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ON
MACHINERY

HOW ITS REPEAL IMPACTS
CONSTRUCTION CONTRACTORS

By Ryan Gartman, Principle at CLA — CliftonLarsonAllen

Understanding how federal tax reform will affect your business has received much press and
dialogue for the construction industry. However, local property tax reform changes have not
received quite the press and interest that federal tax reform change has. Business owners are
looking for places to turn for advice. The 2017-2019 State Budget, recently signed into law by
Wisconsin Gov. Scott Walker, included a repeal of the personal property tax on all machinery.
Job site equipment and shop machinery are now exempt for property tax filings effective Jan.
1, 2018,

What happened?
Prior to 2018, only machinery used in manufacturing was exempt from personal property
tax in Wisconsin. As the Wisconsin Legislature evaluated a change to personal property tax, the
most impactful property reclassification that would still fit within the state budget was machinery. The
state approved reform reclassifying all machinery, historically reported on Schedule C of the Wis-
consin property tax return, as exempt property. The state intends to reimburse local municipalities for
lost revenue from their historical Schedule C receipts.

What does this mean?
S ‘ While limited in formal guidance for companies in Wisconsin, the state provided the following defini-
. ~tion of machinery; “a structure or assemblage of parts that transmits forces, motion or energy from
ma(:hlnery; ﬁ;«_ 2 one part to another in a predetermined way by electrical, mechanical or chemical means.” {Wis. Stat.
o §70.11(27) (a).

(14

a siuctureior _ ?“-'&The Wisconsin Department of Revenue has published the updated Form PA-003 to report personal
assemb.lage of parts ﬂ.lat Is propei’fy tax for 2018 and beyond. Schedule C, where this machinery had been previously reported,
transmits forces, motion *.~ has now been blacked out from the report.
oieliote from pne As an aside, the personal property tax law changes also included a reporting repeal on all property
part to anojrher ma . previously reported on Schedule D1 (which is now blacked out), which covered exempt computer
prede_termmed Wa.y by . equipment and software (owned), cash registers and single-function fax machines.
electrical, mechanical
or chemical means.”

(Wis. Stat. §70.111(27) (a).
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For limited construction enterprises that were classified as
CONTRACTOR STATEMENT OF BUILDING MATERIALS PURCHASED 5 .
Section 7754 (3m), Wis. Stats, manufacturing already, please note that, because manufacturing
‘Unn::: hw::n’::’::‘: :::::::n:ammnr in fulfiliment of a real property construction activity, may purchase building materials maChinery was aiready exempt from WisconSin‘S pe{sena] prop-
7 botial et Somesin, S omta soaruge i ook ol waerstrarhy. o gl gt agartiBon, o erty tax, the changes will not have large affects on manufacturing
ﬁ);.m :;::t.;-qulmi facility located in VWisconsin that i ewned by that entity, Use this form te document your purchases of I .f' ti
, ‘ company classifications.
Highways, streats, and roads are not qualifying facilites. aven if located within a facility.
Am | required to use ths form? o~ For most of the state’s construction companies, this should
T cotre v ot o3 Form 5o Lo s o terals 1t 1 ol o vl 1tk : ; o ;
ospiner have been considered in the annual filing, usually due in March.
i ea For items previously included on Schedule C: Machinery, your
+ Retain confracts or agreaments that identify the contracting parties, bid amount, type of work, and signatures of contracting parties. e .
- Do ol sttt he Wacarsia Depariment ofRevanie. default position should have been to remove these items from
[omcath Contaios e the return (unless clearly misclassified in the past).
Project name or number (per your records) Your scheduied star date {mmiyy) Your estmted completion date (mmiyy]
e = | | Opportunities
e e Pt g e Going forward, construction companies should evaluate whether
i | i i ] o A their property is required to be included elsewhere on the property
e A s e tax return or is an otherwise exempt item. If this is not the case,
S = AT A evaluate whether the property meets the new definition of machin-
R o s . il ery and can be excluded. For items that you have reclassified to
When BpRCAtIE. B 5l =
2 =T machinery on the Jan. 1, 2018 return, the validity of this reclas-
T e e 73 i ] G Gl e ot sy e sification will ultimately be at the discretion of your local assessor.
[ andetic park [ Athietic ficld [ Bk Oran Oear i I vy .
B " - D" i Local municipalities have already been scrutinizing the reporting
e done by construction companies. Therefore, in these early years
following this legislative change, it will be important to make those
Need Information? See Wisconsin Tax Bulletin 192 (January 2016), pages 19-21. opr . . .
o 9 - reclassifications as future attempts to reclassify something to
exempt machinery will likely be even more challenging.

