MULTIFAMILY RESIDENTIAL PROPERTY

How we accelerated $5 million in depreciation
and increased cash flow for the new owners of
an apartment complex

OVERVIEW
There has never been a better time to consider a cost
segregation study.
Thanks to the Tax Cuts and Job Acts of 2017, the benefits of
cost segregation are more favorable than ever before. This
law not only allows personal property to be depreciated at an
accelerated rate, but it also allows those items to be claimed
100% via bonus depreciation the year they are put in service.
For real estate investors, cost segregation studies are an
indispensable planning tool to lower taxes, increase cash flow
and free up assets for additional investment.
Just ask the owners of the 96-unit multifamily residential
complex in Boise, Idaho, that requested a cost segregation
survey upon purchase. Two real estate investment companies
purchased the property in 2019 and were looking at a
straight-line 27.5-year depreciation on the $11 million basis.
With a cost segregation study from Veracity, more than $5
million of the assets were reclassified to 5- and 15-year class
lives.
This case study provides an overview of the cost segregation
study delivered to the owners of the apartment complex in
2020.
The tax benefits are significant, but they’re not out of the
ordinary. Multifamily residential properties can easily see
20% to 40% of their value reclassified to enjoy accelerated
depreciation.
The 100% cost segregation bonus is currently enacted to
phase out beginning in 2023, with the program eliminated
completely by 2027. Don’t wait to schedule your no-cost
analysis with Veracity.
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About Veracity

ABOUT THE PROJECT: NEW APARTMENT COMPLEX
In 2017, a construction company started the process of building a new 96-unit planned residential multifamily development in Boise, Idaho. The complex included three,
three-story buildings with 24 units each and three two-story
buildings with eight apartments each. In addition to the residential
units, the complex also featured a community gazebo, a community
park and small playgrounds with sturdy equipment for small
children.
Upon completion of the construction in 2019, two real estate
investment firms purchased the complex.
The total real estate for the complex was valued at $13,196,867.13,
with a depreciation basis of $11,996,867.13. A straight-line
depreciation would allow the owners to claim less than $500,000 annually over the 27.5-year life of the
complex assigned by the IRS.
The new owners contracted Veracity LLC to perform a cost segregation study to identify and reclassify
the assets included in the purchase of the property. Through a detailed engineering review of all building
components, systems, decorative finishes, and land improvements, Veracity uncovered $5.1 million in cash
flow for the owners.

QUICK FACTS
IN-SERVICE DATE:

January 2020

LOCATION:

Boise, Idaho

CLIENT:

New owners (two real estate companies)

PROPERTY TYPE:

Multi-family residential (apartment complex)

PROPERTY BASIS:

$11,996,867.13

METHODOLOGY:

Replacement Cost New Less Depreciation

COST DATA USED:

RS Means

PERCENTAGE ACCELERATED:

42.96%

AMOUNT ACCELERATED:

$5,118,748.82

4

THE PROCESS
The findings of each cost segregation study vary widely, but Veracity follows a standardized process for each
property.

STEP
01

STEP
02

STEP
03

STEP
04

COST ANALYSIS
Before embarking on any cost segregation study, Veracity always completes a thorough nocost analysis to determine the benefits of completing a study. It was immediately clear that
a cost segregation study would pay for itself self hundred times for the new owners of the
apartment complex in Idaho.

SITE TOUR + INFORMATION COLLECTION
A team from Veracity traveled to the property in November 2019 to physically inspect and
document the current state of the complex. The site visit included an engineering review
of all building components and site improvements for the property. Veracity found the
property to be in excellent condition and include substantial personal property.

COST ESTIMATING + RECLASSIFICATION
Because complete original construction cost information is not typically available to real
estate investors, Veracity utilized RS Means to estimate the costs of all building assets. RS
Means is a nationally recognized service that periodically adjusts costs to reflect regional
and local variations. The final allocation estimates were based on a Replacement Cost New
Less Depreciation methodology, which is believed to be the most reliable and appropriate
for similar studies. Veracity assigned costs to each component and then adjusted each down
to account for depreciation.

