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conomists, elected officials and business leaders alike
know that uncertainty in today’s business environment
is impeding economic growth.

Are we recovering from this recession or about to double-dip?
How can I keep key employees with no work? Will banks and
sureties support me? Even if I can make money, will I get paid?

Not knowing all the variables can often be more harmful
than realizing a worst-case scenario and dealing with it. Such
uncertainty can paralyze contractors rather than energize
them to take charge and beat the odds.

However, if ever there was an industry group well-suited
to both survive and thrive in uncertain times, it would be
construction contractors.

Contractors — of all entrepreneurs - assess risk and overcome
uncertainty in just about every facet of their business. They tend to
be among the most confident and optimistic industry leaders. All
they need to succeed is good information, a talented team, the right
tools and the relationships necessary
to get it done.

U.S. businessman Harold Geneen
once said, “Uncertainty will always be
part of the taking-charge process.”

In any bidding and performance
situation — past or present — contractors
must take charge of the following five
risks:
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New rules from the IRS

» Do we have the expertise to do

your strategic plan the work?

» Do we have the resources and
capacity to complete the project on
time?
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b Will our relationships with the owner/general, subcontractors/
vendors help us in negotiating key changes?

b Can we make money on this job?

b Will we get paid?

Today, because of increased uncertainty, answering these
questions can be more complex.

Here are ways to avoid these five deadly pitfalls.

1. Expertise - Know your strengths. Overwhelming competition
often tempts contractors to bid jobs in locations, fields or dollar
amounts outside their wheelhouse.

You can succeed with the right preparation and attention to
the new risks, but taking such risks frequently results in striking
out. Don’t venture into unfamiliar territory - geographic, job
type or job size — unless you partner with someone who knows
the territory well. Unfamiliarity with reliable subs, workers,
unique conditions or job requirements can tank a contract - and
the contractor - in a heartbeat.

See Mastering uncertainty on page 4

MONROE SHINE

KNOWLEDGE FOR TODAY . . .

VISION FOR TOMORROW

www.monroeshine.com

Contact our partner in charge of Construction and Real Estate Services, Michael Carroll at (502) 423-0311.



IRS issues new rules

When dealing with different agencies in the
federal government, sometimes it seems as if
they’re working at cross-purposes.

In recent months, Congress and the IRS have §
sent mixed signals to taxpayers and their advisers.

Recent congressional action

In recent years, Congress has offered accelerated
tax deductions for the cost of certain assets. Tax
laws such as the Section 179 expensing election and
bonus depreciation have been further enhanced
by recent congressional action.

In the Small Business Jobs Act, signed by President Obama
in September, Congress raised the Section 179 -deduction
amount to $500,000 for tax years beginning in 2010 and 2011.
It also extended 50 percent bonus depreciation to qualified assets
placed in service during 2010.

Just three months later, in the Tax Relief, Unemployment
Insurance Reauthorization, and Job Creation Act, Congress
increased the bonus depreciation percentage to 100 percent for
qualifying property, including machinery and equipment,
acquired and placed in service after Sept. 8, 2010, and before
Jan. 1, 2012.

Recent IRS announcement

During the same months when Congress was offering higher
tax write-offs for asset purchases, the IRS issued a new Audit
Technique Guide and instructed its examiners to focus on the
issue of whether an expenditure should be capitalized or
deducted.

Repair expenses are currently deductible if they are incidental
in nature and neither materially add to the value of the property
nor appreciably prolong its useful life. Costs for materials and
supplies consumed during the year are also currently deductible.

Expenditures must be capitalized if they are for permanent
improvements or betterments that increase the value of the
property, restore its value or use, substantially prolong its useful
life or adapt the property to a new or different use.

A key issue in determining whether an expenditure should
be capitalized or expensed is the unit of property (UOP). The
smaller the UOP, the more likely it is that costs incurred in
connection with that UOP will have to be capitalized.

For example, assume a company fixes a leaking roof on its
manufacturing plant. If the unit of property is the roof, it is
more likely that the cost must be capitalized. If the UOP is the
manufacturing plant, it is more likely the cost will qualify as a
repair.

Capitalization policies

Reacting to congressional generosity as expressed in the recent
legislation, businesses may be inclined to think that most
expenditures qualify for the Section 179 deduction or 100 percent
bonus depreciation.

For the most part, these provisions do not apply to real
estate, so cost segregation studies will still provide tax savings
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when real property is built or remodeled. However, up to $250,000
of qualified real property (certain leasehold improvements and
restaurant and retail improvements) is eligible for Section 179
expense in 2010 and 2011. )
For personal property, absent further congressional action,
the enhancements to Section 179 and bonus depreciation are
temporary. They are scheduled to expire at the end of 2011.
Many companies make capitalization/expense decisions
based on the dollar amount of the expenditure. For example,
a business may expense amounts under $1,000, while higher
expenditures are reviewed to determine the proper accounting
and tax treatment.
The new Audit Technique Guide suggests that IRS examiners
will take the following steps in reviewing costs classified as repairs:
= Analyze detailed records to determine the reason the work
was undertaken. Determine the extent to which costs
were treated as a UOP separate from the primary UOP.

= Determine the asset’s age, acquisition date and any prior
repair work that relates to that asset.

= Determine the purpose of the project and the dates the

project began and ended.

= Consider how soon the work will have to be repeated.

= Consider whether expenditures:

b Result in new assets

b Improve the property, putting it in a better operating
condition

b Add new components or material sub-components

b Add upgrades or modifications

» Enhance the value of the property in the nature of a
betterment

b Extend the useful life of the property

b Improve the efficiency, quality, strength or capacity of
the property

b Adapt the property to a new use

The guide advises examiners to review the assets identified in
any cost segregation study to determine whether the business
is being consistent for purposes of both asset identification/
classification and determining whether an expense relating to
that asset should be capitalized or treated as a repair deduction.

For example, if an item is identified as a tangible asset and
treated as personal property for purposes of asset classification
and/or depreciation, it should not be treated as a structural
component of a building to obtain repair treatment. - Michael
Redemske, CPA
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