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THE INTEGRATED MANUFACTURER/CONTRACTOR RULE

In 1989, the West Virginia Legislature enacted major tax legislation that affects persons who either produce
or manufacture goods that are then utilized by them in a contracting activity. Producers or manufacturers of
goods that are utilized by them in contracting activities must pay use tax on the "gross value" of such goods.
This new provision applies to producers of natural resources and manufacturers that also engage in contracting
activities. The purpose of this Publicationis to provide general information concerning these changes. Itis not
a substitute for tax laws or regulations.

Example: Akitchen cabinetmanufacturer, ABC Company, entersinto acontractto remodel akitchen,
including supplying the cabinets that are manufactured atits plant facility. Althoughthe purchases ofthe
raw materials and equipment used to manufacture the cabinets are exempt since these items would be
directly usedin manufacturing, ABC Company must pay use tax onthe “gross value” of the cabinets utilized
inthe kitchenremodeling.

“Gross value” should correspond as closely as possible to the gross proceeds that would be received by the producer
ormanufacturerinanarmslength salestransaction to another person of goods of similar quality and quantity. “Grossvalue”
is determined by applying the following rules inthe order stated.

1. Thegrossvalue ofthe natural resource product or manufactured product consumed or used in contracting shall
be equaltothe selling price, atthe place of use or consumption, of similar products of like quality and character offered for
salein similar quantities by persons unrelated to the taxpayer.

2. Inthe absence of sales of similar products by other persons as a guide to value, gross value shall be equal to
the average price at which sales of the same or a similar product are made during the taxable year to customers of the
producer or manufacturer.

3. Inthe absence of salesto customers of the taxpayer as a guide to value, gross value shall be determined by first
deterring the cost ofthe product and adding thereto the average markup realized by the producer or manufacturer ofthe
productbeingvalued. The costofthe product shallinclude every item of cost attributable to that particular product, including
alldirectand indirect overhead costs.

Aworksheetis provided on the back of this Publication to assistin computing the “gross value” for use tax
proposed.

EXCEPTION FOR ON-SITE PRODUCTION OR MANUFACTURING

An exception to the integrated manufacturer/contractor rule arises in certain limited circumstances. If the
production or manufacturing takes place at the job site, then the producer or manufacturer is treated solely as a
contractor. Inthis case, the producer or manufacturer would pay use tax on materials and equipment used or consumed
inthe production or manufacturing process (which is deemed to be part and parcel of the contracting activity) and the
“gross value” of the completed productis not separately taxed.

Example: Akitchen cabinet manufacturer entersinto a contractto remodel a kitchen, including
custom cabinets to be built atthe site. The kitchen cabinet manufacturer will be treated as a
contractor in this situation. That means he must pay tax on the lumber and tools used to construct
the custom cabinets. However, the “gross value” of the finished custom cabinets is not
separately taxed.

Example: XYZ Company, an asphalt producer, agrees to pave a driveway for an individual. XYZ
Company moves its portable asphalt plant to the site to produce asphalt for the driveway. The
asphalt producer will be treated as a contractor in this situation because the asphaltis being
produced on site. Therefore, the asphalt producer will pay tax on the raw materials and
equipmentused in producing the asphalt at the site. Also, any repairs on equipmentused atthe
site to produce or manufacture goods used in contracting would be taxable.




The worksheet below will assistin computing the “gross value” on which use tax must be paid by the producer or manufacturer of

WORKSHEET

goods consumed by them in contracting activities.

STEP

STEP

STEP

1.

1

3.

Are there sales between parties unrelated to you of products of like quality Yes No
and characterin similar quantities?
Ifyes, use the price involvedinthese sales asthe “gross value” for use tax $
purposes. Ifno, continue to Step 2.
Yes No

Doyou sellsimilar products to unrelated customers?

If yes, usethe price involvedinthese sales as the gross value for use tax
purposes. Ifno, continue to Step 3. $

Compute the costs involved in producing or manufacturing the product.

a. Directcosts(materials, labor, etc.) $
b. Indirectcosts (overhead and administrative costs, etc.) $
c. Totalproductcosts. AddLines1and1b. $
2. Addtheaverage markup onsimilar products. $

3. Totalof costsand markup. AddLine 1c.andLine 2. Usethisamountas
“gross value”for use tax purposes. $

Ifyou have questions concerning how this law change affects your particular business, contact:

Departmentof Taxand Revenue
Taxpayer Services Division
P.0.Box 3784
Charleston, West Virginia25337-3784

Telephone: (304)558-3333or
Tollfree within West Virginia: 1-800-WVA-TAXS (1-800-982-8297)

TDD Service forthe hearingimpaired 1-800-2TAXTDD (1-800-282-9833)
Toorderforms or publications call:

(304) 344-2068 or
Tollfree within West Virginia 1-800-422-2075




