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How Grouping Can Avoid the Medicare Surtax
The Net Investment Income Tax 

(NIIT), also known as the 
“Medicare surtax,” went into effect 
back in 2013. It imposed a 3.8 percent 
surtax on net investment income of 
certain high-income taxpayers. 

As the construction industry 
recovers, many contractors could 
discover that their modified adjusted 
gross income (MAGI) exceeds the 
triggering thresholds for the first time. 
If so, they could find themselves 
unexpectedly subject to the tax. This 
is especially true if they operate 
several construction-related 
businesses instead of just a single 
company, as is often the case.

The surtax applies only to “net 
investment income,” a term that 

encompasses interest, dividends, 
royalties, rents, capital gains and 
other passive income. Since self-
employment income from an active 
business is generally not considered 
passive income, most contractors 
might assume that income from their 
construction businesses is excluded. 

However, this may not be a safe 
assumption if you operate several 
businesses. There are various tests to 
determine if a taxpayer is materially 
participating in a business and thus 
not receiving passive income. The 
most commonly cited test is whether 
the taxpayer participates in the 
business for 500 hours or more per 
year, or about 10 hours per week. 

That doesn’t sound like much 
time, but a contractor who divides 
his or her time among several 
construction-related businesses 
could actually spend less time than 
that on one or more of them. 

Fortunately, the IRS allows taxpayers 
to group several related business 
activities together for purposes of 
satisfying the material participation rules. 
There are very specific requirements 
and procedures for making this 
choice. As a general rule, once you 
have grouped activities, you may not 
regroup them differently in 
subsequent years.  n

There are several other effective strategies 
that could help minimize your NIIT 
exposure. Call us today to learn more.
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partners soon established a client base that included large and small businesses, as well 
as commercial and governmental accounts. Their success was attributed to their guiding 
principles of honesty and integrity, accuracy and thoroughness, quality client service and, 
most importantly, the belief that service to the community is an individual as well as a 
corporate, responsibility.

TODAY, Saltmarsh offers a variety of services — from accounting and taxation to consult-
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locally-owned certified public accounting firms in the Southeast.
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Most contractors who survived 
the recession did so by slimming 

down drastically, downsizing their 
staffs, cross-training employees to 
perform multiple roles, and working 
on much tighter margins. Such 
practices got them through the 
slowdown, but most agree they don’t 
want to go through that again.

Instead of enduring another cycle 
of boom and bust, savvy contractors 
are looking to grow the smart way 
this time. The goal is to take advantage 
of today’s growth opportunities 
without overextending and setting 
themselves up for another round of 
drastic cuts down the road. 

Here are three broad areas of 
focus where careful management can 
help you smooth out the peaks and 
valleys of the cycle and achieve more 
sustainable growth.

Staff Levels, Experience and 
Operational Structure
As a cost cutting tool, some contractors 
let go of experienced employees who 
were earning higher wages, while 
retaining less expensive but less 
experienced staff as a skeleton crew. 
Others took the opposite approach, 
holding on to only their most reliable 
and versatile workers who were capable 
of performing multiple functions, while 
releasing less experienced staff who 
were not as adaptable.

Regardless of which approach you 
used to survive, the reduced staffing 
levels that were necessary to get 

Avoiding Boom and Bust
Grow Your Company the Right Way

Got Nexus?Dealing with 
Disputed Claims

your company through the recession 
will probably not be adequate to 
support the potential growth in your 
business in the coming years. The 
increase in work flow may also require 
that support and administrative 
positions that were combined as a 
cost-cutting measure a few years ago 
must now be broken up again into 
separate jobs.

The key in restructuring and 
rehiring is to invest in positions and 
people who can increase both the top 
and bottom lines. Don’t add overhead 
unnecessarily, but be open to adding 
staff if the new employees can help 
you add capacity, improve efficiency, 
or make better use of the revenue you 
are bringing in. For example, adding a 
staffer who can help speed up billing 
and accelerate your cash flow could 
result in a positive return on your 
investment.

Project Size and Scope
Some contractors found it necessary 
to take on projects outside their 
traditional areas of expertise in order 
to keep cash flowing during the 
slowdown. If this happened with 
your company, you may find your 
company’s specialties have gradually 
changed over the years.

Take a fresh look at your limits 
and areas of expertise, and make 
sure you have the right staff and 
experience for the type of work 
you’re now pursuing. Be sure you 
fully understand the contract 

requirements and scope of work 
before finalizing a bid, and ask 
yourself if the work you’re now 
doing is taking your company in 
the direction you want it to grow. 

