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TAX CUTS AND JOBS ACT AND 
THE CONSTRUCTION INDUSTRY

SAVE THE DATE!
UHY LLP’s Construction 
Outlook will be held on 

Wednesday, November 28, 2018.

Contact Jessica Labut at 
jlabut@uhy-us.com or 

586 843 2507 to save your seat.

We hope to see you in 
November!

The Tax Cuts and Jobs Act was passed 
in December 2017 and made a 
significant impact on our current tax 
law. These changes also provide some 
new opportunities and challenges for 
companies in the construction industry. 

SMALL CONTRACTOR EXEMPTION
The new law changed the definition of a 
“small contractor.” Before tax reform, a 
small contractor was defined as an entity 
with average gross receipts from the 
past three years of $10 million. The new 
law raises this threshold to $25 million. 
Entities that qualify as a small contractor 

are able to use methods other than 
percentage-of-completion to account for 
their long-term contracts and therefore, 
have the ability to defer taxable income 
by slowing the recognition of revenue. 
This provision applies to new contracts in 
2018. Contractors must still consider the 
alternative minimum tax (AMT) calculation 
at an individual level, which requires the 
use of percentage-of-completion.

CAPITAL EXPENSING
The tax bill extended the first year bonus 
depreciation deduction through 2026, 
expanded the definition of qualified 

property to include used property, and 
increased the allowance from 50 percent 
to 100 percent for property placed in 
service after Sept. 27, 2017 and before 
Jan. 1, 2023. The section 179 deduction 
(100 percent expensing) still exists and 
the bill expanded qualified property to 
include real improvement property on 
nonresidential buildings (including roofs, 
HVAC, systems, etc.)

Continued on Page 2...
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TAX CUTS AND JOBS ACT AND THE 
CONSTRUCTION INDUSTRY, CONT.

Continued from Page 1...

DOMESTIC PRODUCTION 
ACTIVITIES DEDUCTION (DPAD)
Effective Jan. 1, 2018, the bill 
repealed DPAD. In the past, 
many entities in the construction 
industry were able to take a 9 
percent deduction against qualified 
production (such as manufacturing, 
production, or construction of real 
property) activities income or 
taxable income.

LIKE-KIND EXCHANGES
The ability of companies to defer 
gains for tax purposes by utilizing 
like-kind exchange treatment 
related to tangible personal property 
(equipment) was also repealed. 
However, like-kind exchange 
treatment still exists for real property. 
Contractors should consider this 
change when reviewing capital 
expenditure decisions.

FRINGE BENEFITS
The bill also repealed the previously 
existing deduction for qualified 
transportation fringe benefits. In 
addition, employees who receive 
W-2s will be significantly more 
limited in their ability to write-
off out-of-pocket transportation 
related expenses associated with 
the business due to changes in the 
itemized deduction calculation. 
Therefore, contractors may want 
to revisit their policies and consider 
reimbursement plans.

Further clarification and potential 
adjustments to the new tax law 
are anticipated to be issued by the 
IRS before year-end. UHY Advisors 
is watching the changes closely 
and will update you as items are 
released. Please contact us to discuss 
these changes in further detail and 
how they will impact you and your 
company.



UHY LLP CONSTRUCTION INSIDER   3

IS YOUR DONATION OF LAND ELIGIBLE 
FOR A TAX DEDUCTION?

A popular deduction taken by 
businesses and individuals alike is the 
charitable contribution deduction. 

This deduction is an incentive from the 
government, encouraging taxpayers 
to give back to their community and 
support charitable causes in exchange 
for a decrease in taxable income. But 
are businesses always entitled to a 
deduction when donating property? 
A recent case denied a development 
company just that.

Wake County developer Wendell Falls 
Development LLC brought their case 
before the U.S. Tax Court, where they 
were denied a $1.8 million deduction 
for their donation of a 125-acre 

area of land. The company originally 
purchased 1,280 acres of land in order 
to develop a residential community. 
A portion (125 acres) of this land was 
then sectioned off to be sold to Wake 
County and be used as a community 
park. With a $4.8 million value listed 
on their tax return and a $3 million 
purchase price, the Wendell Falls 
claimed a net charitable contribution 
deduction of $1.8 million.

The US Tax Court issued their ruling in 
favor of the Internal Revenue Service 
(IRS), arguing that the company would 
benefit from the donation because of 
the requirement that the land be used 
as a community park. The court said 
that the use of the 125 acres as a park 

would increase the property values 
of the surrounding community, 
therefore creating a benefit for the 
company once they begin to sell the 
residential lots.

This case provides an interesting 
example for developers and 
construction companies and illustrates 
the importance of involving your 
local CPA in any significant business 
transactions.

