tax aCCountinG MethoD ChanGe Case stuDY
CLient overvieW

the soLution

our client is a construction company that specializes
in building infrastructure, and has annual revenues of
approximately $50 million. they were incorporated
in 1969 and operated as a C Corporation until 2007,
when they elected to be taxed as an s Corporation.

With the client’s approval, we elected to change their
method of accounting for income tax purposes from
the percentage of completion method to the cash
method of accounting for all jobs that did not fall
under the requirement that long-term contracts
be accounted for under the percentage of
completion method.

the situation
in 2008, the client was having a very profitable
year, so as part of our tax planning for that year, we
recommended that they change their accounting
method for income tax purposes to reduce the
tax liability for 2008. for income tax purposes, the
client had been using the percentage of completion
method of accounting for both long-term and shortterm contracts.

this accounting method change allowed the client to
defer recognition of $3.8 million in taxable income for
that first tax year under the cash method. this resulted
in approximately $1.5 million of taxes deferred. While
the amount of the deferral fluctuates each year based
on the client’s contract mix, four years later, the client
still has a significant deferral of income.

tax savinGs
2008 Deferred income
federal and state tax rate

$ 3,800,000
40%

tax deferred to future years

$ 1,520,000

this deferral of taxes has allowed cash to remain in
the client’s business which would otherwise have been
used to pay taxes. the client has utilized this cash
to purchase equipment and make other strategic
decisions in order to grow and acquire larger contracts.
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