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There are many ways you can benefit from a cost segregation
study. The number one reason for having the study, of
course, is to minimize today’s tax burden by accelerating
your current depreciation deduction. This gives you the use
of future dollars today, which makes it number one on the
list of five benefits below. 

Do you know that there are other advantages of having a
cost segregation study performed? This article focuses mostly
on items 2 through 5 on the list below, giving you four
additional ways you may benefit from this useful tool for
minimizing federal income tax.

A cost segregation study provides the following benefits:

1) It relieves your current income tax burden by accelerating
depreciation

2) It separates assets into their proper components for
financial accounting purposes

3) It gives you a solid foundation for addressing insurance
valuation concerns

4) It assists with sales and use tax issues in manufacturing
projects

5) It provides a reasonable basis for challenging property
tax assessments

A cost segregation study separates assets into components,

which is useful for financial accounting purposes 

One by-product of a cost segregation study is a detailed
componentized schedule of assets. Because we use an
engineering approach, which is the IRS’s number one
accepted way for performing cost segregation studies, we
detail both the 1245 personal property assets and the 
1250 building assets. 

This gives you the detail you need to set up your financial
accounting schedule of assets so when the time comes to
replace a building asset, you will have the information you
need to retire it for book and tax purposes. 

An example would be a new roof your building may need
sometime in the future. When that happens, you will have
the detail already in place and it will be very easy to go to
your financial schedule of assets, remove the cost of the old
roof, and replace it with the cost for the new roof. 

If you have no building detail (which is likely to be the case
if you don’t have a cost segregation study), you won’t know
how much of the cost to retire. How much of the building’s
cost is attributable to the roof and other components is a
question you should always ask, but it can be difficult to get
a clear answer. As a result, owners are likely to overstate the
cost of their buildings.

A cost segregation study provides a basis for addressing

insurance valuation concerns

Another by-product of the cost segregation study is
assistance with insurance valuation. The trap most building
owners fall into is assuming that the cost of the building is
its insurable value – and this just isn’t true! 

The following items are always included in the contractor’s
cost, but should not be insured:

These are a few of the many costs that you should exclude
when arriving at a building’s actual cash value (ACV) for
insurance purposes. Ever since the 9/11 disaster, insurance
premiums have skyrocketed, and no one should be paying
more than they need to. 

A cost segregation study provides information for sales and

use tax studies and property tax assessment challenges

The other two areas where a cost segregation study can lend
some additional help are in sales and use tax studies for
manufacturers, and in property tax assessment challenges. 
If you need a sales and use tax study, you have the expertise
of our firm’s Joel Lauscher readily available. Joel’s back-
ground as a Wisconsin field auditor makes him uniquely
qualified to perform these studies. In the property tax
assessment area, Mark Weber heads up this newest service 
of our Real Estate and Construction Team. Mark has a
property tax background that is without equal. He spent 
the majority of his business career with the Wisconsin
Department of Revenue as a senior reviewer and manager.
Those years of experience are now a part of our Real Estate
and Construction Team for the benefit of our clients.

In summary, ask your account director if a cost segregation
study might benefit you for financial accounting purposes,
or for an insurance review, a sales and use tax study, or a
property tax review.

Cost segregation study does more than defer income taxes
by Skip Grubanowitch (Manager, cost segregation services)

M. J. “Skip” Grubanowitch has more than
20 years of experience in cost segregation
for new construction and existing real
estate, helping clients maximize their cash
flow by deferring income tax liability. In
addition, Skip provides expert witness
support for construction-related issues.

• Architect fees

• Overhead

• Profit and permits

• Incoming building utilities

• Land improvements (which can
account for up to 5% of the
building's cost)

• Below-ground foundations
(which are normally an exclu-
sion in the insurance policy) 

Governor Jim Doyle signed the Wisconsin Budget Act into
law on July 25, 2005. Following are some of the highlights.

Federal conformity. Each year, the Wisconsin legislature
updates state law to determine conformity with current
federal law. The Act generally adopts federal tax law through
December 31, 2004, except for certain items – most notably
bonus depreciation and immediate expensing.

Non-resident withholding. For tax years beginning on or after
January 1, 2005, pass-through entities (such as partnerships
and S corporations) must withhold taxes on income attribut-
able to Wisconsin income distributed to a non-resident owner. 

Tuition expenses. Beginning with the 2005 tax year, the
maximum tax deduction for higher education tuition expenses
increases from $3,000 to twice the average amount of under-
graduate academic fees the Board of Regents charges for UW
four-year institutions for the most recent fall semester.

Military personnel. The individual income tax credit for
military income increases to $300 beginning in 2006.

Health insurance premiums. Beginning January 1, 2006, 
the deduction for employees paying the entire cost of their
health insurance premiums increases from 50% to 100%.
Beginning January 1, 2007, the Act provides a deduction, 
to be phased in over three years, for individuals with no

employer and no self-employment income.

Livestock farms. For tax years 2006-2011, livestock farms are
eligible for a 10% investment credit.

Health savings accounts. The governor vetoed the sections
that would have conformed state treatment of HSAs to federal.

Social security benefits. A full exclusion of social security
benefits from taxable income begins with the 2008 tax year.

Property tax freeze. The Act freezes property taxes for two
years; the limit sunsets on January 1, 2007.

Sales and use tax. The Act expands the sales and use tax
exemption for occasional sales by nonprofit organizations, and
provides an exemption for transfers of certain property and
services between affiliated entities. It also amends the defini-
tion of “retailer” and adds to the list of businesses subject to
the premier resort area tax. Call us for more information.

Wisconsin enacts new omnibus budget legislation
by Wayne Stout (Tax manager)

Do you have sales in Ohio? If so, a new tax will probably
affect you if your sales there amount to more than $150,000.
Ohio’s new Commercial Activity Tax (CAT) affects most tax-
payers doing business in Ohio with taxable gross receipts
from Ohio sources in excess of $150,000.

The CAT is not an income or franchise tax, but rather a
“privilege” tax – for the “privilege” of doing business in
Ohio. It is based on gross receipts and is effective for receipts
received on or after July 1, 2005. A taxpayer with taxable
gross receipts of over $150,000 up to $1 million will pay an
annual tax of $150, after being phased in over a five-year
period. Gross receipts over $1 million will be taxed at .26%.

Special provisions apply for the first semiannual period (July 1,
2005 through December 31, 2005). The tax return for this

period for both calendar-year and calendar-quarter taxpayers
is due by February 10, 2006. The tax for this initial period
will be $75 for the first $500,000 in taxable gross receipts
and .06% of gross receipts in excess of $500,000.

If this tax applies to you, you need to register with the Tax
Commissioner for the CAT by the later of November 15,
2005, or 30 days after you have more than $150,000 in
taxable gross receipts. The registration fee is $15 if you file
electronically and $20 if you file by any other means. 

Taxpayers subject to the tax include individuals, corporations,
pass-through entities (S corporations, partnerships, and
limited liability companies), and certain other entities. Call
us if you think you may be subject to this tax.

For information about author Patty Hampton, see page 1.

Ohio imposes new commercial activity tax (CAT)
by Patty Hampton (Tax manager)

L. Wayne Stout, CPA, is a tax manager in
our Sheboygan office, working primarily in
tax planning and research. Wayne’s areas
of specialty include accounting periods
and methods, inventories (including LIFO),
corporate liquidations, reasonable
compensation and accumulated earnings,
fiduciary taxation, and divorce taxation. 
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