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Agenda
• Revenue Recognition

– Overview of technical standard
– Industry initiatives
– Impact on construction accounting
– Implementation action plan

• Accounting for Leases
• Q&A



Where are you on Revenue Recognition 
(Topic 606) Implementation?

VS.
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Five-Step Model
Step 1

• Identify contract(s) with customer

Step 2
• Identify performance obligations

Step 3
• Determine transaction price

Step 4
• Allocate transaction price to performance obligations

Step 5
• Recognize revenue when (or as) performance obligation is satisfied
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• CFMA Revenue Recognition Guide
• AICPA Revenue Recognition Guide
• CPA Firm Publications
• Live and Archived Webinars

Resources Available



• Finalized Seven Issues Papers
– Identifying the Unit of Account
– Variable Consideration
– Acceptable Measures of Progress
– Uninstalled Materials
– Impact of Termination for Convenience on Contract Duration
– Contract Costs
– Disclosures

• Revenue Recognition Guide Available at aicpastore.com

AICPA E&C Task Force



• Fluor 10Q
• “In the first quarter of 2018, the company adopted 

ASU 2014-09 (ASC Topic 606), “Revenue from 
Contracts with Customers” and related ASUs. See 
Note 3 for a further discussion of the adoption and 
the impact on the company’s financial 
statements.”

First Look at Disclosures



• “The company adopted ASC Topic 606 using the modified retrospective method, 
and accordingly the new guidance was applied retrospectively to contracts that 
were not completed as of January 1, 2018 (the date of initial application). As a 
result, the company has recorded a cumulative effect adjustment to decrease 
retained earnings by $339 million as of January 1, 2018 as well as the following 
cumulative effect adjustments:

– A decrease to accounts receivable of $50 million;
– A decrease to contract assets of $19 million;
– A decrease to investments of $4 million;
– A decrease to other assets of $14 million;
– An increase to contract liabilities of $357 million;
– A decrease to other accrued liabilities of $14 million;
– A decrease to noncurrent liabilities of $1 million;
– An increase to deferred taxes assets of $89 million; and
– A decrease to noncontrolling interests of $1 million.”

Fluor 10Q





Fluor 2nd QTR 10Q



Fluor 2nd QTR 10Q



Contract assets represent revenue recognized in excess of amounts billed and include unbilled receivables 
(typically for cost reimbursable contracts) of $1.3 billion and contract work in progress (typically for fixed-price 
contracts) of $273 million as of June 30, 2018. Unbilled receivables, which represent an unconditional right to 
payment subject only to the passage of time, are reclassified to accounts receivable when they are billed under 
the
terms of the contract. Advances that are payments on account of contract assets of $650 million and $337 
million as of June 30, 2018 and December 31, 2017, respectively, have been deducted from contract assets. 
Contract liabilities represent amounts billed to clients in excess of revenue recognized to date. The company 
recognized revenue of $639 million during the six months ended June 30, 2018 that was included in contract 
liabilities as of January 1, 2018. The company anticipates that substantially all incurred cost associated with 
contract assets as of June 30, 2018 will be billed and collected within one year.

Fluor 2nd QTR 10Q



In addition, as of January 1, 2018, we began to separately present contract assets and liabilities on the 
condensed consolidated balance sheets. Contract assets include amounts due under contractual 
retainage provisions that were previously included in accounts receivable as well as costs and 
estimated earnings in excess of billings that were previously separately presented. Contract liabilities 
include billings in excess of costs and estimated earnings that were previously separately presented as 
well as provisions for losses that were previously included in accrued expenses and other current 
liabilities. See Note 7 for further information.

Granite 2nd QTR 10Q



• “On January 1, 2018, we adopted ASC 606, Revenue from Contracts 
with Customers (“new revenue standard”) to all contracts using the 
modified retrospective method. The adoption of the new revenue 
standard had no material impact on our condensed consolidated 
financial statements as it did not require a change in revenue 
recognition for either of our segments. As such, comparative 
information has not been restated and continues to be reported under 
the accounting standards in effect for those periods.”

