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The North American Equipment Dealers Association (NAEDA) represents nearly 5,000 retail agricultural, industrial and outdoor power equipment dealerships in the U.S. and Canada. Collectively, these dealerships employ approximately 100,000 people. NAEDA works with 15 affiliated associations in the U.S. and 3 in Canada. It is on their behalf – and the dealerships we serve – that we submit these three Tax Reform Options for PERAB consideration.

1.  Extend IRC §179 and §168 – Capital Investment Incentives and Depreciation Expensing

Business Environment Gives Rise to Extension: 

The Small Business and Work Opportunity Tax Act of 2007 (SBWOTA) and the Economic Stimulus Act of 2008 (ESA) changed the rules regarding depreciation and deduction of business property costs. Those rules had numerous provisions that benefitted equipment dealers and their customers these last couple of years.

For example, the two acts provided:

· An additional first-year depreciation deduction equal to 50 percent of the cost of certain new property: property eligible for MACRS with a depreciation period of 20 years or less, and, according to Section 179.

· Section 179 increased the business expense deduction to allow faster write-offs of capital purchases.

For these reasons, the continuation of these two acts is critically important to equipment dealers. These laws and their provisions encourage more equipment purchases by customers and dealers who purchase their own machinery, tools or other property either used in a dealer’s business or held in inventory for leasing purposes.

Allowing equipment customers (farmers and ranchers) to write off or depreciate a piece of equipment over a shorter lifetime, should increase their income, help in their debt repayments and allow for the timely replacement of equipment with newer models. Faster equipment replacement also brings environmental benefits from newer engines, better fuel efficiencies and the latest technology in emission controls.

Two areas we also recommend PERAB consider are the MACRS Depreciation Class Life Systems for: 1) farm and ranch equipment, and 2) dealership buildings and contents. Currently, farm and ranch equipment is assigned a class life of seven years while construction equipment is assigned a class life of five years under IRS Code 168. Farm and ranch equipment, like construction equipment, is used year-round and has become somewhat interchangeable. 

(Continued on page 2)
For dealership buildings and contents, the various depreciation definitions for “class life” needs to be reviewed by IRS and adjusted to reflect changes in the industry. The current depreciation schedules spread out the costs of such improvements over too long a recovery period, which often delays a dealer from making such investments. The need for buildings to accommodate newer and larger equipment and provide adequate space for diagnostic hardware to service equipment, including tracking and guidance systems, will demand capital expansion for many dealers.
Solutions:  

· Extend the bonus depreciation and Section 179 provisions enacted under The Small Business and Work Opportunity Tax Act of 2007 and the Economic Stimulus Act of 2008.
· Change the farm and ranch equipment assigned class life to five years for depreciation purposes to match the same assigned class life of construction equipment.
· Modify current depreciation schedule for buildings and contents to accurately reflect actual lifetime usage rates.
2.  Amend IRC §62 - To Clarify Tool Reimbursement Programs for Technicians/Mechanics

Business Environment Gives Rise to Clarification: 

The majority of America’s more than 4 million technicians/mechanics must buy their own tools as a condition of employment. Best business practices support this requirement because the user of the tool has the best knowledge of what is needed for the job and is the best person to maintain and secure the tool. 

Currently, if an employer buys tools, the tools are depreciated or expensed on the employer’s tax return. However, if an employee buys tools as an agent of an employer, the employer typically increases the employee’s compensation to account for the investment made on behalf of the employer. This increase (“bump”) to compensate for tool expenses gets added to the employer’s payroll system, subjecting the bump to withholding of taxes payable by the employee and matching payroll taxes payable by the employer. This is inequitable for both the employee and the employer since the typical technician will invest $15,000 to $25,000 in tools to perform his/her job.

The employee may, under the Internal Revenue Code (the itemized deduction approach), claim tool expenses as a miscellaneous itemized deduction. However, less than 10 percent of technicians/mechanics actually use this approach because they are limited by the standard deduction and 2 percent of AGI thresholds. The alternative approach (the reimbursed approach) has several problems not covered by Treasury regulations, which make it difficult for an employer to implement.

Attempts to Obtain Clarification:
Tax professionals, representing thousands of auto dealerships, farm equipment dealerships, construction equipment dealerships, aviation businesses, etc. (including third-party administrators of tool reimbursement plans for these businesses), have repeatedly requested Private Letter Rulings, Industry Issue Resolutions and congressional inquiries from IRS, but have yet to receive definitive guidance from the IRS on the issue of tool reimbursements for the dealerships mentioned herein. 
(Continued on page 3)

The IRS has given guidance in response to an Industry Issue Resolution request from the pipeline construction industry (Rev. Rule 2002-35 and Rev. Proc. 2002-41), which authorizes a deemed substantiation rate of $13.00 an hour for employees ($8.00 for their tools and $5.00 if they purchase gasoline for their rigs) who provide their own welding or heavy mechanic rigs. This employee expense reimbursement rate for the pipeline construction industry requires no substantiation and appears to be unfair to other technicians/mechanics who also have to provide their own equipment.

Solution:  

Clarify this issue by amending Section 62 of the IRS Code so businesses and their technician/mechanics can receive fair tax treatment in relation to their investment in tools. 

Specifically:  

· Allow employer payments under a tool reimbursement or other tool expense allowance arrangement.

· Allow amounts paid by an employer under a tool reimbursement or other tool expense allowance plan to not be considered wages or other compensation and be exempt from the withholding and payment of employment taxes, unemployment taxes and income taxes.

· Direct the Secretary of the Treasury Department to develop regulations that prescribe a method for employers to substantiate the amount of expenses allowed as deductions under Sections 167 and 179 of the IRS Code for tool reimbursements. 

3.  Amend IRC §263A – Clarify or Delete Capitalizing Certain Costs to Inventory

Business Environment Gives Rise to Clarification or Deletion: 

Section 263A of the IRS Code requires businesses to capitalize certain costs, such as labor, handling, purchasing and storage of inventory products, if the business has more than $10 million in annual sales. The trouble with this Section of the IRS Code is the calculation is highly complex for most businesses and the $10 million in annual sales amount has not kept pace with business growth or consolidation with other businesses. This section is particularly hard on smaller businesses that lose the ability to write-off these costs as part of their normal operations each year.

Solution:  

Clarify this issue by amending / increasing the threshold at which business must capitalize certain costs, simplify the calculation or delete the requirement all together from IRS Code.  
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