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A CSS can help R.E. owners maximize 
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The Economic Stimulus Act of 
2008 was officially signed into 
law on February 13, by President 
George Bush. This stimulus pack-
age will offer tax dollars back in 
the hands of individual taxpayers 
and provide significant advantages 
for businesses. In addition the Act 
provides for the reemergence of 
50% bonus depreciation which can 
provide significant value to real 
estate owners and tenants who are 
building new facilities or making 
improvements in 2008. 

Cash Flow Generated When
$100,000 Moved From 39-year to 5-year Recovery Period

		  1st yr	 10 yr NPV	 4 0  y r 

NPV

	 w/ Bonus	 23,700	 33,331	 25,057

	 w/out Bonus	 7,700	 28,343	 22,582

Placed in service on 06/01/08
Estimate of 1st Year savings based on 40% tax rate
Estimate of Net Present Value (NPV) savings based on 40% tax rate 

and 8% discount rate

Bonus depreciation benefits those 
who are eligible by allowing them to 
deduct 50% of qualifying expenses 
in the first year. The bonus applies 
only to “original use” assets that 
have a depreciable life (recovery 
period) of 20 years or less and meet 
other criteria discussed later.

In order to maximize the benefit of 
bonus depreciation as it applies to a 
real estate asset or a tenant improve-
ment taxpayers should have a cost 
segregation study (CSS) performed. 
A CSS is used to properly identify 

and allocate building and construc-
tion-related costs that qualify for a 
five, seven and 15 year recovery 
period. These engineering-based 
studies which provide significant 
benefit without bonus depreciation 
will provide even greater benefit now 
that the bonus is back in play, and 
they will do so in the very first year. 

On average a CSS will allocate 15 
– 30% of a property’s depreciable 
costs into these shorter recovery 
periods, not including FF&E.

Qualifying for Bonus
Eligibility for bonus depreciation 

under the new Act is the same as it 
was before.

1. The original use of the property 
must begin with the current taxpayer. 
This will primarily provide benefit 
for newly construction properties or 
improvements, but original use can 
apply to certain acquisitions. 

2. Under the “binding contract” 
rule, if the property is constructed 
or purchased pursuant to a binding 
contract before January 1, 2008, it 
is not eligible for bonus deprecia-
tion. 

3. The property must be placed 
in service in 2008. 

4. There is a provision for ex-
tended production periods allow-
ing properties placed in service by 
December 31, 2009 to receive some 
benefit. Under this extension costs 
that are incurred by December 31, 
2008 may qualify for the bonus if 
the property has total construction 
cost greater that $1 million, a life 
expectancy of 10-years or more, is 
placed in service by December 31, 
2009 and meets all other eligibility 
requirements.

5. The property must have a Gen-
eral Depreciation System (GDS) life 
of 20 years or less. 

6. Property required to be de-
preciated under the Alternative 
Depreciation System (ADS) is 
specifically excluded from bonus 
depreciation.

7. There is no adjustment to 
Alternative Minimum Tax (AMT) 
depreciation, as you must use the 
bonus for both GDS and AMT. 

8. Includes water utility property 
despite a life longer than 20 years.

9. Includes computer software 
other than software covered by 
Sect. 197 (purchased as part of a 
business). 

10. Includes Qualified Leasehold 

Improvements (described below).
Qualified leasehold 

improvements
Under the new Act Qualified 

leasehold improvements (QLI) re-
vert back to how they where treated 
between May 6, 2003 and December 
31, 2004 when they where eligible 
for a 50% bonus. It is important to 
note that depreciable life if not a 
deciding factor here therefore costs 
allocated to a 39-year recovery pe-
riod are also eligible for the bonus 
if they are in fact QLIs.

Generally, a QLI is any improve-
ment to an interior portion of a 
building that is nonresidential real 
property, provided all of the follow-
ing requirements are met. 

1. The improvement is made under 
or pursuant to a lease by the lessee 
(or any sublessee) or the lessor of 
that part of the building. Note that 
a binding commitment between 
related persons is not treated as a 
lease.