Sterling 10Q



McDermott 10Q
Significant changes to our accounting policies as a result of adopting of the new standard are discussed below:
1. We measure transfer of control utilizing an input method to measure progress for individual contracts or combin

ations of contracts based on the total cost of materials,labor, equipment and vessel operating costs and othe
r costs incurred as applicable to each contract. Previously, under ASC Topic 605-35, Construction-Type and 
Production-Type Contracts (the “legacy GAAP”), we generally excluded certain costs from the cost-to-
cost method of measuring project progress, such as significant costs for procured materials and third 
party subcontractors;

2. Our Consolidated Balance Sheet no longer reflect assets related to cost incurred in excess of cost recognized.
Under legacy GAAP, we generally excluded certain costs from our cost to cost to 
cost method of measuring progress towards completion, such as significant costs for procured materials and thir
d-party subcontractors, which resulted in 
the recognition of cost incurred in excess of cost recognized as an asset on our Consolidated Financial Statement
s.

3. Variable consideration, including change orders, claims, bonus, incentive fees and liquidated damages or penalti
es will be included in the estimated contract revenue at 
the most likely amount to which we expect to be entitled. We will include variable consideration in the estimated
transaction price to the extent we concluded that it is 
probable a significant revenue reversal will not occur or when the uncertainty associated with the variable consi
deration is resolved.



Jacobs 10Q
The Company’s adoption activities are being performed over three phases: (i) assessment, (ii) design, and (iii) 

implementation. Our assessment and design phases are substantially complete. We have established a cross-functional team 
to implement ASU 2014-09. Additionally, we have identified selected changes to our systems, processes and internal 
controls and are in the process of designing updates for each to meet the standard’s revised reporting and disclosure 
requirements. The Company continues to evaluate the impact of ASU 2014-09 to the CH2M business and we are largely 
complete with the assessment phase. We expect to update CH2M’s accounting policies, processes and controls to align with 
the policies, processes and controls being implemented across the Company. We are in the process of implementing the 
changes discovered during the assessment and design phases. The following are the potential significant differences 
identified to date:

Performance obligations: the Company has determined, in most instances, it is likely that engineering and 
construction services will be required to be combined into a single performance obligation. 

Contract Modifications: In many instances, the Company enters into contracts for construction services 
subsequent to entering into engineering services contracts (“Phased Projects”). Under ASU 2014-09, the construction 
services contract may be deemed to modify the engineering contract, or may be required to be combined with the 
engineering contract. This modification or combination of contracts may result in a cumulative catchup adjustment, which 
will have an immediate impact on the Company’s results of operations in the period the contract combination or 
modification occurs. In addition, it will change the timing and pattern of revenue recognition after the period the contracts
have been combined or modified. 



Comment Letters
1. Use of input measures to recognize revenue (i.e., why is cost to cost appropriate?)
2. Conclusions on why there are or are not multiple performance obligations
3. Analysis if contracts contain a significant financing component
4. Analysis of whether contract modifications add a distinct good or service
5. Completeness of disclosures



Effective Date & Transition
• Nonpublic entities

–Annual reporting periods beginning on or 
after December 15, 2018 (already 
extended to this date)

–Early application permitted as early as 
public company date

Do you have a contract in backlog or that you 
are bidding that will be completed in 2019?
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Implementation Action Plan

• Evaluate potential interim disclosures
• Document project plan for implementation
• Educate key stakeholders

– Board/audit committee
– Shareholders (if necessary)
– Banks & sureties
– Other contractors (GC vs. Sub)



ASU 2016-02 Leases (Topic 842)

ALL LEASES >1 YEAR ARE RECOGNIZED ON THE 
BALANCE SHEET

•Standard issued –
early application 
allowed upon 
issuance

Q1 2016

•Effective for 
Public Business 
Entities, including 
interim periods

2019
•Effective for all 

other entities’ 
fiscal year

2020

•Effective for all 
other entities’ 
interim periods

2021



ASU 2016-02 Leases (Topic 842)

