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EXPLANATION OF THE BILL

Current Law: For the sdlestax, the tax base for prefabricated homesisthe sde price. Thetax ona

new prefabricated home is 6.5% of the sdles price. There are three Stuations for determining the tax.

- If amanufacturer of a prefabricated home contracts to ingtal the modular units on afoundetion, they
are consdered a congtruction contractor and the 6.5% tax applies only to the cost of the materias
to manufacture and ingtall the modular units.

A dedler that has purchased a home from a manufacturer and contracts to ingtall the modular unit on
afoundation is consdered a construction contractor but must pay the 6.5% sdes or use tax on the
deder’s cost of the prefabricated home and al materials used to attach the units to the foundation.
A manufacturer or dedler who does not ingtall the prefabricated home on afoundation is making a
retail sale of tangible persond property and the 6.5% sdes tax is charged to the customer on the full
sdes price for the prefabricated home and any building materials sold.

In contrast to prefabricated homes, the tax base for manufactured homes is 65% of the dedler's cost.

Proposed Law: The proposal would not change the tax treatment for manufacturers contracting to
place the home on afoundation. The proposa would change the tax base to 65% of the sales price
from the manufacturer to the dealer. The tax base would be changed to 65% of the manufacturer’s
wholesdelig price for aretal sae of tangible persond property, dso. The proposa would be for sngle
family or multifamily dwdlings
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REVENUE ANALYSISDETAIL

The Building Codes and Standards Divison at the Minnesota Department of Administration
provided information regarding al prefabricated homes placed on sitesin Minnesotain calendar
year 2002. All prefabricated homes sited in Minnesota require an Indudtridized Buildings
Commisson (IBC) sedl.

Approximately 860 IBC seals were issued for new prefabricated homes. Information available

indicates that 250 homes were sold, in the same year, directly from manufacturers to consumers and

sdestax was paid only on the cost of materias.

The number of homes purchased directly by consumers as persona property isassumed to bea
very small percentage of the total number of homes.

The number of prefabricated homes statewide that will be affected by the proposdl is, therefore,

estimated to be 610 for calendar year 2002. These are the homes for which the dedler would have

paid sdestax on deder’s cost and will now be paying sdes tax on 65% of the manufacturer’s
wholedeligt price.
The average wholesae ligt price that the manufacturer charges to the dedler is estimated to be

$81,400 in 2002. Note that the manufacturer salls homes at various levels of completion to deders

or dedler/builders.
The amount that the dedler charges the consumer for this portion of the home placement price may
be 10-15% more and is estimated to be $91,200 in 2002. The average prefabricated home
congtructed in Minnesota is estimated to cost $72 - $80 per square foot.

Increases in the number of new homes sold are expected to be 5% per year. Prices are expected
to increase at the rate of 2.5% per year.

The fiscd year 2004 estimate was reduced to reflect 11 months of collections.

Number of Homes Affected: Estimated to be 610 in 2002.
Egtimated Number of Prefabricated Home Manufacturers Sdlling in Minnesota: 17
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