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Great news for taxpayers who are embarking on a new construction project or are adding leasehold
improvements in 2008 - the Economic Stimulus Act of 2008 was officially signed into law on
February 13, 2008, and with it, 50% bonus depreciation is back for a limited time.

Under the new law, taxpayers qualify for a 50 percent first-year bonus depreciation on certain types
of property for the current tax year. As it relates to any building construction expenditures, the
majority of these benefits can only be identified through the use of a cost segregation study.

By learning how the latest tax rules work, building owners and tenants in the process of construction
can significantly decrease their tax payments.
Know the rules: 
Increase tax deductions:
The rules behind bonus depreciation are fairly complex. Much of the eligibility for additional tax
deductions from bonus depreciation is based on when construction has started. With the recent
changes, taxpayers can claim an additional 50% first-year depreciation deduction on certain assets
where construction started between December 31st, 2007 and before January 1st, 2009. For more
info visit www.irs.gov/irb/2006-41_IRB/ar05.html.

Enhance your savings with cost segregation
Cost segregation studies reclassify a substantial portion of a building project from 39 years (or 27
1/2 years in the case of residential income properties), into five-, seven- and fifteen-year property. In
addition to the normal accelerated deductions this creates, the assets also become eligible for
bonus depreciation. Therefore, taxpayers constructing or remodeling buildings have even more
incentive to have an engineering-based cost segregation study performed. The study will help the
taxpayer take full advantage of the bonus depreciation rules by identifying every constructed asset
that qualifies for the shorter depreciation periods, such as certain millwork, special electrical
connections and landscaping.

The bottom line
To illustrate the tax savings, consider $100,000 of 39-year property that provides a $1,282 tax
deduction in the first year. If a cost segregation analysis were to reclassify this $100,000 into
five-year property, the resulting tax savings would be twofold. By making the property eligible for
bonus depreciation, up to 50% can be deducted in the first year, allowing for a deduction of $50,000.
The shorter tax life allows for an additional first-year deduction of $10,000, bringing the grand total in
first-year tax deductions to $60,000 compared to $1,282 without the study. That is a 4,580%



increase in first-year tax deductions! This can be further enhanced by the increased 179 deduction
as well. 

Enhanced expensing
In addition to bringing back bonus depreciation, the Section 179 limit is nearly doubled so the
maximum amount that businesses can write off under §179 goes from $128,000 to $250,000 during
2008. The Economic Stimulus Act of 2008 also raises the phase-out threshold from $510,000 to
$800,000 for 2008. That means once a taxpayer has added more than $1.05 million in qualifying
property, they have no §179 deduction. No other changes were made to the existing rules
applicable to §179.

The new law makes no changes to the general rules for the types of property that are eligible for
expensing. Generally, the property must be tangible personal property, which is actively used in the
taxpayer’s business and for which a depreciation deduction would be allowed. The property must be
used more than 50% for business and must be purchased during 2008. 

Act now 

The incentives included in the new law can result in substantial benefits for property owners, but
they are limited to the current tax year. Taxpayers in the process of construction should take full
advantage of the bonus depreciation rules by having a cost segregation study performed to further
decrease their tax liabilities and increase their cash flow. 
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