• Lessee - All leases with a reasonably certain 
term of greater than one year result in a 
liability and an asset representing a lessee’s 
right to use the underlying asset for the 
lease term



• FASB’s reasons for new standard
 “…more faithful representation of an 

organization’s leasing activities…”
 SEC – largest form of off balance sheet financing
 2005 SEC estimate - $1.25 trillion off-balance sheet 

operating lease commitments for SEC registrants

ASU 2016-02 LEASES (TOPIC 842)



• Current U. S. GAAP
 operating leases (off-balance sheet) 
 capital leases

• New Lessee Model – Dual Approach
 Annual expense recognition in lessee's income statement depends on 

lease classification as either
• Finance Lease - Financing approach (front-loaded expense pattern similar 

to today’s capital leases with interest & amortization recognition) or
• Operating Lease - Straight-line  expense (similar to today’s operating 

leases with lease expense recognition)

ASU 2016-02 LEASES (TOPIC 842)



• Determining Whether a Lease Exists
 Contract conveys the right to control the use of an 

identified asset for a period of time
• Right to obtain substantially all of the economic 

benefits from use of the identified asset
• Right to direct the use of the identified asset

ASU 2016-02 LEASES (TOPIC 842)



• Finance Lease Criteria
 Ownership of Asset Transfers to lessee by end of lease term
 Lease grants the option to purchase asset that the lessee is  

reasonably certain to exercise
 Lease term is for major part of the economic life of asset

• Criteria not used if the commencement date falls at the end of the life of the 
asset

 Present value of minimum lease payments equals or exceeds 
substantially all of fair value of leased asset

 Leased asset is of such specialized nature that it is expected to have 
no alternative use to the lessor at the end of the term

• If finance lease criteria are not met the lease is classified as 
operating

ASU 2016-02 LEASES (TOPIC 842)



ASU 2016-02 LEASES (TOPIC 842)



ASU 2016-02 LEASES (TOPIC 842)



• Initial Measurement of Lessee Right of Use Asset 
& Lease Liabilities
 Lease Liability = present value of future lease 

payments (reasonably certain)
• Option to purchase
• Termination penalties
• Implicit rate or incremental borrowing rate

 Right of Use Asset = Lease Liability + Initial Direct Costs 
– Lessor-provided incentives

• No re-measurement unless the lease is modified

ASU 2016-02 LEASES (TOPIC 842)



• Lease Example - Building
 10 year lease term
 $50,000 annual payments – paid in advance
 $15,000 initial direct cost
 3.5% incremental borrowing rate

ASU 2016-02 LEASES (TOPIC 842)



• Lease Example – Building – Initial Measurement
 Lease Liability

• $50,000 + $380,384 (PV of 9 yrs of pmts) = $430,384

 Right of Use Asset
• $50,000 + $380,384 (PV of 9 yrs of pmts) + $15,000 = 

$445,384

ASU 2016-02 LEASES (TOPIC 842)



• Lease Example – Building – Annual 
Recognition

• Operating Lease

ASU 2016-02 LEASES (TOPIC 842)



• Lease Example – Building – Annual 
Recognition

• Finance Lease

ASU 2016-02 LEASES (TOPIC 842)



• Transition
 Standard Applies to All Outstanding Leases
 Modified Retrospective Approach

• Need not reassess whether existing contracts contain 
leases

• Need not reassess lease classification for existing leases
 Capital = Finance
 Operating = Operating

• Need not reassess initial direct costs for existing leases

ASU 2016-02 LEASES (TOPIC 842)



THANK YOU!
Tim Wilson
National Industry Partner
twilson@bkd.com

mailto:twilson@bkd.com


P R E S E N T E D  B Y:  J A S O N  H A M I LTO N , C PA

Tax Update



What We’ll Cover Today

Tax Cuts and Jobs Act (TCJA)

- Tax Rates & Loss Limitations

- Depreciation Changes & Interest Limitations

- Meals & Entertainment Changes

- Pass-Through Business Deduction

Centralized Partnership Audit Regime (CPAR)