Also look at the size of the 
projects you’re taking on. A single, 
blockbuster project can help boost top 
line growth quickly, but it also 
increases your risk exposure. In 
many cases, a large project can also 
mean relatively lower margins than 
you could earn by taking on several 
smaller projects instead. 

In addition, of course, always be 
sure you have sufficient bonding 
capacity, as well as adequate capital 
or credit lines to avoid running into 
cash flow problems over the course of 
the job.

Estimating and Job Costing
Many companies have been using 
the same rates for estimating labor, 
material costs and overhead for 
some time. In order to accurately cost 
a job, it is critical that these rates be 
updated and customized to reflect 
your company’s current experience 
and structure. 

Continued on page 3

How to Avoid the 
Medicare Surtax
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With the summer season now 
upon us, many contractors are 

taking advantage of longer days to 
keep pace with growing backlogs of 
work. Often that means scheduling 
crews to work overtime.

Is scheduling overtime a good 
management practice? Numerous 
studies over the years have attempted 
to find a definitive formula for 
determining when overtime is cost-
effective. While there is no simple 
answer that applies in all situations, 
there are some basic guidelines that 
can help inform your decision.

Overtime Pros and Cons
The most obvious advantage of
overtime is it can help you be flexible 
and responsive to unexpected 
changes, adding temporary capacity 
without incurring the long-term 
costs and obligations of additional 
employees. In a tight labor market, 
the promise of regular overtime is also
sometimes used as an incentive for
attracting employees. 

On the other hand, a clear downside 
to scheduling overtime is the immediate 
wage premium it entails. Paying 
crews time-and-a-half or double time 
can quickly eat away profits on a 
fixed-bid project, unless there is a 
bonus provision for completing work 
early. Overtime premiums can also 
be a source of contention on cost-plus 
and construction management contracts.

Overtime and Productivity
Finding the Right Balance

Important Tax Deadlines: April 15 Isn’t the Only One
It’s pretty difficult to overlook the 

deadline for filing your income tax 
return. The media (and your accoun-
tant) will generally remind you many 
times as April 15 approaches.

But tax day is just one of many tax 
reporting and payment deadlines that 
contractors must meet. IRS Publication 
509, available online at http://www.
irs.gov, contains detailed listings of 
dozens of critical deadlines related
to federal tax payments and
information forms. 

The calendar lists due dates for 
quarterly estimated tax payments, 
payroll tax deposit deadlines for both 
monthly and semi-weekly depositors, 
and quarterly deadlines for deposits 
of federal unemployment tax. It also 
lists filing deadlines for Forms 940 

Classify Your
Employees Accurately

Technology Focus: 
Accounting Software

Studies by various industry 
groups suggest that an even greater 
cost associated with the continued 
use of overtime is the negative effect 
it has on worker productivity – not 
just during overtime hours but 
during the regular workday as well. 
Some years ago a benchmark pub-
lication by the Associated General 
Contractors of America summarized 
various studies’ findings this way:

“After seven to nine consecutive 
50- or 60-hour weeks, productivity is 
likely to be no more than that 
attainable by the same work force in 
a 40-hour week.”

Moreover, the AGC paper argued, 
worker productivity will continue to 
diminish as the overtime continues, 
eventually canceling out all the pro-
duction gains from the early weeks.

Other potential disadvantages of 
using overtime include increased 
absenteeism, fatigue and accidents. A 
study by the Bureau of Labor Statistics 
concluded: “Injuries … increased as 
hours increased, not only in absolute 
numbers but also in rate of incidents. 
In most instances, the number of 
injuries (per hour worked) was very 
much higher at the longer hours.”

Scheduled overtime can also 
disrupt the orderly sequence of activity 
on a project. This can lead to space 
and scheduling conflicts among 
various trades, and even idle time as 
crews wait for materials to arrive.

Using Overtime Wisely
Despite the disadvantages, there can 
be times when overtime is unavoid-
able or even desirable. Here are four 
principles to remember when
using overtime:

1. Use it judiciously. Most of the 
disadvantages associated with 
overtime result from using it as a 
standard operating practice. 
Completion schedules should be 
realistic and allow sufficient flex-
ibility to absorb some unexpected 
delays. Any large-scale change orders 
should trigger an extension of the 
scheduled completion time.

2. Watch for signs of pacing. 
Parkinson’s Law says work expands 
to fill the time available for its 
completion. Workers may not even be 
aware that they are engaging in 

and 941, information reporting forms 
such as Forms W-2 and 1099, and 
numerous other payment and reporting 
deadlines related to federal taxes.

Beyond federal tax deadlines, 
many other recurring deadlines must 
be met to avoid substantial penalties. 
For example, you are required to 
promptly remit 401(k) deferrals that 
are withheld from employee paychecks. 