2. That part of the building is to be 
occupied exclusively by the lessee 
(or any sublessee) of that part.

3. The improvement is placed in 
service more than 3 years after the 
date the building was first placed in 
service. Note that this is referring to 
when the building was first placed in 
service, not when the current owner 
purchased the building.

However, a QLI does not include 
any improvement for which the 
expenditure is attributable to any 
of the following. 

1. The enlargement of the build-
ing.

2. Any elevator or escalator.
3. Any structural component 

benefiting a common area.
4. The internal structural frame-

work of the building.
In closing, The Economic Stimu-

lus Act of 2008 should soon give 
many Americans something to 
celebrate, especially real estate 
owners and tenants who entered into 
construction contracts after January 
1st or plan to do so soon. Although 
the window of opportunity is limited 
due to specified in-service dates, the 
benefits can be huge. The best way 
to maximize bonus depreciation is to 
have a cost segregation study done 
by a professional firm of engineers 
and tax experts who are experienced 
in this area.

Steven Beaucaire is V.P. Tax and 
Jacob Hopper is the director of 
strategic development for Bedford 
Capital Consulting, Bedford, N.H. 
and New York, N.Y. respectively.
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mySocrates: System designed 
to help better manage risk

Real estate developers and owners 
looking to better manage their risk 
and protect their business assets 
should take a closer look at “my-
Socrates,” a powerful new system 
from Allied North America that is 
designed to provide businesses in 
the construction industry with the 
tools they need to more easily access, 
manage – and share information 
about – their insurance and surety 
programs. 

The first system of its kind in con-
struction insurance, “mySocrates” 
is a major leap forward that is sure 
to revolutionize the use of infor-
mation technology in the industry, 
according to Ira Schwartz, chief 
information officer at Allied, a lead-
ing independent brokerage that has 
focused on the construction market 
for three decades.  But Schwartz 
went back much further – to Ancient 
Greece – at least when naming the 
innovative technology.

“We came up with the ‘my-
Socrates’ name based on the Greek 

philosopher’s famous quote, ‘the 
only good is knowledge’ – because 
that’s exactly what this portal tech-
nology provides.”

Allied’s clients now have a wealth 
of information at their fingertips 
in a format that is much more in-
tuitive and adaptable to their needs, 
explains Thomas Schmidt, director 
of emerging technologies who led 
the Allied initiative.

“The ‘mySocrates’ platform con-
nects developers, builders, owners 
and contractors with Allied em-
ployees and insurance partners to 
share information, as well as initiate 
or change coverages and bonding 
limits,” he said. “This innovative 
web-based system improves com-
munication across Allied’s extended 
enterprise for clients to manage their 
construction risk management and 
surety bonding programs – how, 
when and where they want to.”

The portal technology gives Al-
lied clients, employees and partners 
easy around-the-clock access to 
four separate platforms – in one 
real-time collaborative environment 
– enabling them to access informa-
tion about:

• Their insurance coverages 
and surety bonds.  From infor-
mation such as coverage terms, 
dates, carriers, premium and policy 
numbers – to downloadable ver-
sions of the documents themselves 

– “mySocrates” gives clients 24/7 
access to Allied’s agency manage-
ment system.

• Insurance carrier ratings.  
With direct access to Best, the insur-
ance underwriter ratings’ provider, 
owners, developers and contractors 
receive monthly updates on ratings 
and email alerts if their carriers’ 
ratings change.

• Claims processing and man-
agement.  “mySocrates” lists the 
status and other information on the 
client’s last 100 claims.

• Loss control analysis.  Such 
claims information also provides 
the input for “dashboard” analytics 
that enable “mySocrates” users to 
easily view claims in a variety of 
ways – by injury, frequency, severity 
as well as by contractor, subcontrac-
tor and job site – providing valuable 
information that can help improve 
loss control.

• Stewardship.  Offering true 
transparency, “mySocrates” pro-
vides an “open items” function that 
enables clients to see activity status, 
communicate about open issues as 
well as track the target dates for 
their resolution.
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development for Allied North 
America, Jericho, N.Y.


