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Legal Disclaimer 

Although this white paper addresses tax-related matters, it is not intended to constitute legal or accounting 

advice and should not be relied upon as such. Any decisions you make regarding the matters discussed 

herein should be reviewed with your properly licensed legal and accounting advisors.  

Any such actions you choose to make are at your own risk and may not be made in reliance on any 

information, opinions, resources referenced - whether linked to or otherwise - or other information contained 

in this report.  

Neither the publisher nor the author assume any liability for any such actions and you agree by choosing to 

read this report to waive any claims for liability or otherwise against the publisher and/or author of this white 

paper, their affiliates, and/or their employees. 

The sole purpose of this white paper report is to educate American businesses about the potential benefits 

described herein and to encourage them to retain professional advice as to the merits of these potential 

opportunities for their unique business circumstances. 

 Any decisions made pursuant to suggestions described herein are made in reliance on such subsequent 

professional advice from licensed professionals and are explicitly not to be made in reliance on this report or 

its contents. 

 

Copyright 2015 Peak Profits Advisors - All Rights Reserved 
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Introduction 

The vast majority of U.S. businesses are overlooking tax credits and/or refunds because they 

either don't recognize the opportunities or are unsure of how to pursue them. 

And while they're not truly "hidden" - as in "secret" or "concealed" - they're certainly hidden as in 

overlooked and unclaimed. 

What makes this white paper so timely is that some of these specialized tax incentives are either 

newly-available to certain businesses and/or newly-expanded to increase the potential credits 

and/or refunds by being able to apply them retroactively for previous year's tax filings.  

Combined with recent court rulings favoring taxpayers, the climate's never been better - nor 

the rewards greater - for pursuing the specialized tax incentives that apply to your business. 

For many tax-paying businesses, these expanded opportunities could turn a marginal 5-figure 

gain into a healthy 6-figure gain or more. 

You have potentially three bites at the apple to recover tax refunds or credits for your business.  

The three such opportunities with the most promise of substantial financial benefit for the most 

businesses and that are currently being widely overlooked are: 

 Property Tax Refund - Many businesses are overpaying their local property taxes due to 

assessments that have failed to reflect actual market valuations; 
 

 Payroll tax credits that net 100 cents on the dollar in cash flow benefit; and  

 

 Cost Segregation studies to accelerate depreciation of certain non-structural building 

costs - including leasehold improvements - that could generate substantial refunds of prior 

tax overpayments based on improper depreciation of building costs. 

You've probably heard of the payroll tax credit as a "research and development", or R&D, tax 

credit and assumed your business wouldn't qualify. R&D credits alone account for  $12B a year in 

business savings, yet 95% of eligible companies don't even try to claim them. 

Let's clear that up first. Businesses owners in virtually every industry are often unaware of 

federal and state research and development (R&D) tax credits that may produce fast cash flow 

benefit and recurring tax relief for routine activities they often assume don't qualify as R&D. 

In addition, prior tax overpayments are also going unclaimed by most eligible businesses. These 

businesses are leaving money on the IRS' table by not claiming recovery of these overpayments 

(see Cost Segregation discussion below for more on these tax overpayments). 

What follows is a brief walk-through of each of these overlooked tax incentives. 

http://www.washingtonpost.com/blogs/wonkblog/wp/2014/01/24/theres-a-war-over-rd-tax-credits-and-companies-keep-winning/
http://www.washingtonpost.com/blogs/wonkblog/wp/2014/01/24/theres-a-war-over-rd-tax-credits-and-companies-keep-winning/
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 1. Property Tax Refunds 

Property values fluctuate with the economy and local demand, yet local tax assessments often 
fail to recognize these market fluctuations. This leaves many businesses with inflated tax 
assessments that can be successfully appealed with the proper research of market valuations 
and documentation to support a lower real property valuation and assessment. 

While this is better recognized than the other two tax saving opportunities discussed below, the 
success rate of appeals is consistently very high. The actual dollar amounts may not be as great, 
but they are recurring savings that will improve business profitability for years to come. 