Department of Labor regulations 
require that these employee contri-
butions be remitted to the trust on the 
earliest date possible – typically with-
in seven business days, but never 
later than the 15th business day of the
following month.

State and local government deadlines
can also be difficult to track, especially 

if you have projects underway in
several jurisdictions. Examples 
include state annual reports or fran-
chise reports, sales and use tax
reporting in various jurisdictions, and 
fuel and mileage tax reporting for 
contractors that use heavy trucks
or equipment.

Finally, don’t forget about various 
non-government deadlines, such as 
the regular submission of monthly, 
quarterly or semiannual financial 
statements that may be required by 
lenders or sureties.  

Our firm can help you manage your 
many deadlines and provide regular 
reminders of upcoming due dates.    
Please call us to learn more.

Continued on page 3

Key Tax
Deadlines
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http://www.AccountingLibrary.com, 
offers an interactive online program 
to help you narrow your choices.

Three Critical Questions
Before spending a lot of time explor-
ing various accounting software, take 
a step back and consider three critical 
questions first:

1. What size? Most software ven-
dors offer several versions of the 
same platform, each designed to 
address the needs of a particular
size business.

2. Accounting only or a compre-
hensive system? Even if you are not 
ready to upgrade to a fully integrated 
customer relationship management 
(CRM) or enterprise resource plan-
ning (ERP) system, you should still 
consider how your accounting soft-
ware will integrate with other man-
agement functions. These include 
business development, contact man-
agement, estimating, procurement, 
scheduling and reporting.

3. In the cloud or locally hosted? 
Cloud-based applications can be 
accessed from virtually anywhere 
using an Internet-connected device. 
They can also get up and running 
quickly and can be upgraded readily 
as your business grows.

On the other hand, many contrac-
tors are understandably reluctant to 
store sensitive data on a third-party 
site. If you do decide to make the leap 
to the cloud, thoroughly investigate 
the vendor you are considering to 
ensure that its security, privacy, reli-
ability and operational control stan-
dards meet your requirements.

Step by Step
In large companies, a dedicated IT 
department handles the software 
upgrade, preparing a formal needs 
analysis and managing the RFP and 
vendor due diligence processes. If 
your resources are more limited, 
it’s still important to have someone 
in-house who is responsible for 
managing the implementation.
These seven steps can help guide
the process:

Payroll Tax Compliance
Be Careful When Classifying Employees

Focus on Technology
Upgrading Your Accounting Software

1. Make a list of reports you use 
regularly. The new software must be 
capable of producing these reports 
directly, without using an external 
spreadsheet program.

2. List additional features you 
would like to have now or be able to 
integrate later.

3. Compare your lists with vendor 
descriptions to come up with a short 
list. Then schedule demos, being sure 
to ask for specific features to be shown.

4. Ask the vendor or reseller for 
sample reports to see if you can recal-
culate them and follow how the data 
flows through the system.

5. Consider cost – and always 
count on it being more expensive 
than you expect. Setup and training 
invariably take longer and cost more 
than estimated.

6. Review the reseller’s contract 
carefully. Be sure that milestones and 
objectives are clearly defined in the 
statement of work, and don’t forget to 
factor in your own internal costs and 
scheduling conflicts. 

7. Look several times before you 
leap. Make sure the vendor has set up 
all functions and parameters prop-
erly before you enter any transac-
tions. Once you’ve started, you may 
not be able to make fundamental 
changes to the configuration. 

Finally, plan on running both the 
new and old systems in parallel for a 
period of time – anywhere from a 
month or two to a year. The added 
precaution is well worth the extra 
cost and work this entails.

Please call us if you would like to arrange 
a detailed analysis of your accounting and 
business management software.

Growing contractors and subcon-
tractors often struggle with off-

the-shelf accounting programs that 
cannot produce the industry-specific 
reports they need without first manu-
ally extracting data into a separate 
spreadsheet program. Even construc-
tion-specific accounting software can 
have limitations, especially as a
company grows.

How can a contractor with limited 
technical resources upgrade to the 
right software – and get the system 
up and running properly? Here are a 
few guidelines.

Getting Started
When it’s time to upgrade, the first 
step is talk to your accountant about 
the shortcomings of your existing 
platform and what you will need 
your new system to do. Pay particu-
lar attention to any customized 
reports required by lenders, sureties 
or other stakeholders. 

Unless you are using very basic, 
off-the-shelf software, the next step is 
to talk to the vendor or reseller who 
set up your existing system about 
upgrade alternatives. But don’t stop 
there: Consider at least a few other 
sources – there are dozens of alterna-
tives available.

