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THE LABOR SHORTAGE IN THE CONSTRUCTION INDUSTRY:
CHANGE THE BLUEPRINT
In recent years, there has been
discussion about the skilled labor
shortage in the construction industry.
The labor shortage has resulted in
construction costs being driven up
and development being slowed down.
However, a skilled labor shortage may
not be the only problem. It is likely
a symptom of a larger underlying
employee retention problem. Efforts are
typically focused toward hiring workers
to quickly fill open positions. In order
to end the constant hiring cycle, focus
needs to be shifted from hiring new
employees to retaining existing ones.
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Boost employee retention:
Before jumping to hire additional
workers, follow these strategies to
ensure that hired employees will stay
around for the long haul.
• Grow leadership skills – Quality
leadership has a significant impact
on employee engagement and
retention.
• Empower your people – Avoid
micromanaging your people and
delegate instead. This strategy
shows that you trust your people
and their abilities.

• Focus on culture – As a leader, take
the opportunity to create a team
environment where everyone works
together toward a common goal. Make
it somewhere that people want to spend
their time and career.

Increase productivity:
Focus on processes and productivity,
instead of searching for more skilled labor.
The term “load shedding” is an electrical
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term that refers to the purposeful
diverting of the load in part of a system
to prevent failure when the demand
strains the system’s capacity. In order
to prevent failure of an entire system,
work has to be redistributed from more
skilled workers to less skilled, newer
workers. Consider these steps below:
• Investigating – Talk with key team
members to determine the tasks they
consistently spend time on that does
not require their skill level.
• Eliminating – Get rid of tasks that
people are spending time on that
don’t actually need to be done.
• Automating – Seek out available
technology to streamline any
repetitive and time consuming tasks.
• Delegating – As mentioned
previously, delegating tasks helps
empower people and boost employee
morale. In order to determine which

tasks to delegate, first look for
duties that cannot be eliminated or
automated. Consider bundling the
remaining duties and hire someone
to be responsible for them.

Redesign:
Employers need to recognize that not
all skilled workers are very skilled. Hiring
less skilled workers and holding them to
the same production standards as highly
skilled workers, only sets up these less
skilled workers for failure. More time
needs to be spent to slow down and
train the less skilled workers. Although
there is a short term hit to productivity,
it needs to be recognized that taking
the time to teach the new workers,
will help productivity and employee
retention in the long run.
There is undeniably a labor shortage in
the construction industry, but constantly

hiring is not going to end it. In order
to change the skilled labor outlook,
the root of the problem; retention,
productivity, and organizational design
have to be addressed.

There is undeniably
a labor shortage

in the construction
industry, but

constantly hiring is
not going to end it.
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CAPITAL OR ORDINARY GAIN ON THE SALE
OF IMPROVED LAND

Normally when real property is
subdivided and actively sold, the gain
on the sale of the property is subject
to ordinary income tax treatment.
However, in certain circumstances the
taxpayer may be able to claim capital
gain treatment under the five- or
ten-year rule under Sec. 1237, even
if the real property is subdivided into
lots and the taxpayer actively tries to
sell the parcels.
Five-year rule
To take advantage of the five-year rule
the taxpayer must meet the following
conditions (SEC. 1237(a)):
• No portion of the tract has ever been
held for sale in the ordinary course
of the taxpayer’s business;
• No other real estate was held for sale
to customers in the year of sale;
• No substantial improvements
have been made on the tract that
materially increased the value of the
lot sold; and
• The property must have been owned
by the taxpayer for five years, unless
the taxpayer inherited it.
Most taxpayers do not qualify for
capital gain treatment under the
five-year rule because they do not
meet the substantial improvement
requirement, which includes installation
of hard surface roads or utilities such
as sewers, water, gas, or electric line
(Regs.Sec.1237-1(4)).
10-year rule
Under the 10-year rule, the taxpayer
can receive capital gain treatment even
though improvements were made to
the property. A taxpayer can elect to
have substantial improvements treated
as necessary and not substantial if all
of the following conditions are met
(Sec. 1237(b)(3) and Regs. Sec. 1.12371(c)(5)(i)):
• The taxpayer held the property for
10 years;
• The improvements consist of the
installation of water, sewer, or
drainage facilities, or roads, including

