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COWAN, GUNTESKI & CO., P.A.

NEW NJ WITHHOLDING REQUIREMENT FOR CONSTRUCTION
CONTRACTORS SERVICES EFFECTIVE JANUARY 1, 2007

New laws recently enacted under Chapter 85, P.L. 2006, require all persons and
entities, other than governmental entities, homeowners, or tenants, maintaining
an office or transacting business in New Jersey and making a payment of

compensation or remuneration for services rendered in New Jersey to any unregistered unincorporated
contractor must deduct and withhold from the payment a tax equal to 7% (7 percent) of the amount
paid, for any contractor who does not provide proof of registration from the New Jersey Division
of Revenue.

The Act applies to payments made on or after January 1, 2007. The purpose of the Act is to ensure
that the income taxes of resident and nonresident contractors are properly withheld and paid to the
State of New Jersey. The unincorporated contractor, from whom the tax is withheld, will be credited
with having paid the amount pending with the filing of a New Jersey Gross Income Tax or
Partnership Return.

Persons and entities to which the new requirement applies include those that own real estate rental
properties or investment properties and contract with unregistered unincorporated contractors for
repair and construction services to the buildings not deemed as their principal residences.

The owner or lessor of real property to which construction or repair is being made who is required
to deduct and withhold tax from a contractor, will also be liable for the contractor's withholding from
a subcontractor, or the subcontractor's withholding from a lower tier subcontractor on that contract.

Failure to withhold when required and make payment to the New Jersey Division of Taxation will
result in the imposition of penalties and interest for failure to withhold.

For purposes of this new law:

"Contractor" means a person entering into a contract for services to construct, improve, alter, or
repair a building, structure or improvement to real property and includes a subcontractor. 

"Unincorporated contractor" means an individual contractor or a contractor organized as a sole
proprietorship, a partnership, or any other business form not taxable as a corporation for Federal tax
purposes. 

"Subcontractor" means a person entering into a contract with a contractor for services to construct,
improve, alter, or repair a building, structure, or improvement to real property.

40 Bey Lea Road, Suite A101, Toms River NJ 08753  Phone: 732-349-6880 Fax: 732-349-1949
750 Broad Street, Shrewsbury, NJ 07702  Phone: 732-741-2624  Fax: 732-741-8590

www.cowanguntesk i .com



-2-

"Governmental entity" means: the State of New Jersey, or any of its agencies, instrumentalities, public authorities,
or political subdivisions; the United States of America and any of its agencies and instrumentalities; and the
United Nations or any international organization of which the United States of America is a member.

"Homeowner" means an individual who makes a payment to a contractor to construct, improve, alter, or repair a
dwelling which the individual owns and in which the individual resides or will reside.

"Tenant" means an individual who makes a payment to a contractor to construct, improve, alter, or repair a
dwelling unit which the individual rents or leases and in which the individual resides or will reside.

Withholding is not required for any contractor providing proof of registration with the New Jersey Division of
Revenue. A "Business Registration Certificate" (Form BRC), serves as such proof, and should be retained by the person
making the payment. A registered contractor may obtain a printable Business Registration Certificate, form BRC,
online by visiting the New Jersey Division of Revenue's website www.state.nj.us/treasury/revenue/busform1.htm and
clicking on "Obtain a Certificate of Registration."  

Unregistered unincorporated contractors with no business tax or employer obligations may register using Form NJ-
REG-A instead of Form NJ-REG in order to obtain the Business Registration Certificate with the New Jersey
Division of Revenue by going online at www.state.nj.us/treasury/revenue/pdforms/rega.pdf. Unregistered contractors
operating as a business entity (e.g. LLC) must register using Form NJ-REG, instead of NJ-REG-A.

The tax withheld is remitted to the New Jersey Division of Taxation by completing and filing monthly a new form
NJ-500, Monthly Return of Withholding from Unregistered Unincorporated Contractors, which can be obtained
from the New Jersey Division of Taxation by going online at www.state.nj.us/treasury/taxation and clicking on
the Forms link. The NJ-500 form and tax payment is due on or before the 15th day of the month following the calendar month
in which the contactor payment was made. (For example: taxes withheld from contractor payments made in February 2007
would be due to the State of New Jersey by March 15th, 2007.)  For payors who are employers already filing and
paying New Jersey gross income tax withholding can use their regular Form 927/927W to report and remit the
NJ tax withheld from unregistered unincorporated contractors. In either case, at year end a new annual reconciliation
of income tax withheld, for Schedule NJ-W-3-UC is completed and filed by February on the subsequent year (i.e.
February 2008 for calendar year 2007). The payor must also provide the unregistered unincorporated contractor
with Federal form 1099-MISC reporting the amount of payments to the contractor and the amount of tax withheld
for the year.

As one of the leading accounting and consulting firms for the construction industry, Cowan, Gunteski & Co., P.A.,
has expertise in all Federal and state tax laws. Our goal is to position your construction company to take
advantage of all legitimate strategies to minimize your tax obligation. Contact Bill McNamara, CPA - Director
of the Construction Services Group at 732-349-6880 extension 116 or bmcnamara@cowangunteski.com to
discuss your particular situation.

About Cowan, Gunteski & Company, P.A.
As a diversified certified public accounting firm, Cowan, Gunteski & Co., P.A. is committed to being an active
partner in their client's growth by delivering quality, valued-added services. Visit www.cowangunteski.com for
more information on the services available to meet the unique needs of the construction industry or meet us at
the Atlantic Builders Convention in Booth 1230.
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