One popular website, http://www.
AccountingSoftwareWorld.com, has 
assembled an index of 24 top account-
ing software programs that are
particularly suited to construction 
businesses, with links to the develop-
ers’ websites. Taking things further, 
there’s now software that helps you 
choose software. Another website, 

One way some construction busi-
nesses hold down payroll costs 

is by assigning substantial amounts 
of work to independent contractors 
rather than employees. But classify-
ing a worker as an independent con-
tractor, rather than an employee, is 
not just a matter of choice. The rules 
are complex and subject to interpre-
tation. Moreover, because of the
payroll taxes involved, the Internal
Revenue Service takes a special 
interest in seeing that workers are
properly classified.

If an audit determines that you 
misclassified employees as inde-
pendent contractors, you could face 
substantial tax bills and penalties.

Making the Determination
For many years the IRS used a list of 
questions known as the “20 Factor” 
test to help companies determine 
worker classification. A few years 
ago, it consolidated the 20 factors into 11,
which it organized into three categories:

1. Behavioral control — How much 
does the business direct and control 
how the worker does the job? Some 
key factors include instructions about 
when, where and how to work; the 
order or sequence of work; where 
materials are purchased; and any 
training that is provided.

2. Financial control — How much 
does the business control the business 
aspects of the job? This includes the 
extent to which a worker has unreim-
bursed expenses, whether the worker 
has any investment in the job other 
than his or her own time, how the 
worker is paid, and whether the 
worker’s services are also offered to 
other businesses.

3. Type of relationship — How do 
the two parties perceive their work 
arrangements? In addition to written 
contracts, another factor is whether 
the business provides the worker 
with employee-type benefits such as 
insurance, a pension plan, and vacation 
or sick pay.

IRS Publication 15-A, the Employ-
er’s Supplemental Tax Guide, 
includes several examples of common
construction industry scenarios
involving the use of independent
contractors. Generally speaking,
if the company controls both what
is to be done and how it is to be
done, the workers involved are
probably employees. But if the company
controls only the result of the work,
not the means and methods of
accomplishing it, the workers could be
independent contractors.

Ask the IRS?
In addition to increasing its payroll 
tax audits, the IRS has taken other 
steps to encourage businesses to 
review worker classifications. For 
example, you or a contract worker can 
ask the IRS to review the circumstances 
and make an official determination 
of the appropriate status — use Form 
SS-8. Be aware that it can take at least 
six months to get a decision.

For companies that believe they 
might have been misclassifying 
employees for some time, the IRS 
offers a Voluntary Classification 
Settlement Program (VCSP). This 
lets you voluntarily convert your 
contractors to employees for the 

future and pay only a nominal 
amount of back payroll taxes, with 
no interest or penalties.

VCSP might sound like a good 
way to address a longstanding mis-
classification issue, but proceed 
cautiously – especially if there is
any possible doubt about
the misclassification. 

The IRS, Department of Labor 
and some state agencies have 
information-sharing agreements.
If you preemptively admit to a mis-
classification through the VCSP, you 
could open up other issues including 
wage and hour compliance under the 
Federal Labor Standards Act, state 
and federal unemployment insurance, 
workers’ compensation insurance, 
and Immigration Act compliance.

Worker classification and other payroll tax 
issues can be challenging. Please contact us 
to discuss any questions you might have.

pacing, subconsciously slowing their 
output to match the time allowed. 
Monitor daily or hourly productivity 
metrics closely whenever overtime
is scheduled.

3. Keep a close eye on safety and 
worker fatigue. Just one accident can 
quickly eradicate any benefits attained 
from an accelerated schedule.

4. Double-check legal and 
contractual requirements. On cost-
plus contracts, make sure the 
customer receives all required 
notifications of the use of overtime. 
And, of course, be careful to comply 
with any applicable labor union 
contract provisions, as well as federal, 
state and local labor regulations.

Our firm can help you analyze labor, 
scheduling and other management 
practices. Give us a call to learn more.

The Right Balance
Continued from page 1

You should plan on
running both the new and 
old systems in parallel for 

a period of time –
anywhere from a month 

or two to a year.
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http://www.AccountingLibrary.com, 
offers an interactive online program 
to help you narrow your choices.

Three Critical Questions
Before spending a lot of time explor-
ing various accounting software, take 
a step back and consider three critical 
questions first:

1. What size? Most software ven-
dors offer several versions of the 
same platform, each designed to 
address the needs of a particular
size business.

2. Accounting only or a compre-
hensive system? Even if you are not 
ready to upgrade to a fully integrated 
customer relationship management 
(CRM) or enterprise resource plan-
ning (ERP) system, you should still 
consider how your accounting soft-
ware will integrate with other man-
agement functions. These include 
business development, contact man-
agement, estimating, procurement, 
scheduling and reporting.