Taxable Income Previous law TCJA

$0 - $50,000 15%

21%

$50,001 - $75,000 25%

$75,001 - $100,000 34%

$100,001 - $335,000 39%

$335,001  - $10,000,000 34%

$10,000,001 - $15,000,000 35%

$15,000,001 - $18,333,333 38%

Over $18,333,333 35%

Corporate Tax Rate
• Effective 

1/01/2018

• Overall 
permanent 
rate reduction

• Fiscal year = 
blended rate 
for 2017 
return



Blended Rate for Corporate Fiscal 
Filers

• Special rules apply when law changes are effective as of 
beginning or end of calendar year

• Example:  Taxable income = $1,000,000



Previous Law TCJA

20% Repealed

Corporate Alternative Minimum Tax

• Effective 01/01/2018

• Permanent repeal

• Remaining AMT credits refundable
 2018–2020 tax years

o Reduce regular tax liability by any available AMT credit 
carryforward

o 50 percent of any excess AMT credit is refundable

 2021 tax year

o Any remaining AMT credit carryforward is refundable



Net Operating Loss (NOL)
• Deduction limited

• 80 percent of taxable income
• Applies to losses arising in tax years beginning after 

December 31, 2017

• No carryback
• Applies to losses arising in tax years ending after December 

31, 2017
• Except

• Property/casualty insurance companies

• Certain farm losses

• Carried forward indefinitely
• Applies to losses arising in tax years ending after December 

31, 2017



2018 Ordinary Rates 2018 Capital Gains Rates

Bracket Previous 
Tax Law*

New Tax 
Law*^

Previous 
Tax Law*

New Tax 
Law*^

$0–$9,525 10% 10% 0% 0%
9,526–38,600 15% 12% 0% 0%

38,601–38,700 15% 12% 0% 15%
38,701–82,500 25% 22% 15% 15%
82,501–93,700 25% 24% 15% 15%
93,701–157,500 28% 24% 15% 15%

157,501–195,450 28% 32% 15% 15%
195,451–200,000 33% 32% 15% 15%
200,001–424,950 33% 35% 15% 15%
424,951–425,800 35% 35% 15% 15%
425,801–426,700 35% 35% 15% 20%
426,701–500,000 39.6% 35% 20% 20%

More than 500,000 39.6% 37% 20% 20%

*Plus 3.8 percent net investment income tax on unearned income when modified adjusted 
gross income exceeds $200,000 ($250,000)
^Expires after December 31, 2025

Individual Tax Rates

• Tax brackets:  
single



Individual Tax Rates

• Tax brackets:  
married filing 
jointly

2018 Ordinary Rates 2018 Capital Gains 
Rates

Bracket Previous 
Tax Law*

New Tax 
Law*^

Previous 
Tax Law*

New Tax 
Law*^

$0–$19,050 10% 10% 0% 0%
19,051–77,200 15% 12% 0% 0%
77,201–77,400 15% 12% 0% 15%
77,401–156,150 25% 22% 15% 15%
156,151–165,000 28% 22% 15% 15%
165,001–237,950 28% 24% 15% 15%
237,951–315,000 33% 24% 15% 15%
315,001–400,000 33% 32% 15% 15%
400,001–424,950 33% 35% 15% 15%
424,951–479,000 35% 35% 15% 15%
479,001–480,050 35% 35% 15% 20%
480,051–600,000 39.6% 35% 20% 20%

More than 600,000 39.6% 37% 20% 20%

*Plus 3.8 percent net investment income tax on unearned income when modified adjusted 
gross income exceeds $200,000 ($250,000)
^Expires after December 31, 2025



Individual Provisions
• Alternative Minimum Tax

• 28 percent top rate
• Exemption of $70,300 single ($109,400 MFJ)
• Phase-out begins at $500,000 single ($1 million 

MFJ)
• Sunsets December 31, 2025

• (Previously 28 percent top rate; exemption of $55,400 
single ($86,200 MFJ); exemption amounts begin 
phase-out at $123,100 & $164,100, respectively)



