


Don’t fear the future

Cloud computing offers significant benefits

With operations scattered among multiple
job sites and satellite offices, contractors
stand to gain significant benefits from what many
have heralded as the future of data storage and

access: cloud-based technology.

F ew industries are as mobile as construction.

While you may shy away from cloud computing
because of security concerns, if you have a repu-
table provider you can minimize the risks while
availing yourself of many competitive advantages.

Specific benefits

Cloud computing involves pooling technological
resources on shared servers to provide central-
ized access via the Internet. Cloud servers can
run almost all of your construction company’s
applications and store its data, allowing you

and your employees to tap into enhanced
computing power using a laptop, tablet

or smart phone. More specific ben-
efits include:

Remote access. Your staff

will be able to connect from
virtually anywhere, using a
variety of portable devices.
They can perform many tasks
from the field in “real time.” By
avoiding the need to send paper-
work to the office for processing, your
company should be able to work
more quickly and with fewer errors.

Enhanced collaboration. Cloud computing facili-
tates cooperation among contractors, owners,
architects and engineers. Team members can
share visual documentation of a job’s progress,
view and edit computer-aided design (CAD)
drawings, and hold video conferences.

Report availability time is reduced with various
components entered directly at the source

vs. centralized information gathering, input and
reporting processes. Most cloud-based software
offers “version control,” which ensures that users
access the most recent version of a document.

Reduced IT costs. Cloud providers take advan-
tage of economies of scale to provide superior
applications, processing power and storage
capacity to your business at a relatively low cost.
And because users access these services with
a Web browser, your IT staff spends less
time installing and upgrading client/
server hardware and software.

Lower up-front investment.
Most cloud providers offer a
pay-as-you-go or subscription
model, so you can avoid large,
up-front capital investments in

hardware and software.

Scalability. It's easy to adjust
storage capacity and other service
levels upward or downward to
meet your needs.




In evaluating these benefits, it's important to
distinguish between true cloud computing and
“hosted applications.” It's easy to place tradi-
tional software (Windows-based applications,
for example) on a server that's accessible via the
Internet. But remote access typically requires
special software, processing power and memory
that may not be compatible with tablets, smart
phones or scaled-down PCs. Software designed
for the cloud, however, works with virtually any
device that can run a Web browser.

Security concerns

Many contractors are reluctant to adopt cloud
computing. They fear that, by entrusting their data
to a third party, they're exposing critical business
information to the risk of loss or unauthorized
access. But, so long as you conduct due diligence
in vetting providers, your data will likely be safer
in the cloud than it would be at your facility.

Good providers provide multiple layers of redun-
dancy and backup, uninterruptable power supplies,
and other measures to ensure data is secure and
available. Moreover, they maintain regular back-
ups at geographically remote facilities to protect
against loss in the event of natural disasters.

Top cloud services use enterprise-grade encryption
methods to protect data transmissions and around-
the-clock physical security to restrict access to their
data centers. Few construction businesses have
such resources.

For most contractors, the biggest risk to their

data is unauthorized remote access. But providers
use various strategies for minimizing this risk. For
example, multifactor authentication ensures that
users are who they say they are by requiring a
password as well as additional verifications (such
as software or hardware “tokens” or codes sent via
text message). Also, as a customer, you may have
the ability to erase data remotely from a device
that has been lost or stolen.

Future ... or present?

Is cloud computing the future of business
technology? Some would say no — it’s the
present. Many companies are already using it.

If you haven't already, consider how joining

the cloud could help your construction business
work more efficiently and profitably. H

Is that independent
contractor really an employee?

How to steer clear of worker classification woes

s a construction company owner, you may
Aengage independent contractors to serve

on a given project. These arrangements
suit both parties well: The independent contrac-
tor earns a living with his or her skill set, and your
business doesn’t need to provide benefits or deal
with the tax and insurance matters related to
regular employees.