3. In the cloud or locally hosted? 
Cloud-based applications can be 
accessed from virtually anywhere 
using an Internet-connected device. 
They can also get up and running 
quickly and can be upgraded readily 
as your business grows.

On the other hand, many contrac-
tors are understandably reluctant to 
store sensitive data on a third-party 
site. If you do decide to make the leap 
to the cloud, thoroughly investigate 
the vendor you are considering to 
ensure that its security, privacy, reli-
ability and operational control stan-
dards meet your requirements.

Step by Step
In large companies, a dedicated IT 
department handles the software 
upgrade, preparing a formal needs 
analysis and managing the RFP and 
vendor due diligence processes. If 
your resources are more limited, 
it’s still important to have someone 
in-house who is responsible for 
managing the implementation.
These seven steps can help guide
the process:

Payroll Tax Compliance
Be Careful When Classifying Employees

Focus on Technology
Upgrading Your Accounting Software

1. Make a list of reports you use 
regularly. The new software must be 
capable of producing these reports 
directly, without using an external 
spreadsheet program.

2. List additional features you 
would like to have now or be able to 
integrate later.

3. Compare your lists with vendor 
descriptions to come up with a short 
list. Then schedule demos, being sure 
to ask for specific features to be shown.

4. Ask the vendor or reseller for 
sample reports to see if you can recal-
culate them and follow how the data 
flows through the system.

5. Consider cost – and always 
count on it being more expensive 
than you expect. Setup and training 
invariably take longer and cost more 
than estimated.

6. Review the reseller’s contract 
carefully. Be sure that milestones and 
objectives are clearly defined in the 
statement of work, and don’t forget to 
factor in your own internal costs and 
scheduling conflicts. 

7. Look several times before you 
leap. Make sure the vendor has set up 
all functions and parameters prop-
erly before you enter any transac-
tions. Once you’ve started, you may 
not be able to make fundamental 
changes to the configuration. 

Finally, plan on running both the 
new and old systems in parallel for a 
period of time – anywhere from a 
month or two to a year. The added 
precaution is well worth the extra 
cost and work this entails.

Please call us if you would like to arrange 
a detailed analysis of your accounting and 
business management software.

Growing contractors and subcon-
tractors often struggle with off-

the-shelf accounting programs that 
cannot produce the industry-specific 
reports they need without first manu-
ally extracting data into a separate 
spreadsheet program. Even construc-
tion-specific accounting software can 
have limitations, especially as a
company grows.

How can a contractor with limited 
technical resources upgrade to the 
right software – and get the system 
up and running properly? Here are a 
few guidelines.

Getting Started
When it’s time to upgrade, the first 
step is talk to your accountant about 
the shortcomings of your existing 
platform and what you will need 
your new system to do. Pay particu-
lar attention to any customized 
reports required by lenders, sureties 
or other stakeholders. 

Unless you are using very basic, 
off-the-shelf software, the next step is 
to talk to the vendor or reseller who 
set up your existing system about 
upgrade alternatives. But don’t stop 
there: Consider at least a few other 
sources – there are dozens of alterna-
tives available.

One popular website, http://www.
AccountingSoftwareWorld.com, has 
assembled an index of 24 top account-
ing software programs that are
particularly suited to construction 
businesses, with links to the develop-
ers’ websites. Taking things further, 
there’s now software that helps you 
choose software. Another website, 

One way some construction busi-
nesses hold down payroll costs 

is by assigning substantial amounts 
of work to independent contractors 
rather than employees. But classify-
ing a worker as an independent con-
tractor, rather than an employee, is 
not just a matter of choice. The rules 
are complex and subject to interpre-
tation. Moreover, because of the
payroll taxes involved, the Internal
Revenue Service takes a special 
interest in seeing that workers are
properly classified.

If an audit determines that you 
misclassified employees as inde-
pendent contractors, you could face 
substantial tax bills and penalties.

Making the Determination
For many years the IRS used a list of 
questions known as the “20 Factor” 
test to help companies determine 
worker classification. A few years 
ago, it consolidated the 20 factors into 11,
which it organized into three categories:

1. Behavioral control — How much 
does the business direct and control 
how the worker does the job? Some 
key factors include instructions about 
when, where and how to work; the 
order or sequence of work; where 
materials are purchased; and any 
training that is provided.

2. Financial control — How much 
does the business control the business 
aspects of the job? This includes the 
extent to which a worker has unreim-
bursed expenses, whether the worker 
has any investment in the job other 
than his or her own time, how the 
worker is paid, and whether the 
worker’s services are also offered to 
other businesses.