REPORT DELIVERY
Within two months of the initial site visit, Veracity delivered a 971-page cost segregation
report that included every element defined by the IRS as essential to a quality study. With
their study in-hand before the tax filing deadline, the property owners were able to claim
their accelerated depreciation immediately.
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THE RESULTS

$5.1 MILLION
in accelerated depreciation

32.36%

EVERY DETAIL DOCUMENTED
IN A 971-PAGE REPORT

reclassified as Asset Class 57.0
(Distributive Trade & Services), with a
class life of 5 years

There is no standard format for a cost segregation
study, but the IRS believes that every report should:

10.30%

reclassified as Asset Class 00.3 (Land
Improvements), with a class life
of 15 years

57.33%

remained classified as Residential Rental
Property with the standard class life
of 27.5 years

DEPRECIATION WITHOUT
COST SEGREGATON
Building
Land Value
Total Real Estate

$11,996,867.13
$1,200,000.00
$13,196,867.13

Less Land & Loan Fees

($1,200,000.00)

Total Depreciable Basis

$11,996,867.13

STRAIGHT LINE DEPRECIATION OF 27.5 YEARS
EQUATES TO ABOUT $436,000 PER YEAR

1. Classify assets into property classes (e.g. land, land
improvements, equipment, furniture, and fixtures)
2. Explain the rationale (including legal citation) for
the classifications
3. Substantiate the cost basis of each asset and
reconciles total allocated costs to total actual
costs

DEPRECIATION WITH
COST SEGREGATION

vs.

Asset Class 57.0 (5 years)

$3,882,482.76

Asset Class 00.3 (15 years)

$1,236,266.06

Residential Rental Property
(27.5 years)

$6,878,118.31

Total Depreciable Basis

$11,996,867.13

RECLASSIFICATION ALLOWED 42.96% ($5.1 MILLION)
TO BE DEPRECIATED IN FIRST YEAR
UNDER EXISTING LAW

MORE ABOUT COST SEGREGATION STUDIES
The IRS has determined that the useful life of a residential property is 27.5 years and the life
of a commercial property is 39 years. Those straight-line depreciation lives allow property
owners to recover some of the costs associated with their investment —ut when compared to
the total purchase or construction price, a deduction spread out over several decades can feel
insignificant.
A cost segregation study allows property owners to accelerate the depreciation on their assets
and maximize cashflow from their real estate investment.

A cost segregation study dissects every
component that makes up a property and
assigns each asset the shortest possible
recovery life allowed by IRS guidelines. While
the real property is still depreciated over 27.5
or 39 years, the personal proprety and land
improvements can be assigned class lives
ranging from 5 to 15 years.

Although most tax professionals are familiar
with the concept surrounding cost segregation
studies, few have the time or resources to
conduct a full engineering-based study.
Veracity works with CPAs across the country
to provide cost segregation studies to their
clients, adding value to the firm without
adding burden to the team.

BREAKING DOWN WHAT YOU’VE BUILT UP
Veracity LLC uses specialized engineering
software to rebuild properties digitally in order
to complete a comprehensive cost segregation
study.
Every inch of material is entered into Veracity’s
powerful proprietary software, which assigns
pricing and recovery periods to each component.
The software is updated regularly to provide the
most accurate cost estimates for materials, and
the reports are thoroughly checked against IRS
code to ensure the new classifications fall within
the established tax guidelines.

PERSONAL PROPERTY | 5-7 YEARS
Personal property includes items including furniture,
carpeting, certain fixtures, and window treatments. The IRS
allows personal property to be depreciated using a five- to
seven-year recovery period.

LAND IMPROVEMENTS | 15 YEARS
Although land itself cannot be depreciated, improvements
to the land can often by assigned a 15-year recovery period.
Sidewalks, landscaping, parking lots, and playgrounds are land
improvements that are commonly reclassified.

REAL PROPERTY | 27.5 YEARS (FOR RESIDENTIAL)
The structure of a building, known as the real property,
maintains the straight-line depreciation of 27.5 years for
residential or 39 years for commercial. Components that are
considered real property include roofs, walls, doors, and
HVAC systems.