The Most Valuable Tools
To Get the Job Done

Experience The Same Rugged Performance
as the MTE Zee Dump in a Corrosion-Resistant,
High-Strength Stainless Steel

TRUCK EQUIPMENT

Monroe Truck Equipment
wwwmonroetruckcom
MONROE, Wi DE PERE, WI MARSHFIELD,WI
800-978-8785 877-814-7605  800-882-1900
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The repeal of the Wisconsin personal
property tax on non-manufacturing ma-
chinery, tools, and patterns will likely result
in significant tax savings for all companies
with offices in Wisconsin. It is important to
review all schedules on Form PA-003 for
exempt machinery, not just Schedule C.
There may have been machinery previ-
ously reported on other schedules that is/
are now exempt.

Other reminders

Don't forget, effective for contracts
entered into on July 1, 2018 or later, the
exemption for products sold in relation to
a real property construction contract with
a tax-exempt entity is also expanded to
include contracts with Wisconsin colleges
and educational institutions. This comes
from a windfall of administrative burden lift-
ing dealt out from Act 59 last September.

In 2013, Wisconsin enacted a sales tax
exemption for products sold by a contractor
as part of a “lump-sum” contract for real
property construction if the sales price
assigned to the products was less than
10 percent of the total, lump-sum contract
price. Effective for confracts entered into
after Dec. 1, 2017, this exemption has
been expanded by Act 59 to apply to
all real property construction contracts,
whether or not they are quoted as a “lump
sum.” However, in order for the exemp-
tion to qualify, the total sales price of the
products still must be less than 10 percent
of the total contract price.

Act 59 also expands this exemption
to apply to both prime contractors and
their subcontractors. If a prime contractor
qualifies for this exemption, then the
prime contractor is still considered the
consumer of the products and must pay
the related sales/use tax. In addition,
if a prime contractor qualifies for the
exemption, then the sale of products by
the subcontractor to the prime contrac-
tor is now also exempt if the total sales
price of the taxable products is less than
10 percent of the total contract price. In
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those cases, the subcontractor is deemed
to be the consumer of those products and
must pay sales/use tax on them.

These recent state and local tax devel-
opments should help lower property tax
assessments to contractors in this state.
The developments should also lower the
administrative time involved with passing
through sales tax exempt material to the
public sector.

The information contained herein is
general in nature and is not intended,
and should not be construed, as legal,
accounting, investment or tax advice or
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opinion provided by the author to the
reader. The reader also is cautioned

that this material may not be applicable
to, or suitable for, the reader’s specific
circumstances or needs, and may require
consideration of nontax and other tax
factors if any action is to be contem-
plated. The reader should contact his or
her tax professional prior to taking any
action based upon this information. The
author assumes no obligation to inform
the reader of any changes in tax laws

or other factors that could affect the infor-
mation contained herein. %

* READY MIX CONCRETE
* MASONRY MORTARS
* BUILDING PRODUCTS FOR THE
CONCRETE AND MASONRY CONTRACTOR
* AGGREGATES FOR THE CONSTRUCTION INDUSTRY

LYCON INC. is a family owned supplier of
O ready mix concrete, masonry mortar and [ES

N\ Mortar

building materials serving Wisconsin. We
are committed to providing quality

products and services to our customers. [Lslegln olog ies

1-877-599-5090

LYCON INC
Concrete/Aggregate

800-955-7702 » 800-955-8758 » 866-575-1389
Mortar/Building Materials
877-599-5090

www.lyconinc.com
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