3. Type of relationship — How do 
the two parties perceive their work 
arrangements? In addition to written 
contracts, another factor is whether 
the business provides the worker 
with employee-type benefits such as 
insurance, a pension plan, and vacation 
or sick pay.

IRS Publication 15-A, the Employ-
er’s Supplemental Tax Guide, 
includes several examples of common
construction industry scenarios
involving the use of independent
contractors. Generally speaking,
if the company controls both what
is to be done and how it is to be
done, the workers involved are
probably employees. But if the company
controls only the result of the work,
not the means and methods of
accomplishing it, the workers could be
independent contractors.

Ask the IRS?
In addition to increasing its payroll 
tax audits, the IRS has taken other 
steps to encourage businesses to 
review worker classifications. For 
example, you or a contract worker can 
ask the IRS to review the circumstances 
and make an official determination 
of the appropriate status — use Form 
SS-8. Be aware that it can take at least 
six months to get a decision.

For companies that believe they 
might have been misclassifying 
employees for some time, the IRS 
offers a Voluntary Classification 
Settlement Program (VCSP). This 
lets you voluntarily convert your 
contractors to employees for the 

future and pay only a nominal 
amount of back payroll taxes, with 
no interest or penalties.

VCSP might sound like a good 
way to address a longstanding mis-
classification issue, but proceed 
cautiously – especially if there is
any possible doubt about
the misclassification. 

The IRS, Department of Labor 
and some state agencies have 
information-sharing agreements.
If you preemptively admit to a mis-
classification through the VCSP, you 
could open up other issues including 
wage and hour compliance under the 
Federal Labor Standards Act, state 
and federal unemployment insurance, 
workers’ compensation insurance, 
and Immigration Act compliance.

Worker classification and other payroll tax 
issues can be challenging. Please contact us 
to discuss any questions you might have.

pacing, subconsciously slowing their 
output to match the time allowed. 
Monitor daily or hourly productivity 
metrics closely whenever overtime
is scheduled.

3. Keep a close eye on safety and 
worker fatigue. Just one accident can 
quickly eradicate any benefits attained 
from an accelerated schedule.

4. Double-check legal and 
contractual requirements. On cost-
plus contracts, make sure the 
customer receives all required 
notifications of the use of overtime. 
And, of course, be careful to comply 
with any applicable labor union 
contract provisions, as well as federal, 
state and local labor regulations.

Our firm can help you analyze labor, 
scheduling and other management 
practices. Give us a call to learn more.

The Right Balance
Continued from page 1

You should plan on
running both the new and 
old systems in parallel for 

a period of time –
anywhere from a month 

or two to a year.
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How Grouping Can Avoid the Medicare Surtax
The Net Investment Income Tax 

(NIIT), also known as the 
“Medicare surtax,” went into effect 
back in 2013. It imposed a 3.8 percent 
surtax on net investment income of 
certain high-income taxpayers. 

As the construction industry 
recovers, many contractors could 
discover that their modified adjusted 
gross income (MAGI) exceeds the 
triggering thresholds for the first time. 
If so, they could find themselves 
unexpectedly subject to the tax. This 
is especially true if they operate 
several construction-related 
businesses instead of just a single 
company, as is often the case.

The surtax applies only to “net 
investment income,” a term that 

encompasses interest, dividends, 
royalties, rents, capital gains and 
other passive income. Since self-
employment income from an active 
business is generally not considered 
passive income, most contractors 
might assume that income from their 
construction businesses is excluded. 

However, this may not be a safe 
assumption if you operate several 
businesses. There are various tests to 
determine if a taxpayer is materially 
participating in a business and thus 
not receiving passive income. The 
most commonly cited test is whether 
the taxpayer participates in the 
business for 500 hours or more per 
year, or about 10 hours per week. 

That doesn’t sound like much 
time, but a contractor who divides 
his or her time among several 
construction-related businesses 
could actually spend less time than 
that on one or more of them. 

Fortunately, the IRS allows taxpayers 
to group several related business 
activities together for purposes of 
satisfying the material participation rules. 
There are very specific requirements 
and procedures for making this 
choice. As a general rule, once you 
have grouped activities, you may not 
regroup them differently in 
subsequent years.  n

There are several other effective strategies 
that could help minimize your NIIT 
exposure. Call us today to learn more.

IN 1944, Thomas Saltmarsh, Harold Cleaveland and Charles Gund pooled their talents and 
modest resources to form a partnership for the practice of accounting. The three founding 
partners soon established a client base that included large and small businesses, as well 
as commercial and governmental accounts. Their success was attributed to their guiding 
principles of honesty and integrity, accuracy and thoroughness, quality client service and, 
most importantly, the belief that service to the community is an individual as well as a 
corporate, responsibility.