ELEMENTS OF A QUALITY
COST SEGREGATION STUDY
01

Preparation By An Individual With
Expertise and Experience

02

Detailed Description Of The
Methodology

03

Use of Appropriate Documentation

04

Interviews Conducted With Appropriate
Parties

05

Use Of A Common Nomenclature

06

Use Of A Standard Numbering System

07

Explanation Of The Legal Analysis

08

Determination Of Unit Costs And
Engineering “Take-Offs”

09

Organization Of Assets Into Lists Or
Groups

10

Reconciliation Of Total Allocated Costs
To Total Actual Costs

11

Explanation Of The Treatment Of
Indirect Costs

12

Identification And Listing Of § 1245
Property

13

Consideration Of Related Aspects (e.g.
I.R.C. § 263A, Change in Accounting
Method And Sampling Techniques)

MEET OUR COST SEGREGATION EXPERT
A. CHRIS OSTLER, CPA
Principal

Chris Ostler has been a Certified Public Accountant and tax strategist for more than 25 years.
With a background in both financial planning and tax planning, Chris combines strategies from
both areas to find the best solutions for his clients. He has dedicated his career to helping
small- to medium-sized businesses maximize cash
flow through tax-efficient planning.
Chris is an expert in cost segregation studies and has
helped uncover millions in cash flow for property
owners. His background as a CPA and experience in
engineering and construction make Chris uniquely
qualified to help property owners realize the many
tax benefits hidden in their office space, warehouse,
apartment complex, or other large building.
Chris earned is Bachelor of Science in Business
Administration from the University of Nevada
Las Vegas in 1993 with a major in accounting. He
went to work for Deloitte & Touche, LLP, one of the
four largest public accounting firms in the country,
where he was trained in both audit and tax. His early
experience with a varied list of clients including state
and local government, banks, gaming establishments,
real estate developers, manufacturers and retailers,
adds to Chris’s ability to assist small business owners
with any financial concerns.

CONNECT WITH CHRIS
(702) 525-8154

chris@taxveracity.com

/a-chris-ostler-cpa

Chris has served in the community in various capacities, including past volunteer work for
Junior Achievement and the Boy Scouts of America. A native of Pocatello, Idaho, Chris enjoys
camping and being outdoors. He also speaks fluent Brazilian Portuguese, as well as some
Spanish and French.
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MULTIFAMILY RESIDENTIAL PROPERTIES
EXAMPLES OF RECLASSIFIED
PROPERTY FROM
IDAHO COMPLEX

With personal property included in every unit, multifamily
residential properties typically lend well to cost segregation
studies. Property owners can easily see 20%-40% of their
assets reclassified to a shorter depreciation life.

Kitchen Cabinets

PERSONAL PROPERTY
Short-life personal property assets are found
in abundance in multifamily residential units,
making cost segregation studies especially
advantageous.

LAND IMPROVEMENTS
Apartment complexes typically include land
improvements along with the residential
units. Parking lots, playgrounds, and
landscaping can all be reclassified.

SAVINGS POTENTIAL
Multifamily residential properties can
generate significant passive income for
investors, but that comes with a significant
tax liability. A cost segregation study can
make a major difference at tax time.

Vinyl Flooring

$452.22
per LF

5 years

$7.97
per SF

5 years

Playground

$4,351.48
each

15 years

Kitchen Sink

$1,260.05
each

5 years

Circuit Breaker

$2,174.30
each

5 years

General
Landscaping

$1.50
per SF

15 years

Wood Molding

$7.14
per LF

5 years

$134.49
per LF

5 years

Stone
Countertop

READY FOR YOUR OWN NO-COST ANALYSIS?
Let’s find out what tax breaks are hiding in your multifamily residential property
and uncover new cash flow. Scan the QR code to set up your free consultation.
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OUR NAME IS OUR MOTTO
Veracity means truth, which is one of our core values at Veracity LLC. We strive to always be honest and
forthright in our dealings with our vendors, customers and clients. We do what we say we’re going to do.
It may sound simple, but we believe it’s the only way to do business.
Veracity LLC is a boutique specialty tax services firm laser-focused on client satisfaction. We go to
extraordinary lengths to see that the CPA community and their clients receive the most accurate and
timely specialty tax reports possible.
No one in the industry will work harder to deliver results and exceed expectations.
See the difference for yourself.

COST SEGREGATION STUDIES
R&D TAX CREDITS
IC-DISC

179D ENERGY TAX CERTIFICATIONS

CONTACT US
4918 N. Harbor Drive, Suite 204B
San Diego, CA 92106
(888) 968-4094
tax@taxveracity.com
www.taxveracity.com