2. Payroll Tax Credits  

Most everyone's heard of these as R&D credits, but only 1 in 20 businesses that are eligible for 

them actually claim them. This is despite the fact that, according to The Washington Post, they 

save U.S. businesses an estimated $12 billion a year and are now easier to claim and apply to 

more activities than ever. 

R&D tax credits were created in 1981 and have been continually modified ever since. The 

government - often federal and state (and state credits often exceed federal credits) - rewards 

companies that not only innovate new products, but also those that improve existing products 

and processes.  

The definition of what's included as being eligible for these credits has generally been expanded 

over the years. New IRS regulations adopted in 2014 allow companies to "look back" up to three 

years to recapture tax credits for those years. This makes it more attractive to companies whose 

credits previously weren't enough to justify the effort. In some cases, their cash benefit has 

quadrupled with these changes. 

Why are so few businesses that are legitimately eligible for these tax incentives - incentives to do 

what they're already doing - failing to accept these rewards for 

doing what the government wants them to do? 

There are several misconceptions about R&D credits that cause 

even those businesses that do claim them to claim less than they 

could.  

That's because the IRS doesn't necessarily define "research and 

development" the way you might imagine.  

These are, after all, payroll-based inducements for American businesses to invest in innovation 

to keep America competitive with other countries' scientific and technological advances. This is 

one reason they've enjoyed rare bipartisan political support since their enactment in 1981. 

Why are so few 

businesses 

accepting these 

rewards for doing 

what the government 

WANTS them to do? 

http://www.washingtonpost.com/blogs/wonkblog/wp/2014/01/24/theres-a-war-over-rd-tax-credits-and-companies-keep-winning/
http://www.accountingweb.com/article/5-forgotten-venues-rd-tax-credit/223812
http://www.accountingweb.com/article/5-forgotten-venues-rd-tax-credit/223812
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Despite such broad political support, R&D credits are grossly underutilized. 

There are many reasons why an estimated 95% of eligible businesses are foregoing tax credits 

for which they're eligible - including complications in classifying employees' activities and in 

calculating the appropriate credits. 

But the three main ones are businesses' failure to recognize that R&D credits are available for... 

A. More Eligible Industries - For starters, many businesses are eligible for R&D credits and 

most of them are not science or technology-based businesses engaged in basic research. 

Manufacturing businesses of all stripes - even contract manufacturers - are eligible if they do 

anything that improves the process of making whatever they make.  

Most manufacturers routinely search out ways to make their products easier, cheaper, faster, or 

better. Many of those tweaks represent R&D activities for tax purposes. 

The same applies to businesses in the following industries that may not jump out at you as R&D 

prospects. These industries are generally eligible for R&D tax credits, however, with the most 

overlooked industries listed first and highlighted: 

 Manufacturing - even job shops and contract manufacturers (for process   

 improvements that allow them to make products more cheaply, faster, etc.) 

 Architects - even when their designs are done under contract with clients 

 Engineers - of all types 

 Builders 

 Contractors 

 Construction companies 

 Software 

 Technology 

 Telecom 

 Semiconductor 

 Waste management 

 Medical device 

 Pharmaceutical/Biotech, and 

 Gaming 

 

B. More Eligible Activities - Nor do R&D credits apply only to basic research activities as they're 

commonly (mis)understood. Applied research that puts others' research into practice is also 

eligible.  

 

This is a much broader range of businesses than are involved in basic research, which is why so 

many eligible businesses are missing out. 

 Most  

overlooked 

Industries 
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Here are the kind of activities that are eligible: 

 

 Develop new products;; 

 Enhance existing products; and  

 Improve manufacturing processes. 

 

The latter two that are most overlooked can include continuous quality improvement efforts 

that may be eligible for retroactive recovery of missed tax credits.  

 

And the employees considered eligible for R&D credits also cut a much broader swath than 

generally recognized. Any employee activities - as well as contracted costs - that support eligible 

process improvements, design improvements, 

manufacturing that supports an experimentation process, 

etc., are also eligible for tax credits.  

 

Supplies and raw materials used in these processes are 

eligible as well. 

 

This is where even businesses that claim these credits 

often lose out by not including support personnel and 

related costs (like for contractors) that support the direct eligible activities. 