But beware: The IRS continues to be hot on the
trail of any employer that, in its eyes, erroneously
treats a bona fide employee as an independent
contractor.

Common law factors

Workers are generally employees for federal tax
purposes if their employers control and direct the




jobs they perform and how they perform them. The
IRS streamlined the process for determining worker
status under “common law” factors developed
through judicial decisions, grouping the degree of
control into three categories of evidence.

The first is behavioral control, which is simply the
right to control and direct how work is done. The
second law is financial control, which gives you the
right to oversee the business aspects of workers’
activities. The last law concerns affiliation — that
is, the type of relationship between the parties,
including each side’s intent and how they perceive
their relationship.

The IRS uses many factors to determine whether an
independent contractor is a bona fide employee.
For example, if you require the contractor to work
on the premises, it suggests control if workers could
perform their duties elsewhere. This may not be

a huge factor if the independent contractor must
work on a job site. But if a consultant could work
off-site and yet you require him or her to report to
your office or trailer, it could be a problem.

Another factor is whether you offer facilities and
equipment. Construction workers usually rely on
their employer for tools or at least an allowance
to buy tools. You may be able to defend an inde-
pendent contractor’s status if he or she shows up
for work with the necessary items in hand.

Hourly, weekly or monthly payments typically
point to an employer-employee relationship. To
fortify an independent contractor’s status, pay by
the job or on a straight commission basis.

A project’s success or failure usually doesn’t
threaten employees’ paychecks. Conversely,
those who can realize a profit or suffer a loss
as a result of their services are usually deemed
independent contractors.

Finally, if you have the power to fire a worker,
he or she is likely an employee. Independent
contractors generally can’t be dismissed as long
as they produce the work under contract.

Best practices

To avoid misclassifying workers, create a ques-
tionnaire to gather facts about anyone you
currently classify as an independent contractor.
Then compare these facts to the common law
factors mentioned above.

If the IRS determines that
you've improperly classified an
employee, you might owe back
payroll and income taxes that
you should have withheld.

Also, ask independent contractors for evidence
of their autonomy. Acquire copies of letterhead,
invoices and business cards. If they operate
through their own corporations, record their
federal employer identification numbers and
equivalent state numbers. Mandate written
proof that they've obtained or lawfully waived
coverage under workers’ compensation and
unemployment compensation laws.

In addition, ask your attorney to help prepare a
written agreement outlining your relationship with
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each independent contractor that supports their
classification as such. Ask new independent con-
tractors to sign the agreement before starting work.

Penalties and the VCSP

If the IRS determines that you've improperly clas-
sified an employee as an independent contractor,
you might owe back payroll and income taxes
that you should have withheld. You may be liable
for interest and penalties as well.

To help companies with their worker classification
rules, the IRS created the Voluntary Classification
Settlement Program (VCSP) in September 2011.
The program incentivizes employers to reclassify
groups of workers from independent contractors

to bona fide employees in exchange for a reduc-
tion in liability for back taxes.

The IRS made substantial revisions to the VCSP
earlier this year. For example, employers accepted
into the program will no longer be subject to a
special six-year statute of limitations rather than
the usual three years that normally applies to pay-
roll taxes. Ask your tax advisor for further details.

Follow the rules

As a construction company owner, you under-
stand the concept of working under a contract.
So, as long as you follow the rules and document
your independent contractors, you'll likely have
nothing to worry about. &

Overlooking the R&D credit is
like leaving money on the table

(ATRA) extended the research tax credit —
commonly known as the research and
development or “R&D" credit — through
Dec. 31, 2013. Previously, it had expired at
the end of 2011. The credit is available for a
diverse range of activities, including many
construction-related innovations.

T he American Taxpayer Relief Act of 2012

Contractors often overlook the R&D credit,
usually because they assume they won't qual-
ify. But if you have invested time and money
in developing new construction techniques,
improving business processes or innovating

in other ways, it's worth investigating whether
such expenditures are eligible for the credit.