Individual Provisions
• Excess business loss limitation

• Aggregate deductions attributable to trades or 
businesses over aggregate gross income and gain 
(i.e., nonpassive losses) limited to $250,000 single / 
$500,000 MFJ

• Excess loss treated as NOL & carried forward
• Sunsets December 31, 2025



Individual Provisions – Itemized 
Deductions
• State & Local Income/Sales, Real Estate & Personal 

Property Tax Expense
• Combined deduction for amounts not paid or accrued in a 

trade or business capped at $10,000

• Amounts paid in 2017 for income taxes imposed for 2018 or 
later treated as paid in 2018

• Proposed regulations target SALT cap work-around
• Charitable contributions made after August 27, 2018 in which taxpayer 

receives a state tax credit, federal deduction is allowed only to the extent 
the contribution exceeds the amount of the state tax credit received

• De minimis rule – full federal deduction for charitable contribution if the 
state tax credit doesn’t exceed 15 percent of the charitable contribution



Depreciation Provisions – Cost 
Recovery
• Bonus Depreciation

• 100 percent through 2022 for qualified property placed in 
service after September 27, 2017

• 80, 60, 40 & 20 percent for property placed in service in 2023–
2026, respectively

• Definition of qualified property expanded by removing 
requirement that original use begin with taxpayer

• (Previously 40, 30 & 20 percent bonus depreciation for qualified 
property in 2018–2020, respectively; property must be new to 
qualify)



Depreciation Provisions – Cost 
Recovery
• Qualified Improvement Property

• Effective January 1, 2018

• Removed qualified leasehold, restaurant & retail 

• Any improvement to an interior portion of a building that is 
nonresidential real property

• 15-year straight-line depreciation was intended; however, there 
is currently a drafting error

• Drafting error
• Absent a technical correction will have a 39 year recovery period and not 

eligible for bonus depreciation



Depreciation Provisions – Cost 
Recovery
• Section 179 Expensing

• Up to $1 million

• Phase-out beginning at $2.5 million of assets placed in service

• Definition of qualified property expanded to include certain 
improvements to nonresidential real property, including roofs, 
HVAC systems, fire protection & alarm systems & security 
systems

• (Previously up to $520,000; phase-out beginning at $2,070,000 
of assets placed in service)



Business Interest Expense Deduction
• Deduction generally limited to sum of
 Business interest income

 Floor plan financing interest

 30 percent of “adjusted taxable income” 

Taxable income
+/- Items of income, gain, deduction or loss not properly 

allocable to trade/business

+ Business interest expense
- Business interest income
+ Net operating loss
+ Pass-through business deduction
+ Depletion, depreciation & amortization 

(taxable years beginning before January 1, 2022, only)



Business Interest Expense Deduction

• Excess carried forward indefinitely 

• Limit does not apply to
 Businesses with average annual gross receipts ≤ $25 million 

(affiliated group basis)

 Regulated public utility business (including electric 
cooperatives)

 Following businesses may elect not to be subject to limitation 
provided they use ADS method for depreciation
o Real property businesses

o Farming businesses (including agricultural & horticultural cooperatives)



Business Interest Expense Deduction

• Real Property Business Election
 Real property trades can elect out of provision

 Requires depreciation of residential & nonresidential property 
under ADS lives (30 & 40 years respectively) 

• What trades qualify?
 Real property development, redevelopment, construction, 

reconstruction, acquisition, conversion, rental, operation, 
management, leasing or brokerage trade or businesses



Business Interest Expense Deduction –
Example 1
Facts
• Partnership
• No real estate election made
• For tax year ending December 31, 2018
 Taxable Income of $30,000 (before interest limitation)
 Depreciation Expense of $100,000 (3,900,000 building)
 Interest Expense of $70,000

Net Interest Limitation of $60,000
• Adjusted Taxable Income
• 30% of Adjusted Taxable Income
• Actual Taxable Income
• Interest Expense Carryover