hard-surface roads, curbs, and
gutters;
• The IRS is satisfied that the
improvements were necessary and
that without the improvements the
lot’s fair market value would be less
than the prevailing price for similar
building sites; and
• The taxpayer elects not to adjust the
basis of the lot sold for the cost of
those improvements as well as not
to deduct any part of the cost as an
expense.
Should you make the election?
At first it may seem beneficial to make
the election to treat improvements
as not substantial, since you cannot
include the cost of these improvements
in the basis of the asset and cannot
deduct the correlating cost as an
expense. There may be a significant
tax benefit to making this election
if the taxpayer anticipates a sizable
gain on the sale and has a substantial
capital loss to minimize the tax liability
on the capital gain, or if there is a
considerable difference between
the taxpayer’s marginal tax rate for
ordinary income and capital gains and
the improvements were low in cost
compared to the value of the lot.
Unimproved land
A taxpayer may be able to maintain
investor status even if the property is
subdivided and sold off incrementally.
Sec.1237 allows the property to not
be treated as held primarily for sale to

customers in the ordinary course of
business and the taxpayer can report
the income using installment sale
treatment under Sec 453, since this
provision applies to capital gain and
not ordinary course of business. Under
the installment sale treatment, the gain
can be deferred until the installment
payments are received. The gain may
also be deferred under the like-kind
exchange provisions of Sec. 1031,
because it does not apply to property
that is considered inventory but instead
to property that is an investment.
Recent court case: Rogers
In the recent Tax court case, Rogers,
T.C. Memo. 2018-53, the taxpayer
argued that the land transferred as
a capital contribution to his business
and then sold in subdivided lots should
be taxed as a capital gain under Sec.
1237. The court refused to address
the issue because it was not properly
raised, the court indicated that it
did not agree that Sec. 1237 would
apply. Because the taxpayer originally
reported the revenues as ordinary
income and included the costs of
improvements in the basis of the lots,
which is contrary to Sec. 1237 rules.
The decision to apply Sec. 1237 on
the property must be made before the
property is sold.
In conclusion, Sec. 1237 can
generate substantial tax savings if the
appropriate conditions are met, and by
planning accordingly.
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DETROIT’S MONROE BLOCKS PROJECT HALTED

Construction on
the $830 million,

mixed-use Monroe
Blocks project

has come to a
standstill.

Image source: www.monroeblocksdetroit.com

Construction on the $830 million,
mixed-use Monroe Blocks project
has come to a standstill. The
developer, Bedrock LLC, who is
backed by Quicken Loans founder
Dan Gilbert, has $2 billion worth of
Detroit construction projects that are
currently in process. Current economic
conditions have resulted in labor
shortages and rising construction costs
(an average increase of 5.7% between
2017 and 2018 according to the latest

Rider Levett Bucknall quarterly survey).
In addition, construction costs are
expected to be impacted by the recent
price increase in tariffs imposed on
Chinese goods, but we are hoping to
see this offset by tariffs lifted on steel
and aluminum imported from Mexico
and Canada.
Bedrock is also currently contracted to
build a new $909 million high-rise on
the former site of the iconic Hudson’s

IRS PAYCHECK CHECKUP
Due to the major changes from the Tax Cuts and Jobs Act, the Internal
Revenue Service (IRS) is recommending that all taxpayers perform a
“paycheck checkup” on their current withholdings. The IRS provides a
withholding calculator application on their website to determine proper
withholding amounts. If a taxpayer owed additional taxes when filing
their 2018 tax return or adjusted their 2018 withholdings during the
year, calculating 2019 withholdings could help avoid an unexpected
tax bill or penalty calculated on their 2019 tax return. To change your
current withholdings, an updated Form W-4 will need to be filed with
the taxpayer’s employer. As withholdings take place throughout the
year, it is best to finalize any adjustments as soon as possible to avoid
future tax burdens.

department store, a $311 million Book
Tower redevelopment and $95 million
for one Campus Martius addition. The
Company received $618.1 million in
brownfield tax incentives from the
State of Michigan in the past year for
these four projects combined, but
they must be completed by May 2023
to retain the entire dollar value. Stay
tuned for more information on these
developments as the year passes.

CONSTRUCTION INDUSTRY INSIGHT
UHY LLP’s National Construction Practice
is comprised of the country’s foremost
experts in regards to audit and assurance,
tax planning and compliance, and business
advisory services for the construction
industry. We work with a wide range of
key industry segments including general
contractors, underground contractors,
underwater construction, tunnel, and
bridge and heavy highway contractors.
As active members of various national,
state and local construction associations,
state housing councils and specialty
trade groups, our team keeps alert to
industry trends and opportunities. Our

professionals are leaders in the industry
and take the steps necessary to ensure our
client’s future success by identifying and
addressing new accounting requirements
and regulations. You can depend on us
to anticipate major industry issues that
might impact your company and help you
structure workable solutions.
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