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Business and Tax Strategies

By Richard R. Shavell, CPA, CCFP
Chairman, ABC National Tax Advisory Group
Shavell & Company, P.A.,

Report on ABC's National Tax
Advisory Group
In 1997, ABC's National Tax
Committee established its "Tax Agenda"
reflecting priority issues for which the
Committee was desirous of change. Over
the next five years Congress and the IRS
addressed three of these issues:
1. The elimination of the estate tax.
However, without further legislation, the
phase-out and one-year repeal (in 2010) is
followed by a sunset provision that brings
the estate tax back to pre-2001 law;

2. Reduction of the capital gains tax,
which is set to sunset after 2008 when the
current 15% rate will go back to the pre2001 level of 20%; and
3. IRS would no longer pursue cash
basis accounting methods issues against
contractors under audit. In 2002, the IRS
issued Revenue Rulings clarifying when
contractors could use the cash method for
tax purposes.
Updating ABC's Tax Agenda
Your current National Tax
Advisory Group is updating
ABC's National Tax Agenda.
In addition to solidifying these key successes,
namely: lower capital gains
rates beyond the current sunset date of 2008; and preventing the reversion of
estate taxes to pre-2001 levels - there are still other key
tax issues for ABC members. Two such initiatives
would impact a significant
percentage of ABC
members.
1. Increase the small
contractor exception
threshold of $10 million as
found in Internal Revenue
Code Section 460(e). If the
construction contractor's
average annual revenue is
under this threshold, then
the contractor can choose
among several more favor-

able tax accounting methods for regular tax
purposes including the completed contract
method. If revenue exceeds this threshold,
then the contractor must use the percentageof-completion method for its long-term
contracts.
This threshold was put in place in
1986 and has never been adjusted for inflation. Consider that another division of the
Federal government, the Small Business
Administration (SBA), currently considers
contractors as "small" depending on the
nature of the construction at generally $13
million to $31 million of annual revenue,
which is periodically reviewed and subject
to public comment for amendments. See:
www.sba.gov/size/sizetable2002.html. ABC
believes this standard is a good example to
follow for thresholds that can be affected by
inflation.
2. Eliminate the Alternative
Minimum Tax (AMT) adjustment for longterm contracts to ensure that construction
contractors obtain the full benefit of the
460(e) small contractor exception. Without
this additional law change the entire benefit
of the 460(e) threshold change cannot be
fully realized. And today it is not fully realized by "small"
contractors.
Carin Nersesian, Director of ABC's
National Government Affairs Department in
Arlington, VA states that, "These two tax
changes would have a positive impact on
over 95% of ABC's contractor members.
The Tax Advisory Group has recently been
reinvigorated and is pursuing these two initiatives."
continued on page 17

Rich Shavell, CPA, CCFP is President of Shavell & Company, P.A. CPAs and Consultants in Boca Raton and Stuart, FL. Rich has been an advocate for contractors over the last
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Report on ABC's National Tax
Advisory Group
continued from page 14

In 1986 when our federal tax laws were
significantly changed under the Tax Reform Act
of 1986, it is arguable whether the commercial
construction industry was to be impacted by the
change requiring that long-term contracts be
reported under the less favorable percentage-ofcompletion method.
At the time, Congress was anxious to
limit perceived abuses by defense and aerospace contractors. You may recall the discussion of $500 hammers and toilet seats. The concern was that while significant financial statement income was being reported, little tax was
being paid because income from long-term contracts was deferred under the completed contract method by certain large public companies.
In order to address these concerns,
Congress was forced to attack the completed
contract method available to long-term contractors. ABC is not convinced that the intent of the
1986 law changes was to impact commercial
contractors. But ABC and the entire industry
were impacted, and are still.
ABC Continues to Open Lines of
Communication
At the time of this writing, Ms. Nersesian
indicated that ABC is working hard to open
lines of communications with the IRS. "The
Tax Advisory Group is scheduled to meet with
IRS personnel at our mid-year meeting in conjunction with ABC's Legislative Conference in
Washington, DC in early June," she said. "The
IRS Industry Director for Construction for the
entire country is joining us as well as key personnel from IRS Taxpayer Advocate Office."
The National Tax Advisory Group wants
to see these tax law changes implemented. This
will require the assistance of ABC members in
communicating the message to our elected officials. The objective is to reverse what we
believe is an unintended impact to the commercial construction industry. The fundamental
results will be more accurate timing of taxation
with the contractor's cash earnings from longterm contracts.
Further, in line with fundamental
ABC/Merit Shop Principles is that more capital
(via less tax) will remain in the contractor's
hands for investment in business operations.
Your National Tax Advisory Group looks forward to your support of these very important
objectives.
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