$200,000 ($30,000 +100,000 + 70,000)
$60,000
$40,000
$10,000



Business Interest Expense Deduction –
Example 2
Facts
• Partnership
• Real estate election made
• For tax year ending December 31, 2018
 Taxable Income of $32,500 (before interest limitation)
 Depreciation Expense of $97,500 (3,900,000 building)
 Interest Expense of $70,000

Net Interest Limitation of $0
• Adjusted Taxable Income
• 30% of Adjusted Taxable Income
• Actual Taxable Income
• Interest Expense Carryover

$200,000 ($32,500 +97,500 + 70,000)
N/A (real estate election made)
$32,500
$0



Deduction for Meals & Entertainment
• Applies to amounts paid or incurred after December 31, 

2017

• Food & beverage expense
• Deduction for expenses of employer-operated eating facility for convenience of 

employer provided as de minimis fringe benefit limited to 50 percent until 
December 31, 2025; nondeductible thereafter

• Certain expenses still 100 percent deductible, e.g., company holiday party

• Entertainment, amusement & recreation (includes 
certain membership dues)
 Generally nondeductible
 Certain expenses still 100 percent deductible, e.g., company holiday party







Pass-Through Business Deduction

Full phaseout = $207,500 (single) | $415,000 (married filing jointly (MFJ)), indexed
Threshold = $157,500 (single) | $315,000 (MFJ), indexed



Pass-Through Business Deduction



Pass-Through Business Deduction
• Potential 20 percent deduction of domestic qualified business income from a 

partnership, S corporation or sole proprietorship to noncorporate taxpayers, i.e., 
individuals, trusts and estates

• Sunsets December 31, 2025

• Domestic: effectively connected with conduct of trade/business within U.S. & Puerto Rico

• Qualified business income: net amount of items of income, gain, deduction & loss with 
respect to any qualified trade or business, except

• Reasonable compensation

• Guaranteed payments

• Investment income

• Short-term & long-term capital gain/loss

• Dividend income

• Interest income

(Note overall loss treated as loss for purposes of calculation in subsequent year)



Pass-Through Business Deduction

• Limitations: Apply when taxable income exceeds 
$157,500 single ($315,000 MFJ) & phase out over 
next $50,000 ($100,000) of taxable income
• Wage limitation:  Greater of

• 50 percent of W-2 wages paid with respect to business OR

• 25 percent of W-2 wages paid plus 2.5 percent of unadjusted 
basis (immediately after acquisition) of all qualified property

• Not allowed for “specified service trade or businesses” 
once income exceeds threshold amounts



 Health
 Law
 Accounting
 Actuarial science
 Performance arts
 Investing & investment

management, trading 
or dealing in securities, 
partnership interests or 
commodities

 Consulting
 Athletics
 Financial services
 Brokerage service
 Principal asset is 

reputation or skill of one 
or more of its employees 
or owners

Pass-Through Business Deduction

• Specified service business: Any trade or business 
involving performance of services in fields of



Pass-Through Business Deduction

• Impact of Proposed Regulations
• Proposed regulations released August 2018 (180+ pages)

• Additional guidance on specified service trade or business

• Self Rental Rule – qualified business income includes self-
rental

• Common Employer Rules – wages reported on W-2s issued by 
other parties count as long as trade or business is common 
employer, i.e., professional employer organizations



Centralized Partnership Audit Rules

• Created by the Bipartisan Budget Act of 2015

• Now effective – apply to tax years beginning after 
December 31, 2017

• Election Out for Small Partnerships

• Push-out Election

• Partnership Representative

29



Key Takeaways

• Tax planning pursuant to tax reform:
• Review current income tax situation

• Understand how tax reform changes affect you & your business

• Review choice of entity considerations under new tax law

• Look for additional guidance to be released

• Centralized Audit Partnership Rules
• Understand how this impacts your organization

• Update agreements as needed prior to year-end



Continuing Professional Education 
(CPE) Credit



Questions?
Jason Hamilton, CPA | jhamilton@bkd.com



Thank You!
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