 

You might consider these as indirect R&D costs, but they're very real since many of these 

employees wouldn't have jobs without the eligible direct R&D activities.  

 

C. More Generous Credits - The IRS adopted new rules in 2014 that liberalize terms for 

businesses filing for alternative simple credits by amending prior years' returns. This was 

previously not allowed, meaning these credits were only available for current tax filing years. Now 

you're able to claim credits for up to three years retroactively.  

 

This effectively quadruples the financial benefit for many companies. Some businesses have 

seen what would have been a $35,000 credit increase to $150,000 because of this revision. 

 

This vastly increases the number of businesses for which these tax credits will prove enough to 

justify the required preparation and documentation process. 

 

Another new provision expanding the appeal of R&D tax credits is that S-Corporations and 

partnerships are now able to claim their eligible tax credits against personal income, including 

any alternative minimum tax (AMT) that may be payable. 

 

 Most 

overlooked 

functions 
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And start-ups less than 5 years old and with under $5 million in revenues - many of whom don't 

pay income taxes - are now able to apply up to $250,000 toward the payroll taxes they are 

required to pay. 

 

Obviously, this combination of loosened requirements and more generous coverage greatly 

expands the number of businesses that should be taking advantage of R&D tax credits 

that are more likely to reach well into six figures for more 

businesses than ever before. 

 

However, the 3-year period for claiming past expenditures 

rolls forward and the credits for the furthest year back are 

lost with each new calendar year. This means if a company 

delays filing for their legitimate tax credits, they will lose 

payments for the furthest year back forever.  

 

They'd still get all future credits, however - but would lose out on some of their catch-up credit 

payments by delaying. 
 

State Credits, Too 
 

Many states - 40 at this writing - also offer generous R&D tax credits. And in the case of R&D 

credits, the state credits can often exceed the federal credits, making them doubly attractive 

in those states that also offer R&D credits...and TWICE THE MISTAKE for those who fail to claim 

them. 

 

The combination of these factors is why ignoring this opportunity now is an even bigger mistake 

than in the past.  

 

Many businesses are leaving even more money on the table now than ever. 

 

So What Are the Requirements? 
 

The most basic requirement is that your business actually makes something. It doesn't have to 

be something new or innovative, however, as long as it's new to you. 

 

There's also a minimum payroll requirement, which varies by industry. The minimum is likely to 

be less for an engineering firm - in which the lion's share of payroll is technical in nature - 

compared to a job shop or to other industries with more diverse workforces. 

 

In terms of the eligible activities themselves, they need to meet this 4-part test: 

 

http://taxfoundation.org/blog/monday-map-state-business-incentives


Hidden Tax Relief 2015 
 

Page 6 of 12 
 

1. They need to be technical in nature; 

 

2. They need to be for new or improved component time, performance, reliability, quality, and/or 

price. This could mean reducing waste, increasing efficiency, or similar process improvements; 

 

3. They need to involve processes of experimentation, such as evaluation of alternatives, 

evaluation testing, modeling, etc.; and 

 

4. There must be some uncertainty at the outset as to which technical path to follow. 

 

All of this has to be documented, of course, with whatever notes, 

test results, drawings, time cards, etc, you can produce. 

 

But you're no longer required to demonstrate a breakthrough 

discovery or pursue a new scientific principle as in the past. The 

rules today allow many day-to-day activities to qualify. 

 

And several recent court rulings have lent strong case law support 

to these broader applications - lending a strong legal basis for 

these broadened eligible activities. 

 

There is a higher risk of an IRS audit with R&D tax credit claims, however - more so than with the 

second tax-saving opportunity described next. These are generally limited to large corporations 

and obvious claims that stretch credulity (restaurants, for example, are not eligible for R&D 

credits no matter how creative their recipes). 

 

It's important, nevertheless, that any experts you retain to conduct 

the payroll analysis and documentation to justify an R&D tax 

credit claim agree to defend their work as part of their fee and that 

you not incur additional charges should that occur.  

 

Reputable firms confident in their numbers and the quality of their 

engineering reports routinely agree to this. This risk may be 

enough to discourage businesses with little or only marginal basis for an R&D claim to file one, 

since they'd be at greater risk. 