A valuable tax break

The credit is a dollar-for-dollar, nonrefundable
credit with a maximum benefit of 6.5% of qualified
research expenditures (QREs), including wages,
supplies, and certain consulting and contract
research fees related to qualified research activities.
“Nonrefundable” means the credit is limited to your

tax liability for the year — in other words, you can’t
use it to generate a tax loss. Unused credits may
be carried back one year or carried forward up to
20 years to reduce tax liability in those years.
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Keep in mind that the credit is for increasing
research activities. Generally, it's equal to 20%
of the amount by which current-year QREs
exceed a base-period amount (subject to the
6.5% maximum). When calculating the base-
period amount, the ratio of QREs to gross
receipts during a statutory base period (1984
to 1988) is multiplied by your average annual
gross receipts for the previous four tax years. The
base period amount can’t be less than 50% of
QREs in the year for which the credit is claimed.

Special rules apply to companies that didn’t exist —
or didn’t have sufficient QREs or gross receipts —
during the statutory base period. You can also use
the alternative simplified credit (ASC). The ASC is
equal to 14% of the amount by which current-year
QREs exceed 50% of average QREs for the preced-
ing three tax years (or, if there are no QREs during
those years, 6% of current-year QREs).

Requirements and opportunities

To qualify for the credit, a research activity must
meet four requirements. First, the activity must

be related to development or improvement of

a “business component” — such as a product or
process. Second, there must be uncertainty as to
how or whether the business component can be
developed or improved. Third, the activity

I Cutting-edge bridge or roadway designs,

I Innovative foundation and earthwork designs
for unusual site conditions,

I New mechanical or electrical systems to
accommodate unusual structures,

I Software to streamline estimating and
bidding, and

I Innovative, energy-efficient buildings, features
or systems.

Many of these activities involve design or
engineering, so the best candidates for R&D
credits are construction companies engaged
in engineering, procurement and construction
or design-build projects. But any contractor
that invests in technological innovations may
be eligible. (For more tax-saving opportunities,
see “Limited time offers under ATRA” below.)

Necessary help

To determine whether you would benefit by
claiming the R&D credit, ask your tax advisor to
review your activities and expenditures. He or
she can not only help you determine whether
to pursue the credit, but also gather needed
documentation and perform the calculations
to substantiate your claim. l

must use a process of experimentation —
using techniques such as modeling or
systematic trial and error — to evaluate
alternatives and eliminate the uncertainty.
And, fourth, the activity must be techno-

Limited time offers under ATRA

In addition to the R&D credit, many tax breaks were
extended through 2013 under the American Taxpayer

logical in nature, involving research in the
physical or biological sciences, engineer-
ing, or computer science.

Given the inherent uncertainty of the
construction process, and the frequent
need for innovation, many construc-
tion activities will qualify for the credit.
Activities that may be eligible for the
credit include developing or improving:

I New, more efficient construction
techniques or methods,

I Construction equipment or materials,

1 Efficient building systems (such as
HVAC or wastewater systems),
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Relief Act of 2012 (ATRA). They include:

I Section 179 expensing for qualifying new and used
assets, with a $500,000 expensing allowance and a
$2 million investment limit (scheduled to drop to
$25,000 and $200,000, respectively, in 2014),

I 50% bonus depreciation, extended through 2014 for
eligible new tangible property,

I Certain energy-related tax incentives, including
credits for energy-efficient homes and appliances,

I 15-year cost recovery for qualified leasehold-
improvement, restaurant and retail-improvement

property,
I The Work Opportunity and New Markets tax credits, and
I Empowerment Zone tax incentives.




CoNTRACTOR’s TooLBOX

Solid internal controls
can help fight fraud

Employee fraud, theft and embezzlement are
costly problems for all businesses. According

to the Association of Certified Fraud Examiners’
2012 Report to the Nations on Occupational Fraud
and Abuse, the typical organization loses 5% of
its revenue to fraud each year. And construction
companies are among the hardest hit, with a
median loss of $300,000.