TODAY, Saltmarsh offers a variety of services — from accounting and taxation to consult-
ing — all based on the Firm’s mission statement and core values. It is this philosophy, 
based on the principles of yesterday, that has helped the Firm grow to one of the largest 
locally-owned certified public accounting firms in the Southeast.

SALTMARSH CONSTRUCTION ADVISORS are here to meet the specific needs of con-
tractors, home builders and related trades within the construction, real estate 
and development industries. Because we truly understand construction account-
ing and financial management, contractors and developers of all sizes and differ-
ent trades rely upon our experience. Need assistance? Contact the construction  
advisors at Saltmarsh or call us today at 800.477.7458.

SUZANNE COX, CPA, CIT
Construction Advisor – Audit &  
Assurance, Tampa 
suzanne.cox@saltmarshcpa.com

MICHAEL MILLER, CIT
Construction Advisor – Tax &  
Consulting, Pensacola
michael.miller@saltmarshcpa.com

CHUCK LANDERS, CPA, CIT
Construction Advisor – Audit &  
Assurance, Fort Walton Beach 
chuck.landers@saltmarshcpa.com

MOLLY MURPHY, CPA, CIT
Construction Advisor – Audit &  
Assurance, Pensacola 
molly.murphy@saltmarshcpa.com
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Most contractors who survived 
the recession did so by slimming 

down drastically, downsizing their 
staffs, cross-training employees to 
perform multiple roles, and working 
on much tighter margins. Such 
practices got them through the 
slowdown, but most agree they don’t 
want to go through that again.

Instead of enduring another cycle 
of boom and bust, savvy contractors 
are looking to grow the smart way 
this time. The goal is to take advantage 
of today’s growth opportunities 
without overextending and setting 
themselves up for another round of 
drastic cuts down the road. 

Here are three broad areas of 
focus where careful management can 
help you smooth out the peaks and 
valleys of the cycle and achieve more 
sustainable growth.

Staff Levels, Experience and 
Operational Structure
As a cost cutting tool, some contractors 
let go of experienced employees who 
were earning higher wages, while 
retaining less expensive but less 
experienced staff as a skeleton crew. 
Others took the opposite approach, 
holding on to only their most reliable 
and versatile workers who were capable 
of performing multiple functions, while 
releasing less experienced staff who 
were not as adaptable.

Regardless of which approach you 
used to survive, the reduced staffing 
levels that were necessary to get 

Avoiding Boom and Bust
Grow Your Company the Right Way

Got Nexus?Dealing with 
Disputed Claims

your company through the recession 
will probably not be adequate to 
support the potential growth in your 
business in the coming years. The 
increase in work flow may also require 
that support and administrative 
positions that were combined as a 
cost-cutting measure a few years ago 
must now be broken up again into 
separate jobs.

The key in restructuring and 
rehiring is to invest in positions and 
people who can increase both the top 
and bottom lines. Don’t add overhead 
unnecessarily, but be open to adding 
staff if the new employees can help 
you add capacity, improve efficiency, 
or make better use of the revenue you 
are bringing in. For example, adding a 
staffer who can help speed up billing 
and accelerate your cash flow could 
result in a positive return on your 
investment.

Project Size and Scope
Some contractors found it necessary 
to take on projects outside their 
traditional areas of expertise in order 
to keep cash flowing during the 
slowdown. If this happened with 
your company, you may find your 
company’s specialties have gradually 
changed over the years.

Take a fresh look at your limits 
and areas of expertise, and make 
sure you have the right staff and 
experience for the type of work 
you’re now pursuing. Be sure you 
fully understand the contract 

requirements and scope of work 
before finalizing a bid, and ask 
yourself if the work you’re now 
doing is taking your company in 
the direction you want it to grow. 

Also look at the size of the 
projects you’re taking on. A single, 
blockbuster project can help boost top 
line growth quickly, but it also 
increases your risk exposure. In 
many cases, a large project can also 
mean relatively lower margins than 
you could earn by taking on several 
smaller projects instead. 

In addition, of course, always be 
sure you have sufficient bonding 
capacity, as well as adequate capital 
or credit lines to avoid running into 
cash flow problems over the course of 
the job.

Estimating and Job Costing
Many companies have been using 
the same rates for estimating labor, 
material costs and overhead for 
some time. In order to accurately cost 
a job, it is critical that these rates be 
updated and customized to reflect 
your company’s current experience 
and structure. 

Continued on page 3

How to Avoid the 
Medicare Surtax
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With the summer season now 
upon us, many contractors are 

taking advantage of longer days to 
keep pace with growing backlogs of 
work. Often that means scheduling 
crews to work overtime.