 

But those with legitimate claims - and it's highly likely that includes almost all of the 95% who are 

considered eligible for, but not currently claiming, these credits - shouldn't be deterred from 

claiming what they're entitled to by law. 

 

This is especially so now that these tax incentives have become available to more businesses. 

You're no longer 

required to 

demonstrate 

breakthrough 

research...process 

improvements also 

qualify 
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Just be sure to do it properly and not be overly aggressive in classifying your activities - and 

provide solid documentation that meets IRS specifications - when doing so. 

 

To learn more about the preliminary eligibility assessment that will help determine whether your 

business is potentially due enough funds to justify the effort, click here. 

 

For the latest IRS rulings on research & development credits, please click here.  

And for more on how the R&D credit may be applied, click here. 

 

3. Cost Segregation 
 

The third and final "hidden" tax incentive is less well-known than R&D tax credits. The IRS even 

encourages these engineering-based cost segregation studies that more precisely segregate 

and allocate a building's structural from its non-structural components. Because employee 

activities are irrelevant here, a broader range of businesses are also eligible. 

According to the American Society of Cost Segregation Professionals, a cost segregation study is 

"The process of identifying property components that are considered 'personal property' or 'land 

improvements' under the federal tax code". 

In layman's terms, cost segregation is the combined 

engineering-and-accounting process of identifying 

personal property assets that are improperly grouped 

with real property assets (land and structural building 

components) to separate out, or segregate, the 

personal (non-structural) assets for accelerated 

depreciation for tax reporting purposes. 

 

Relevant personal property assets include a building’s 

non-structural elements, exterior land improvements, and indirect construction costs. Personal 

property assets found in a cost segregation study generally include: 

 

 Items affixed to the building that don't relate to the overall operation and maintenance 

of the building, such as wall coverings, carpeting, accent lighting, portions of the electrical 

system, etc.; 

 Land Improvements that generally include items located outside a building that are 
affixed to the land and don't relate to the overall operation and maintenance of a building, 
such as sidewalks and landscaping.  

These construction-related costs can be depreciated over a shorter tax life (typically 5, 7 or 15 

years) than the building (39 years for non-residential real property, 27.5 years for residential). 

http://www.gmgsavings.net/index.cfm?id=112150
http://search.irs.gov/search?q=research+%26+development+2014&output=xml_no_dtd&proxystylesheet=irs_portals_frontend&client=irs_portals_frontend&oe=UTF-8&ie=UTF-8&num=10&ud=1&exclude_apps=1&site=default_collection&numgm=5&requiredfields=-archive:1&ulang=en&
http://advisellp.com/research-and-development-credits-updates/
http://www.ascsp.org/
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This accelerated depreciation reduces taxable income - and therefore income tax obligations - 

and increases cash flow while deferring income taxes at the federal and state levels. 

 

The net effect is that your business owes less taxes currently - and perhaps retroactively - and for 

several years into the future. At some point, you could end up paying more in the further years 

out than you would without a cost segregation study and asset reallocation.  

 

But the net present value of that trade-off is generally going to be favorable because today's 

dollars are worth more to your business today than ten years from now. 

Tax & Cash Flow Benefits of Cost Segregation 

In addition to reducing your tax obligations, cost segregation can benefit your business in a 

number of additional ways: 

1. Increases cash flow by adjusting the timing of deductions. When a business asset’s 

life is shortened through more detailed cost reallocation, its related depreciation expense 

is accelerated and tax payments are decreased during the early years of a property’s 

taxable life. In addition to the refund of prior tax overpayments, this also frees up cash in 

future years for investment opportunities and/or operating needs. 

2. Increases cash flow with retroactive recovery of previous overpayments. Taxpayers 

can capture immediate retroactive savings on property added since 1987. The previous 

rules that allowed only a four-year catch-up period for retroactive savings have been 

amended to allow taxpayers to recapture the entire amount due for previous tax 

overpayments in the year the cost segregation study is completed. This opportunity to 

recapture previously unrecognized depreciation in one year presents an opportunity to 

perform retroactive cost segregation analyses on older properties 

to increase cash flow in the current year. 