Ways to tighten controls

An effective strategy for minimizing fraud is to
tighten your internal controls. Here are some
ways to do so:

Conduct surprise audits and job-site visits.
These visits can not only help detect fraud, but
also send a strong message that combating fraud
is a priority — which is a powerful deterrent.

Segregate duties. Avoid situations in which one
person handles multiple financial or accounting
tasks. For example, the person who processes cash
transactions shouldn't also prepare the company’s
bank deposits.

Use a lockbox. Your bank’s lockbox services
can secure and streamline the receipt and
deposit of checks.

Review bank statements. Have monthly bank
statements sent to you or a manager indepen-
dent of the accounting function. Canceled checks
should be reviewed for unfamiliar payees, forged
signatures, unusually large dollar amounts and
other suspicious activity.

Require dual signatures. Having two signatures

on all checks (or on checks above a specified dol-
lar amount) can help prevent fraud and facilitate
management review of large transactions.

Review purchases. Name someone other than
the purchasing agent (you or an estimator, for
instance) to review vendor invoices, purchase
orders and other documents. Use prenumbered
purchase orders. Physically check materials and
supplies to ensure they correspond to what was
ordered in terms of quantity and quality.

Analyze budgets. Prepare annual budgets — for
the company and for each job — and regularly
compare actual results to budgets. Scrutinize
large or unanticipated discrepancies.

Keep an eye on pay-
roll. Have someone
independent of the
accounting function
review and verify

the names and pay
rates on your payroll.
Consider using direct
deposit — not paper
checks — to expose
any “ghost employees”
and avoid distributing
more than one check
to the same employee.

Adopt a mandatory vacation policy. Fraud is
often exposed when the perpetrator isn’t there
to cover it up.

More than one benefit

These are just a few examples of the many internal
controls contractors should implement. In addition
to preventing and revealing fraud, solid internal
controls can help avoid accounting errors, reduce
waste and boost cash flow by making billing, pur-
chasing and other processes more efficient. ll

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional
advice or opinions on specific facts or matters, and, accordingly, assume no liability whatsoever in connection with its use. © 2013 ClAsp13
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Rosner Brown Touchstone & Keller, LLP
Certified Public Accountants

Building Relationships That Build Success

Helping Clients Meet Their Needs, Solve Their Problems and Maximize Their Wealth

Succeeding in the construction business today takes more than just guts and hard work.
It requires the assistance of advisors dedicated to helping clients meet their needs, solve
their problems, grow and prosper.

We have been building relationships with clients in the San Diego, Riverside and Orange
counties since 1981. First and foremost, we believe providing excellent service requires
building and maintaining strong personal relationships through continued communication,
understanding and mutual commitments. We are pleased that our clients recognize our
strong commitment to serving their needs and freely refer others to us. In fact, most of
our growth has occurred in this way. Our experienced professionals are available to assist
you with a full range of services designed to enhance both your business and personal
financial well-being. Our specialties include:

e QOperations and system analysis

¢ Review of internal controls

* Income tax planning and analysis

e Compilations, reviews and audits

* Business sales and acquisitions

* Representation in tax audits and disputes
* Multi-state taxation

e Succession planning

¢ Budgeting and cash flow projections

* Cost segregation studies

We do not view ourselves as just your accountants, but primarily a business advisor
providing you with access to all of our resources and timely responses to your needs.
We feel it's our responsibility to keep you informed about developments in accounting,
tax law and the construction industry that may affect your success. That's why we
periodically send you this newsletter and other valuable information. And for this reason,
we would welcome the opportunity to discuss these matters with you in greater detail.

Please call myself or send an email to generalmail@rbtk-cpa.com and let us know if you have
any questions regarding the topics discussed or others affecting your construction company.
We look forward to helping you build your business success and personal wealth.

Kevin M. Brown
Rosner, Brown, Touchstone & Keller, LLP





