
 

 

 

 

 
 

 

 

 
 

 

Do You Know What’s in Your Long 
Term Service Agreement? (LTSA)  

THE IRS’S TAX REPAIR REGULATIONS SHOULD 
PROMPT A NEW LOOK AT MAINTENANCE 

AND SERVICE CONTRACTS 
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The IRS’s final regulations governing repairs and capitalization, which took effect as of January, 2014, 
provide more clearly defined rules on the deduction and capitalization of tangible assets. Given the 
complexity of the new rules, companies affected by them must evaluate existing tax and accounting 
processes and determine what changes, if any, must be made. One area of importance to consider is the 
treatment of Long Term Service Agreements (LTSAs) in asset-intensive industries such as oil & gas, utilities, 
mining, transportation and telecommunication.   

LTSAs offer companies relatively fixed long-term maintenance costs and contractually-incentivized support. 
But because the contracts for these agreements can be complex and vague, it’s not uncommon for tax 
departments to oversimplify an LTSA’s costs by making broad assumptions regarding what constitutes a 
current deductible repair versus what is a capitalized expense. With the new rules in place, it’s more 
important than ever for you to understand the components of LTSA agreements to determine the 
appropriate tax treatment. Otherwise, your company risks overpaying or underpaying taxes.  

 

LTSAs: A Value Add for Asset-Intensive Industries 

LTSAs are popular in asset-intensive industries where highly-specialized personnel are needed to operate 
and maintain plant assets, including turbines (wind, gas and steam), boilers, slurry and dewatering pumps, 
etc. With their extensive experience and economies of scale, these service providers relieve companies from 
having to keep inventory or hire specialized personnel to service the machinery.  

Depending on the level of support a company needs, LTSAs can offer a wide variety of services, including 
routine and unplanned maintenance, performance improvement, parts, etc. An LTSA contract may also 
include a variety of different payment terms depending on the type of service performed (fixed fee vs. 
variable). LTSA providers may also receive performance bonuses tied to certain metrics such as decreasing 
regular maintenance downtime, decreasing unscheduled outage time and increasing the efficiency of the 
equipment.   

 

Unwinding the Contract 

The challenge for tax departments is that LTSAs contain a wide variety of intertwined contractual elements, 
making it difficult to determine how the fees should be allocated to services. In the past, you might have 
relied on the percentage of replacement cost method or maximum cost threshold. With both, however, 
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there is a risk of over or under-allocating LTSA costs to an asset, which could cause a book asset to qualify 
for tax repairs treatment when it shouldn’t, or vice versa. Therefore, it’s important to understand all the 
costs going into assets.    

Before you can understand the costs, however, you need access to the details underlying them. As third-
party entities, LTSAs are not always open to providing this information, so this may involve more in-depth 
negotiations with the service providers to obtain it. But the following two areas illustrate why this detail is 
important for tax departments.   

 

Maintenance 

When you apply a percentage-based allocation mechanism without all of the research, you risk misapplying 
the maintenance costs. Unplanned maintenance costs are generally capitalized for book purposes whereas 
routine maintenance overhaul costs are expensed. But if you don’t know what the baseline is for routine vs. 
unplanned maintenance costs for a particular asset, the allocation may over or understate the book asset.   

Additionally, the final regulations now allow qualifying costs to be deducted as repairs or maintenance, even 
if the expenditures were incurred at the same time as an improvement project. Under the temporary 
regulations, those maintenance costs had to be capitalized. Without the underlying detail it may not be clear 
what percentage of that project was maintenance versus improvement, and many tax departments will be 
forced to err on the conservative side and capitalize the entire project.     

 

Performance Bonus 

LTSA performance bonuses are a common contractual element, so you must understand what factors 
contributed to that payment by reviewing underlying work orders for the eligible time period and 
determining whether or not the unit of property was improved as a result of this work. This is critical 
because the final regulations consider an improvement to a unit of property to be a betterment, a 
restoration or an adaptation to a new use of the unit of property, and the costs must be capitalized. Without 
this detail, it’s impossible to know for sure whether the bonus represents a deductible repair or a capitalized 
expense.      
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Moving Ahead    

As you can see, getting detailed contractual information is critical, but it may not be easy. Assuming you can 
negotiate with the LTSA to receive it, you then need to consider how your company will manage it. The last 
thing any tax department needs is another spreadsheet to maintain.  

This is where PowerPlan’s Tax Repairs module can be beneficial. It’s specially designed to automate the 
general tangible property regulations and specific safe harbor guidance to asset-intensive companies. It 
captures book accounting information at the project level and translates that information into data that is 
essential to tax repairs. It also allows you to  control how your tax repair deduction is calculated and 
configured to meet the guidelines provided by your local audit team’s recommendation. Additionally, 
PowerPlan is committed to incorporating new and changing tax repair regulations into the solutions on a 
timely basis. 

 

Learn More  

For more information about PowerPlan Tax Repairs, call us at +1 770.859.0402, email us at 
info@pwrplan.com or visit us at www.powerplan.com.  

 

About PowerPlan 

PowerPlan provides asset-intensive companies with an integrated accounting, tax, budgeting and 
analytical solution that enables businesses to generate more cash, mitigate compliance risk and support a 
culture of cost management. Today, companies such as CSX, Southern Company, TransCanada, Verizon 
and Williams Companies use PowerPlan to manage detailed information about their asset base and 
optimize financial performance. 

http://www.powerplan.com/
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