the IRS website at irs.gov. 

Lexus is clean fuel vehicle
The IRS recently certified the 2006 Lexus RX 400h for the
clean-fuel vehicle deduction. For a $2,000 federal income
tax deduction, purchase this or any of the other IRS-certified
hybrid vehicles during 2005. You must be the original
purchaser and user. The deduction drops to $500 in 2006,
and then ends. For other qualifying vehicles, see page 6 of
the 1st Quarter issue of this newsletter, or call us.

Are you thinking about moving to another state? Whether
you know exactly where you want to relocate, or have
narrowed it down to two or three states, you might want to
know how your move will affect the amount of taxes you pay. 

In addition to income taxes, check sales, property, excise,
license, intangible, and estate and inheritance taxes for a
comprehensive picture. To find this information, visit
retirementliving.com and select “Taxes by State,” or go to the
Federation of Tax Administrators website at taxadmin.org.

Will you pay more taxes if
you move to another state?

Seek tax advice before you change an annuity
by Ron Altenburg (Shareholder, tax services)
If you are considering changes related to an annuity, get
professional advice before you act. 

First, by changing certain old annuities, you could
inadvertently trigger income taxes that otherwise would not
have to be paid. Second, if you use an annuity as collateral
for a loan, you could unnecessarily accelerate taxable income
without realizing it. 

Ask if your annuity is a “grandfathered annuity”

In general, annuities are not taxable until they disburse funds,
allowing you to enjoy tax-deferred growth. However,
grandfathered annuities enjoy a more valuable special tax
advantage: income tax-free disbursement to heirs.
Grandfathered annuities are fixed and variable annuities
purchased and funded prior to October 21, 1979. 

For heirs to enjoy the special tax advantage, the contract
must not have reached its maturity date and the annuity
must not have started distributing funds prior to the death
of the owner. In addition, a tax-free (Section 1035) exchange
after October 20, 1979 results in the loss of the special tax
advantage. If you own a grandfathered annuity, seek tax
advice before you annuitize or exchange it so you can decide
if what you want to accomplish is worth sacrificing the
income tax-free disbursement to your heirs.

A step-up applies to grandfathered annuities

The heirs have this special tax advantage because grand-
fathered annuities receive a step-up in basis for income tax
purposes. The term “step-up” refers to the adjustment of
basis to fair market value following the death of the owner. 

Certain investments (such as stock) qualify for a step-up in
basis. Assets that result in income in respect of a decedent
(IRD) do not. Examples of IRD include traditional individual
retirement accounts (IRAs), qualified retirement plans, and
most annuities. However, a just-issued IRS ruling confirms
that grandfathered annuities receive a step-up in basis
because they are not income in respect of a decedent.

The basis step-up is a valuable tax benefit for heirs because
when they cash in the asset, they pay tax only on the excess
of the amount received over the adjusted basis. 

Avoid assigning annuities as loan collateral

Another tax pitfall to avoid is using a retirement plan annuity
as collateral for a loan. The IRS treats an assignment or

pledge of an employee’s interest in a retirement plan annuity
as a taxable distribution of the annuity. 

A Circuit Court has upheld this rule. Despite the taxpayers’
argument that the assignment was in error, the court deter-
mined that the taxpayers enjoyed the benefits of using the
annuity as collateral. Therefore, the taxpayers had to recognize
income equal to the market value at the time of the assign-
ment, even though they received no funds to pay the tax.

Get professional advice before you act

Although annuities offer beneficial tax-deferral opportunities,
seek tax advice before you make changes. For how annuities
can fit in your investment program, please call Dan Flores or
Bill Wanasek of Schenck Financial Solutions LLC at 
800-236-2246 or 920-731-8111.

Ronald J. Altenburg, CPA, works primarily in
research, planning, and compliance in gift, estate,
trust, and income taxation. An Estate and Trust
Team member, Ron’s experience includes plan-
ning for distributions from qualified retirement
plans and IRAs, generation skipping transfer tax,
family limited partnerships, and strategies to
minimize federal and state death taxes.

Many heirs are surprised to learn that certain items passing
from a decedent are subject to both estate tax and income
tax. To somewhat soothe the pain of this double tax hit, heirs
can claim an itemized deduction for estate taxes attributable
to income in respect of a decedent (IRD). Therefore, if you
are a beneficiary of a qualified retirement plan, IRA, or estate
or trust with IRD, ask if the executor paid federal estate tax.
If the executor did, you will need more information from the
executor so you can claim this valuable deduction. Call us if
you have questions.

Take the deduction for estate
tax attributable to IRD

“. . . a just-issued IRS ruling confirms that grand-
fathered annuities receive a step-up in basis because
they are not income in respect of a decedent.”