3. Creates an audit trail. Improper documentation of asset and cost 

classifications can lead to unfavorable audit adjustments in the 

future. A properly documented cost segregation study will help 

resolve any IRS inquiries at the earliest stages. 

4. Additional property tax benefits. A proper cost segregation study can also be used to 

help support reductions in - and recapture prior overpayments for - local real estate taxes 

based on inflated real property values. 

In practical terms, the cash received back from the IRS can be reinvested in the business to meet 

operating needs, expand, or otherwise increase its value - potentially enhancing the net present 

value even more than the formulas may indicate. 

The cash flow 

benefit can 

easily reach  

six figures  

and beyond 
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And according to an article in the Journal of Accountancy, the potential savings are significant: 

 

Present-Value Savings  

 

Each $100,000 in assets reclassified from a 39-year recovery period to a five-year  
recovery period results in approximately $16,000 in net-present-value savings,  

assuming a 5% discount rate and a 35% marginal tax rate. 

       Source: BKD LLP. 

 

So by these estimates, a $3 million building with a typical 25% of building costs reallocated for 

accelerated depreciation would produce $750,000 in reallocated costs, or $120,000 in net-

present-value savings. With a high-end 40% of building costs fully reallocated, this would yield 

$1,200,000 in accelerated depreciation for an estimated savings of $192,000. 

 

In addition to improved cash flow and deferred income taxes, your reduced real property 

value with a proper reallocation of actual building and land improvement costs should also assist 

with reducing local property taxes and may also lower insurance costs. 

You may be able to look back a number of years and find you've been overpaying both federal 
and state income taxes - as well as local property taxes - based on overstated real property costs 
and understated personal property costs. 

Many businesses have fallen victim to this misallocation of assets because of lack of engineering 
expertise and/or excess timidity about dealing with the IRS - which has issued very detailed 
guidance for this process that should be followed for maximum benefit and security. 

Eligibility For Cost Segregation 

Real property eligible for cost segregation includes buildings that have been purchased, 

constructed, expanded or remodeled since 1987.  

Cost segregation studies are generally most efficient for recently constructed buildings and 

renovations. However, they often uncover retroactive tax deductions for older buildings that 

can generate significant cash flow benefits due to so-called "catch-up" depreciation for these prior 

years of tax overpayments. 

Relevant costs include: 

 

 Building construction costs,  

 Purchase price,  

 Renovation costs, and  

 Leasehold improvements. 

Older buildings 

built since 1987 

may also qualify 

for retroactive 

payments 

http://www.journalofaccountancy.com/Issues/2004/Aug/CostSegregationApplied.htm
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A broad range of building types by industry are eligible and the more "moveable" components in 

the building - cabinets, shelving, wall partitioning, freezers, computer systems, wiring,  etc - the 

more costs are likely to be reallocated and greater tax and cash flow benefit realized. 

 

Generally a property value over $1.0 million (excluding land value) - or leasehold improvements 

exceeding $250,000 - will provide enough potential tax benefits to warrant the study.  

 

For more on Cost Segregation, see this article at Smart Business Online. 

 

Some major categories of qualifying properties include the following: 

 

 Automobile Dealerships                                                                     

 Apartment Buildings 

 Assisted Living Facilities/Nursing Homes 

 Banks/Financial Institutions 

 Distribution Facilities 

 Fitness/Health Clubs 

 Golf Courses/Resorts 

 Hospitals/Clinics/Medical Office Buildings 

 Hotels/Motels 

 Manufacturing/Light Manufacturing/Processing 

 Office Buildings 

 Restaurants 

 Self-Storage Facilities/Warehouses 

 Strip/Regional Malls 

The Cost Segregation Study Process 

In a cost segregation study, a construction engineer will analyze your building's architectural 

drawings, mechanical and electrical plans, and other available blueprints to segregate the 

structural and related electrical and mechanical components from those linked to personal (non-

structural) property.  

The study also identifies and documents for reallocation any “soft costs” - such as architect, 

engineering, and legal fees - related to these non-structural building components. 

