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Construction companies operate at the intersection of 
labor, equipment, financing, and complex job costing. 
These factors create tax deduction opportunities that 
are uncommon in many other industries—but they also 
introduce risks when planning is overlooked, or 
decisions are made in isolation.

This guide highlights the deductions that tend to 
matter most in construction, where meaningful 
opportunities exist, and where contractors 
frequently miss planning opportunities or 
create unintended consequences.

This is not an exhaustive list of every 
available deduction. Instead, it is a 
practical reference focused on 
areas that typically have the 
greatest financial impact.

Equipment and Asset 
Deductions

Equipment is often one of the largest drivers of tax 
deductions in construction, but expensing decisions 

should never be automatic.

Common opportunities include bonus depreciation on 
qualifying assets, Section 179 expensing when greater 

control over timing is needed, and depreciation strategies 
aligned with equipment financing and bonding requirements. 

The treatment of repairs versus capitalization for equipment 
maintenance can also materially affect deductions.

Common pitfall: Expensing equipment without considering balance 
sheet impact, loan covenants, bonding capacity, or long-term flexibility.

 

Interest and Financing Costs

Debt is a normal part of construction growth, but interest deductions are no
longer unlimited.

Key considerations include exposure to the Section 163(j) interest limitation, eligibility for 
the small business exemption, and how interest expense interacts with depreciation 

elections and accounting methods. In some cases, interest may need to be capitalized into 
job costs rather than deducted currently.

Common pitfall: Failing to model interest limitations before financing decisions are made.

CSH | A Practical Tax Deduction Guide For Construction Companies in 2026 and Beyond 



Labor and Workforce-Related Deductions

Labor is the largest cost for many contractors and a major driver of tax 
planning opportunities.

Potential deductions and credits include employer payroll taxes and 
benefits, retirement plan contributions, training and safety program costs, 
and qualified research and development credits tied to design, process 
improvement, and constructability efforts.

Common pitfall: Assuming R&D credits do not apply to construction or 
failing to adequately document qualifying activities.

 

Job Costs and Project-Related Deductions

Job costing decisions influence both tax outcomes and financial reporting.

Common deductible areas include subcontractor costs, retainage, 
warranty and punch list work, change order and claim-related costs, 
project-specific insurance, and bonding expenses.

Common pitfall: Poor alignment between job cost accounting and tax 
treatment, resulting in timing issues or lost deductions.
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Accounting Methods and 
Timing Opportunities
Accounting method choices directly affect 
when deductions are recognized, and cash 
flow is realized.

Areas to evaluate include revenue recognition 
methods, cost capitalization policies, lookback 
interest exposure, and method changes that can 
improve timing without increasing audit complexity.

Common pitfall: Continuing to rely on legacy accounting 
methods that no longer reflect how the business operates. 

State and Local Tax Considerations

Multi-state operations introduce both complexity and opportunity.

Potential planning areas include state income and franchise tax 
deductions, apportionment strategies, and state-level credits related to 
workforce development, investment, or location-based incentives.

Common pitfall: Treating state tax compliance as an afterthought instead of 
part of proactive planning.

A Practical Reminder
Tax deductions in construction are highly interconnected. Maximizing 

one deduction without considering audit implications, bonding 
requirements, or cash flow can lead to unintended consequences. 

The most effective planning balances tax efficiency with financial 
clarity and operational realities.

 

How CSH Helps Construction 
Companies

At CSH, our construction tax specialists work closely 
with audit and advisory teams to help contractors 

identify deduction opportunities that align with their 
overall business strategy. Our focus is on practical 

planning that withstands scrutiny and supports 
long-term growth.

If you would like to discuss how these 
deductions apply to your specific 

operation, we are always happy to share 
our perspective.

Contact Us Today
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https://www.cshco.com/industry/construction#contact-us-form