If you or your company have plans 
to donate property, contact your 
tax professional at UHY Advisors 
to determine if your business may 
be eligible for a charitable 
contribution deduction.
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IMPACT OF THE NEW REVENUE RECOGNITION 
STANDARD ON THE CONSTRUCTION INDUSTRY

The Financial Accounting Standards 
Board (FASB) released a new standard 
(ASC 606) in 2014 which modifies 
the existing guidance related to 
revenue recognition. The new 
standard essentially removes all 
previous guidance on this topic and 
replaces it with a five step model (with 
the exception of a few industries). 
Although the overall concept in which 
construction contractors currently 
recognize revenue (percentage-of-
completion) is similar to guidance 
under the new standard, there will 
still be some significant impacts on 
this industry.

EFFECTIVE DATES
ASC 606 is effective for entities with 
reporting periods beginning after 
Dec. 15, 2017 (calendar year 2018) 
for public companies and periods 
beginning after Dec. 15, 2018 (calendar 
year 2019) for private companies.

OPTIONS FOR ADOPTION
Full Retrospective: Company restates all 
periods presented as if it had accounted 
for the new standard originally (i.e. 
2018 and 2019 both presented under 
the new standard on the 2019 financial 
statements) 
Modified Retrospective: Company 
applies the standard starting in 2019 
and presents a cumulative adjustment 
to opening retained earnings for 
the difference between the old and 
new standard for contracts that were 
in process as of Dec. 31, 2018 and 
disclosures explaining these differences.

MAJOR CHANGES IN THE FIVE-
STEP MODEL AFFECTING THE 
CONSTRUCTION INDUSTRY
Step 1: Identify the contract with 
a customer
Changes here include the ability 
of a contract to be verbal and the 
requirement that in order for a contract 
to exist, it must be probable (75-80 
percent) that the contractor will collect 
what is expected in exchange for goods 
or services.

Step 2: Identify the performance 
obligations in the contract
The new standard requires that 
businesses determine promises within 
the contract and treat these separately, 
allowing revenue recognition as each 
obligation is satisfied, if these promises 
are distinct (the customer could benefit 
from the good/service on its own, 
and the promise is not integrated/
interrelated with, highly dependent 
on, or significantly modifying other 
promises). If a series of goods/services 
are promised and they are substantially 
the same, these can be identified as 
one performance obligation. In the 
construction industry, when multiple 

promises within a contract exist, they 
likely do not meet the definition of 
distinct since one team and project 
manager is often assigned to complete 
the contract. The element of materiality 
(at a contract level, not financial 
statement level) should also be taken 
into account.

Step 3: Determine the transaction price
The largest changes here to the 
construction industry are variable 
consideration and significant financing

Continued on Page 5...
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IMPACT OF THE NEW REVENUE RECOGNITION STANDARD 
ON THE CONSTRUCTION INDUSTRY, CONT.

components. Variable consideration 
could include unapproved/unpriced 
change orders, liquidated damages, 
performance/schedule/safety bonuses 
or penalties, shared savings, claims 
and related revenues, etc. If these 
items exist in a contract, a constraint 
or estimate must be applied and added 
or subtracted from the transaction 
price and updated throughout the 
contract for any changes in likelihood 
or probability. If there is a significant 
difference in time between when 
goods or services are transferred and 
consideration is paid (greater than 
one year), the new standard requires 
the time value of money to be taken 
into account when determining the 
transaction price.

Step 4: Allocate the transaction price 
to the performance obligations in the 
contract
When multiple performance obligations 
are identified, the transaction price 
must be allocated to each performance 
obligation based on an estimate of the 
stand-alone selling prices.

Step 5: Recognize revenue when 
(or as) the entity satisfies a performance 
obligation
The new standard gives two options for 
the timing of revenue recognition: over 
time or at a point in time.  A majority of 
construction contractors will fall into the 
“over time” criteria, which is similar to 
the current percentage-of-completion 
guidance. However, the new standard 
also clarifies that wasted resources 
(materials and labor) and uninstalled 
materials should not contribute to 
progress in satisfying a performance 
obligation. Items are considered 
uninstalled materials when they are not 
distinct (as defined above), the customer 
expects to obtain control of the material 
significantly before receiving benefits, 
the cost is significant compared to 
overall expected costs and the materials 
are procured from a third party and the 

contractor is not significantly involved 
with designing or manufacturing the 
materials.

OTHER CONSIDERATIONS
The new standard also affects how 
contractors account for certain costs 
incurred prior to the on-site start date of 
a job or project:
• Costs to obtain a contract: If recovery 

is expected, these can be capitalized 
and amortized over the life of the 
contract if they are deemed material, 
and can be expensed when incurred 

 if the amortization period is one year 
or less.

• Costs to fulfill a contract: If recovery 
is expected, these must be capitalized 
and amortized over the life of the 
contract if they are deemed material. 
They cannot be expensed when 
incurred, even if amortization period 
is one year or less.

Although the standard will not 
be effective until 2019 for private 
companies, there are reporting 
requirements for 2018 year-ends 
therefore, we encourage you to be 
proactive and start getting educated on 
the changes and how they will impact 
your contracts. Please contact your 
UHY LLP representative for more 
information on how we can assist you 
with this process.

Continued from Page 4...

Be proactive and 
get educated on the 
changes and how 
they will impact your 
contracts.
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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 
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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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