Mastering the UNICAP Rules of IRC 263A: Allocating Direct
and Indirect Costs for Producers of Tangible Property
An Advanced Case Study With Calculations and Schedules
WEDNESDAY, DECEMBER 16, 2015, 1:00-2:50 pm Eastern

IMPORTANT INFORMATION
This program is approved for 2 CPE credit hours. To earn credit you must:
• Participate in the program on your own computer connection (no sharing) – if you need to register
additional people, please call customer service at 1-800-926-7926 x10 (or 404-881-1141 x10). Strafford
accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.
• Respond to five prompts during the program plus a single verification code. You will have to write down
only the final verification code on the attestation form, which will be emailed to registered attendees.
• To earn full credit, you must remain connected for the entire program.

WHO TO CONTACT
For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x10 (or 404-881-1141 x10)
For Assistance During the Program:
-On the web, use the chat box at the bottom left of the screen
If you get disconnected during the program, you can simply log in using your original instructions and PIN.
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The Uniform Capitalization (UNICAP) rules of Section 263A of the Internal Revenue Code
(IRC) prescribe the method for determining the types and amounts of costs that must be
capitalized rather than expensed in the current period. The UNICAP rules apply to those
who, in the course of their trade or business, produce real property for use in the business
or activity; produce real property for sale to customers; or acquire property for resale.
(“Produce” means to construct, build, develop or improve property.)
Section 263A is significant for the real estate industry, and it is specifically important for
land developers and large homebuilders whose average annual gross receipts are more
than $10 million and contracts are in excess of two years. For construction contractors
using the percentage of completion method under Section 460, the regulations under
Section 460 mirror the regulations under Section 263A.
The UNICAP rules require a taxpayer to capitalize all direct costs and certain indirect costs
properly allocable to property produced or property acquired for resale.
• Direct costs are defined as the direct material costs and direct labor costs for a
contractor or large homebuilders and the acquisition costs for a land developer.
• Indirect costs are defined as all costs other than those considered direct material
costs and direct labor costs or acquisition costs. Indirect costs are properly allocable
to property produced when the costs directly benefit or are incurred by reason of
the performance of construction or development activities.
Indirect costs can be categorized into two groups: those that must be capitalized and
those that are allowed to be expensed in the current period. Indirect costs allowed to be
expensed in the current period include marketing, selling, advertising and distribution
expenses; general and administrative expenses not related to construction or
development; officers’ salaries that are not related to construction or development
activities; research and experimental expenses; as well as depreciation and amortization.
A taxpayer that produces property must capitalize all costs incurred before, during and
after the construction or development of the property. Pre-construction and predevelopment costs must be capitalized, including the carrying costs, real estate taxes, and
costs of zoning requests related to the holding of realty for future development.
Construction and development period costs are those costs that fall between the date on
which construction or development begins and construction or development ends.
Construction or development is deemed to have ended once the property is placed in
service or ready for sale. Any costs incurred after the construction or development would
be considered post-construction or development costs. Interest, however, only needs to
be capitalized during the construction or development stage.
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There are various methods that can be used to allocate the direct and indirect costs to the
property produced. Depending on the taxpayer’s needs and type of construction or
development, one of the following methods can be used:
• A specific identification method, where costs are traced to a cost objective – a
specific contract, for example – on the basis of a cause and effect or other
reasonable relationship between the costs and the specific contract.
• A burden rate method, where indirect costs are allocated based upon a ratio, such
as labor hours, to the contract using predetermined rates that approximate the
actual amount of indirect costs incurred.
• A standard cost method, where direct and indirect costs are allocated to the contract
through the use of pre-established standard allowances, without reference to actual
costs incurred. Any significant variances would need to be reallocated.
The updated UNICAP rules will affect many contractors and land developers as many of
the costs that were previously deductible as period costs are now accumulated and
allocated between the contract or development costs and current period costs. The
UNICAP rules also delay the expensing of capitalized costs, which ultimately results in the
acceleration of taxable income.

Connect with Jolaine
Jolaine Hill is a director in Katz, Sapper & Miller’s Tax Department and
Construction Services Group. Jolaine is primarily responsible for tax
compliance issues that include the technical review of tax returns. She is
also charged with ensuring that the accounting staff remains current on tax
issues.

about

industries

services

resources

careers

overview

alternative investments

assurance

news

leadership programs

history

construction

tax

events

campus hires

mission

dealerships

transactions

blog

experienced hires

our people

emerging business

consulting

publications

benefits & wellness

affiliates

equipment leasing

subscribe

learning &

KSM news

esop

healthcare reform

development

community involvement

government

secure file exchange

life at KSM

global presence

healthcare

client portal

life in Indy

locations

high net worth & family services
higher education
hospitality
insurance
life sciences
manufacturing & distribution
not-for-profit
real estate
technology
transportation
veterinary

An independent member firm of PrimeGlobal

Terms of Use

Privacy Policy

Legal

Contact

Subscribe

© 2015 KSM Business Services, Inc.
website content management powered by Marketpath CMS

http://www.ksmcpa.com/section-263a-uniform-capitalization-rules

11/24/2015

Section 263A: Uniform Capitalization Rules | Katz, Sapper & Miller

Page 3 of 3

http://www.ksmcpa.com/section-263a-uniform-capitalization-rules

11/24/2015