Is scheduling overtime a good 
management practice? Numerous 
studies over the years have attempted 
to find a definitive formula for 
determining when overtime is cost-
effective. While there is no simple 
answer that applies in all situations, 
there are some basic guidelines that 
can help inform your decision.

Overtime Pros and Cons
The most obvious advantage of
overtime is it can help you be flexible 
and responsive to unexpected 
changes, adding temporary capacity 
without incurring the long-term 
costs and obligations of additional 
employees. In a tight labor market, 
the promise of regular overtime is also
sometimes used as an incentive for
attracting employees. 

On the other hand, a clear downside 
to scheduling overtime is the immediate 
wage premium it entails. Paying 
crews time-and-a-half or double time 
can quickly eat away profits on a 
fixed-bid project, unless there is a 
bonus provision for completing work 
early. Overtime premiums can also 
be a source of contention on cost-plus 
and construction management contracts.

Overtime and Productivity
Finding the Right Balance

Important Tax Deadlines: April 15 Isn’t the Only One
It’s pretty difficult to overlook the 

deadline for filing your income tax 
return. The media (and your accoun-
tant) will generally remind you many 
times as April 15 approaches.

But tax day is just one of many tax 
reporting and payment deadlines that 
contractors must meet. IRS Publication 
509, available online at http://www.
irs.gov, contains detailed listings of 
dozens of critical deadlines related
to federal tax payments and
information forms. 

The calendar lists due dates for 
quarterly estimated tax payments, 
payroll tax deposit deadlines for both 
monthly and semi-weekly depositors, 
and quarterly deadlines for deposits 
of federal unemployment tax. It also 
lists filing deadlines for Forms 940 

Classify Your
Employees Accurately

Technology Focus: 
Accounting Software

Studies by various industry 
groups suggest that an even greater 
cost associated with the continued 
use of overtime is the negative effect 
it has on worker productivity – not 
just during overtime hours but 
during the regular workday as well. 
Some years ago a benchmark pub-
lication by the Associated General 
Contractors of America summarized 
various studies’ findings this way:

“After seven to nine consecutive 
50- or 60-hour weeks, productivity is 
likely to be no more than that 
attainable by the same work force in 
a 40-hour week.”

Moreover, the AGC paper argued, 
worker productivity will continue to 
diminish as the overtime continues, 
eventually canceling out all the pro-
duction gains from the early weeks.

Other potential disadvantages of 
using overtime include increased 
absenteeism, fatigue and accidents. A 
study by the Bureau of Labor Statistics 
concluded: “Injuries … increased as 
hours increased, not only in absolute 
numbers but also in rate of incidents. 
In most instances, the number of 
injuries (per hour worked) was very 
much higher at the longer hours.”

Scheduled overtime can also 
disrupt the orderly sequence of activity 
on a project. This can lead to space 
and scheduling conflicts among 
various trades, and even idle time as 
crews wait for materials to arrive.

Using Overtime Wisely
Despite the disadvantages, there can 
be times when overtime is unavoid-
able or even desirable. Here are four 
principles to remember when
using overtime:

1. Use it judiciously. Most of the 
disadvantages associated with 
overtime result from using it as a 
standard operating practice. 
Completion schedules should be 
realistic and allow sufficient flex-
ibility to absorb some unexpected 
delays. Any large-scale change orders 
should trigger an extension of the 
scheduled completion time.

2. Watch for signs of pacing. 
Parkinson’s Law says work expands 
to fill the time available for its 
completion. Workers may not even be 
aware that they are engaging in 

and 941, information reporting forms 
such as Forms W-2 and 1099, and 
numerous other payment and reporting 
deadlines related to federal taxes.

Beyond federal tax deadlines, 
many other recurring deadlines must 
be met to avoid substantial penalties. 
For example, you are required to 
promptly remit 401(k) deferrals that 
are withheld from employee paychecks. 

Department of Labor regulations 
require that these employee contri-
butions be remitted to the trust on the 
earliest date possible – typically with-
in seven business days, but never 
later than the 15th business day of the
following month.

State and local government deadlines
can also be difficult to track, especially 

if you have projects underway in
several jurisdictions. Examples 
include state annual reports or fran-
chise reports, sales and use tax
reporting in various jurisdictions, and 
fuel and mileage tax reporting for 
contractors that use heavy trucks
or equipment.

Finally, don’t forget about various 
non-government deadlines, such as 
the regular submission of monthly, 
quarterly or semiannual financial 
statements that may be required by 
lenders or sureties.  

Our firm can help you manage your 
many deadlines and provide regular 
reminders of upcoming due dates.    
Please call us to learn more.

Continued on page 3

Key Tax
Deadlines