The IRS has recommended such "engineering-based" studies as more precise and defensible 

than the traditional estimating process (usually employed because it requires less time, effort, 

and expense). Here's an excerpt from the IRS document governing cost segregation studies: 

Some businesses that have benefitted 

from this process 

http://www.sbnonline.com/article/how-a-cost-segregation-study-can-help-keep-money-in-your-business/
http://www.irs.gov/Businesses/Cost-Segregation-Audit-Techniques-Guide-Table-of-Contents


Hidden Tax Relief 2015 
 

Page 11 of 12 
 

"In general, a study by a construction engineer is more reliable than one 

conducted by someone with no engineering or construction background...  

"However, the possession of specific construction knowledge is not the only 

criterion. Experience in cost estimating and allocation, as well as knowledge of 

the applicable law, are other important criteria... 

"A quality study identifies the preparer and always references his/her credentials, 

experience and expertise in the cost segregation area"  

Specific study steps include the following: 

1. Preliminary Assessment Analysis 

Relevant property information is requested and reviewed to determine if a more detailed 

assessment is appropriate. This is a brief telephone interview to evaluate the relevant cost 

information from a very superficial level. If it appears worthwhile to proceed, a second phone 

interview will be scheduled with a cost segregation engineer specialist. The net present value of 

future depreciation savings will be calculated along with a proposed engagement letter 

authorizing them to proceed on your behalf. 

2. Construction Cost Expenditure Analysis 

You'll need to provide information on capital expenditures during the study period. The analysis 

should include a complete review of historical purchase price allocations if the property was 

purchased, closing statements, rent roll analysis, and details on any other capital expenditures. A 

similar process applies for buildings constructed by your business, as well as any eligible 

renovations or leasehold improvements if your business rents space. 

3.  Construction Drawing and Blueprint Reviews 

A detailed review of construction drawings and blue prints by qualified cost segregation 

engineers is essential to the Cost Segregation Study to properly document and justify the 

reallocation of personal assets to shorter depreciation lives. This should include an analysis of all 

relevant civil, structural, mechanical, and electrical components of construction expenditures. 

4. Site Review 

A Site Review is always part of a study, but can often be completed via iPad, photos, site plans, 

or other methods. The property does need to be reviewed, but in many cases the expense of 

putting an engineer on a plane to physically visit the property can be avoided as there are many 

ways to review it virtually. A large number of studies can be performed doing a virtual walk 
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through to allow study engineers to confirm their findings from the construction drawings and 

blueprint analyses and potentially discover additional expenditures deserving shorter depreciation 

lives. Additional documentation and photographs for support of such findings may be required. 

5. Final Study Report  

The completed Cost Segregation Study should include both quantitative and qualitative 

components. The Study serves as documentation supporting the claimed accelerated 

depreciation and should include a complete analysis of technical issues related to the segregated 

costs as well as identification, quantification, and documentation of all such costs. 

Depending on how quickly you can supply the needed documents for review by the study 

engineers, the entire process can be expected to take approximately 1-2 months. 

Conclusion: Pay Only What You Owe -  
and Get Back the Rest 

The net result of properly executed engineering-based studies for R&D tax credits and/or cost 

segregation - and many businesses qualify for both (along with local property tax savings) - 

can be substantially improved cash flow in a few months’ time.  

There is a requirement of time, however. Someone on your staff - usually your accountant or 

bookkeeper - will have to supply these outside professionals with the necessary data and 

documentation to determine whether and how much your business is eligible to recover. That 

should go without saying, but bears mentioning in case that's an issue for you. 

Before that, however, a preliminary screening with our Tax Savings Estimate tool will narrow 

down your eligibility for one or more tax recovery programs. This can be done in literally a few 

minutes using ranges for a handful of questions about your business. 

These specialized tax incentive payments are no longer hidden from you. The ball's now in your 

court to do something about it. 

Once you answer the few questions asked in our online estimator tool, someone will follow-up 

with you to determine a good time to fine-tune your eligibility and schedule an interview with our 

national account experts to begin the process of documenting and filing for whatever refunds 

and/or credits your business qualifies for.  

Just click the button below to get started. We look forward to helping you reclaim any 

overpayments to which your business is entitled. 

Click here to get an initial estimate of your tax savings. 

http://www.gmgsavings.net/index.cfm?id=112150

