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Most investors think “depreciation” is automatic,
but they’re missing the difference between straight-
line and accelerated deductions. That oversight
can cost tens of thousands each year.

Introduction: A Missed Opportunity | See
Every Day

In conversations with real estate investors, one
theme comes up more often than any other: nearly
everyone understands that real estate offers strong
tax advantages, but very few understand how to
maximize them. Depreciation is a perfect example.

Most investors assume depreciation simply
happens in the background, 27.5 or 39 years of
deductions, taken automatically. What they often
don’t realize is that the IRS allows you to
accelerate a significant portion of those deductions
into the early years of ownership. When done
correctly, the impact on cash flow and tax planning
is substantial.

From my vantage point, working with thousands of
investors and advisors, accelerated depreciation
through cost segregation is the single most
overlooked tax strategy in real estate. And with
bonus depreciation returning to 100%, the timing
has never been more important. This article is
meant to give investors a clearer understanding of
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how the strategy works, why there is a meaningful
time-sensitive advantage in 2025, and which
properties benefit the most.

Understanding Accelerated Depreciation
Through Cost Segregation

Depreciation reflects the idea that buildings wear out
over time. Under traditional straight-line
depreciation, residential property is written off over
27.5 years and commercial property over 39 years.
That’s the default, not the optimal path.

What Cost Segregation Actually Does

A cost segregation study takes a detailed,
engineering-based look at a building and breaks it
into components that have shorter depreciable lives,
including:

e 5-year property — flooring, cabinets, lighting,
dedicated electrical, appliances

e 7-year property — certain fixtures and specialty
equipment

* 15-year property — parking lots, drainage,
sidewalks, landscaping, retaining walls

These components don’t need to be depreciated
over decades. They can be accelerated, often
producing first-year depreciation deductions equal to
20-35% of a building’s cost basis.
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The Real Impact on an Investor’s Tax Position

Accelerated depreciation does not change cash flow;
it changes taxable income. A property producing
$40,000 of cash flow might generate $150,000 or
more in first-year depreciation. The result is often:

* Little to no tax owed on rental income

* The ability to offset passive income from other
investments

* Potential ability to offset active income for those
who qualify as Real Estate Professionals or meet the
short-term rental rules

Straight-line depreciation simply does not create the
same leverage.

Compliance and Audit Considerations

One misconception | see frequently is the belief that
accelerated depreciation “raises red flags.” In reality,
the IRS has well-defined standards for cost
segregation. When the study is supported by
engineering methodology and proper documentation,
it is well within IRS guidance.

Why Bonus Depreciation Makes This the Right
Time to Act

Cost segregation is valuable every year, but there are
certain windows when the benefit is amplified, 2025
is one of them.

How Bonus Depreciation Works

Bonus depreciation allows investors to immediately
deduct assets with a useful life of 20 years or less.
Because cost segregation reclassifies a large portion
of a building into these categories, the two strategies
work hand in hand.

The Significance of 100% Bonus Depreciation

The reinstatement of 100% bonus depreciation
means that all qualifying 5-, 7-, and 15-year assets
identified in a study can be fully deducted in the first
year. For many investors, this accelerates a decade
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or more of deductions into a single tax year. Tax

rules evolve, and incentives like these do not last
indefinitely. Investors who understand the timing

component have a clear advantage.

Timing Rules to Keep in Mind
To capture bonus depreciation:

1. The property must be placed in service during the

tax year.

2. The cost segregation study must be completed for
that same year.

3. Renovations, improvements, and tenant build-outs
may qualify independently—even on older buildings.

The takeaway is simple: planning matters. Investors
who coordinate acquisitions, renovations, and tax
strategy can dramatically increase the benefit.

The Properties That Typically See the Greatest
Benefit

Across thousands of studies, one of the biggest
surprises to investors is how broad the eligibility
criteria truly are.

Property Types That Commonly Benefit

* Single-family rentals

* Small and large multifamily properties
* Mixed-use buildings

* Retail and office

¢ Industrial and warehouse

* Self-storage

¢ Hotels and hospitality

* Medical and professional buildings

* Short-term rentals

* Auto centers and service facilities

In practice, almost any depreciable rental property
qualifies.

When Investors Should Consider a Study

A cost segregation study tends to make the most
sense when:
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* A property was recently purchased

* A new construction project just completed

* Renovations or capital improvements were placed
in service

* An investor expects a high-income year

¢ Additional acquisitions are planned

* The investor qualifies as a Real Estate Professional
or meets STR rules

The earlier accelerated depreciation is utilized, the
greater the benefit over the lifespan of owning the
property.

Why Investors Miss This Strategy

The most common reasons investors overlook cost
segregation include:

* Assuming their CPA will recommend it. CPAs are
essential, but most focus on tax compliance rather
than engineering-based tax strategies.

* Believing their property is too small. Even
properties in the $150K-$250K range can benefit.

* Waiting until they sell. Delayed action often leads to
unnecessary taxes and missed early-year
deductions.

Closing Perspective

Real estate remains one of the most advantageous
asset classes from a tax perspective, but many
investors don’t fully leverage the tools available to
them. Straight-line depreciation is automatic;
accelerated depreciation is a decision. And, in many
cases, it's a decision that can meaningfully improve
an investor’s tax position and long-term strategy.

With 100% bonus depreciation back in place, this is a
uniquely favorable time to evaluate whether a cost
segregation study aligns with your goals. For many
investors, it does, and the benefit can be substantial.
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