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Restaurant, franchise owners enjo
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cash

flow and tax savings from IRS windfall

By Gorant Keppel. CPA

o mcinviduals of compamies thal have
F oonstructed or subsian-

tially penovated a bmilding since 1597,
o pecenily relessed revenue procodure, cou-
pled with & Lindmak L courl case, poo-
vidis mew impetus for endorpoing a ool
sepregation stidy thal cookd newll i Gg-

=V

While the enactment of the Tax Reform
Aot of 198 eliminmied the Invesiment Tax
Credin, i substamially shered the depre-
ation sysiom for real nd personsl property
by classilying asscts inlo neardy |30 diller-
eml calegonies, each with its own depreca-
ke life. That patiem of deprecable lives &
known &5 the Modified Acelerated Cost

Syslem.

[n the kandnsark Tax Ciourt crse Hespatal
Corp. of America, 108 TC 21 (1997), the
ooirt held that if the property womald have
qualificd & fanghlec personal property
uniler the repealed ITC, that same properny
wosdd sl qualify m peromnal
propeny wnder MACKRS |n additon, a 1998
IRS pevenme prooedure sliows. real-dsie
owners 1o go hack susomatically o dlossd
tnx years and “caich up”™ the entire amitied
depreciation, withous amending tax rebanms,

A ooml soprepation siudy will kdentify
aned pr sonstructurad chements and exte-
rar improvements, makisg il possdble for
property awners o maximize heir deprec-
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anon dedactions by reclaifying as much as
porasble of the related coats from buikding
oty lo personad property and exteriorn
Emprovensents. In addtion, indireat oon-
strocteos costs, such & constnaction period
imleresl. praeral conditions, and srcbslecluce

| and engnecning focs are allosaled on & peo-
mificant and immedinle cash flow and tax |

| their cxsh flow by paying loss mcome tax
| during the carly years of the depreciable e
| ol a bulfing. As siaied carlier, the owmer &
| also chgble 1o play “caich up” for deprecia-

i errors made in pror yean

Linder todary’s guidelines, s commnercial
huilding & depreciated fof (ax purposes
over 39 years and ressdential real citste
Toe IT 112 years Upon segregation of lan-
phic pomony] propery and  cxicnor
impacvements from a building's oosd, com-
panics realize the henefits of deducting
mxelersied Eon of aascts othee-
wise lumped topetksr with o bakding's
ol Uienerally, for the restaarast amd (asi-
T imcdustry, 25 io 55 percent of building
omis can be segregated inlo five, seven or
15year lives instead of 8 Fyear life.

Exnmples of tangible perwonal property
inchade peocess heating and ventilating ws-
lems, & grease trap, & fGre system, foonng,
include sidewalls, deminape, parking lots,

ing, ronds, site utilitees, fencing and

outdoot ightang.

The savisgs from an scccleraled rooov-

ery cam be quite sgnificant. An example B
& fmstdood restsurant chain that con-
strucied 10 mew restaurants from 1962 1
1994 with am awersge ool per shofe
SO0, excluding the oquipmenl pack-
ape. The ¥ had been laleng
ach buildisg over 31 12 and 39 years A
cond segregation shody wan performed, seg-
regating A0 pencent of the building cost 1o
ik | 5-year properiy and 25 percent o the
five-year properiy As a resalt of the sogee-
gailon for the 10 buildings, the tolal taxes
deferred over the comialative [ours-year
period  excecded  STO0D00, while the
cumulative present value on the laxe
deferred at 8 pevcenl was approximately
AN, assusing o combined federal
and skate eflediive 1ax rale of 46 poreonl.

Rral-rstale imvoitiments best suited (o
unsderpo a oosd segregaion study include o8
st |98 reab-sstate constraction, alding
mCquisiiaoes of improvements, new builid-
ings under constrsction. the purchsse of
Exmting propery, cunting balkdings under-
paing rencvalion or expanson, and office
leachold improvernents and “fif-mat”

Diher [nctors o be considered when
v e deciding (o undergo & ool :?.If--
athon stady bnelude the profitabality of ihe
entty of ils sharcholders, passive sctivity
rulies, carly disposation and olher lax-
related situatioss

EE

Reprimed bry pemisson of Kalon's Fesmeren News, March 8, 1920, © Lebhar-Frisdeman, bac | 425 Park Avinue, New Yook, HY 10022
250901 Aeprnied by Raprisl Mansgemest Services, (T17] 3951900, wes rmireprints.com — safet@rmensgeinty com

MARCH &, 1553




