TN Taxation of Computer
Department of

Software
Revenue Tax Webinar: December 2023

Information is current as of the date presented and may not reflect legislative and
other subsequent changes. For the most up-to-date information, please refer to
our published tax manuals and Revenue Help articles. Additionally, you can find

legislative summaries by year/tax type here.



https://www.tn.gov/content/tn/revenue/tax-resources/legal-resources/tax-manuals.html
https://revenue.support.tn.gov/hc/en-us
https://www.tn.gov/content/tn/revenue/tax-resources/legal-resources/legislative-summaries.html

Thanks for joining us!
We will begin at 9:00 am (CST)

> Please check your audio settings. See below for resources in case you
experience audio or other technical difficulties:

« Contact WebEx Support https://help.webex.com/contact/

« Link to Technical Service Resource Guide
https://www.cisco.com/c/en/us/support/web/tac/technical-services-resource-guide.html

« Tryleaving and then re-entering the event

View a recording of today’s presentation!

tn.gov/revenue > Taxpayer Education > Tax Webinars

https://www.tn.gov/revenue/taxpayer-education/tax-webinars.html
The webinar recording will be posted in the “Webinar Video Library” the day after the event.

> Please submit specific account-related questions or any questions that do
not get addressed in this webinar to us directly!

«  www.tn.gov/Revenue
« Revenue.support@tn.gov
* 615.253.0600 (M-F 8-4:30 CST) TN

Revenue
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https://help.webex.com/contact/
https://www.cisco.com/c/en/us/support/web/tac/technical-services-resource-guide.html
https://www.tn.gov/revenue/taxpayer-education/tax-webinars.html
http://www.tn.gov/Revenue
mailto:Revenue.support@tn.gov

Overview

The access and use of computer software in TN is
subject to sales and use tax regardless of a customer’s
chosen method of use.

Tenn. Code Ann. 867-6-231

LAW & DEFINITIONS

DETERMINING TAXABILITY

EXEMPTIONS

RESOURCES



Basic Law

The retail sale, lease, licensing, or use of computer
software in this state, including prewritten and
custom computer software, is subject to sales and
use tax if provided/delivered ...

Via remote access to a customer located in Tennessee;

On a tangible storage medium, e.g., disks and tapes, to the customer in
Tennessee;

By loading and leaving on the customer’s or the customer’s designee’s computer
in Tennessee;

By electronic delivery, e.g., download, to the customer’s or the customer’s
designee’s computer in Tennessee; or

By programming it into the customer’s or the customer’s designee’s computer in
Tennessee.
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“Computer Software” Definition:

A set of coded instructions
designed to cause a
computer or automatic data
processing equipment to
perform a task.

INCLUDES
PREWRITTEN &
CUSTOMIZED
COMPUTER
SOFTWARE




Prewritten Software:

Software, including prewritten upgrades, that is not
designed/developed to the specifications of a
purchaser. Can include:

% software that * prewritten % combination of
was originally upgrades two or more
ENEQERER designed to “prewritten
custom but is modify or computer
subsequently enhance software”
sold to a previously programs or

purchaser it was purchased prewritten

not designed for prewritten portions or
computer > modules
software




Customized Software:

Software designed and
developed to the
specifications of a specific
purchaser.




Remotely Accessed Software (SaaS)

Also known as cloud/
internet-based, providing
remotely accessed software
as a service includes the
access/use of software that
remains in the possession of
the dealer who provides the
software.

TN = Sales and Use Tax Notice

Remotely Accessed Software

Changing Technolagy Reguires Law Change

Cosmgputar software has been subject 1o saks and
L 3 in Tanrdsses since 1977, Whan enasied
and in subsequent amendments, the kw addressed
el s thoscks by which customiers accessed and
s coemgaiar software at that cime. Changing
technology, hoavar, has made it pessibia to usa
soitwans remotaly through tha reemat

To addrass this change in echnology, Public

Crapaer 514, effective July 1, 2015, says that the
taxabia use of computer softwara in Tennesses
includes the aocess and use of software that
RTINS |N POssEsson of e salkr and {5 remotly
acoessed by 3 cusIcmer for usa in this state. This
Prowision ey res that Sofmwarne remains subject o
sales and use @y regardkss of 3 astomers mezhod
iof L.

Callection of Tax by the Seller

Thi Sefler misn colait td 3t the 7% stane Lo ras,
plus ther applcable local ta rate, on the sales price
Fowr the usa Of remotely Jcoassed softwarne during
billing pariods that bagin om or afer july 1, 20015,
This Rais agpdies o ary SC0RSS and use of te
softwang from a locaton in Tennsssas, and it
applis wihether the charge for the software is ona
PR LR, par e, par koanse, subscription, or any
ot bask. The softwars |5 accessed from a
location in Tennesses if a cUsomsrs residential o
primany besingss address is in this state

updated December B

Paymetnt of Tas by the User

I tha Seller doas not COlleCE the Tax, purchasers in
this. SEate whis resmotely 2C0ess and wse softaarns
MUSE Faport and pay Use (e directly to o
Dispaitmeana on th purdhase price for the usa of tha
ity acoesnied softwars

Users im Mulziple States

I tha puirchaser pays for acoess 1o softaare that will
b e by inclividusals who ara kecated in this scaos,
and azhier indiiduals wio are located outside this
state {Tor exampke, the purchaser's employess), than
the price: paid by the purdassr may be alkocated
based on thie parcentags of uSers kooated in
Tenressog I Germing e AMount subijc o
Tendassos T This may ba done in ona o two
N

I thit purchaser ts regaernad for Tannasses saks
and SR L pUnposes, T iDmay usa the nes
Remataly Arcessed Sofvaare Direct Pay Permdt fonm
o purchase the softwars without paying taom o tha
salier. The purchaser then must diredly pay tha tax
10 the Departmand on the portion of the price that
cormesponds 1o the peroentage of wsers locaned in
Tenrwssed. Tha form must induda the purchasers
Tenressis saks and Usa ta regisiration number.
Sew imponant natica 15-24 Tor maone informatian
abeeit th nesdy created Remotely Accessisd
Software Dire: Pay Permit that becama wailabia
Tor use Decambar 201 5.

I thia purchaser is not registared for Tennessos
sakes and use e purposes, then it may wwe a fully

CHecimimar: Tha imfzrmation

o town decisana. e thi rotics i rended m e comprstara

ke hearw i Crrnt an o thes aits of pubication bt mary changs s @ rewi of rew titsie, negd o,
wvere and utusions unamicpaed by thin sotion may oo, s ok

s yoal thaald contact the deganmant o your tas profevsonal for forther guidance.

This wiction wirk updated in Decermber 2015 o detad a reew Dagartmant ferm and prodeduce

NOTICE 15-14

https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-14.pdf



https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-14.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-14.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-14.pdf

Sales Price & Sourcing

SALES PRICE - The sales price is the total amount for which
an item is sold. It includes labor and service costs of the seller
as well as charges for services necessary to complete the sale.

SOURCING - Sales of computer software and taxable

services are sourced by:

if @ customer uses/accesses the software from a location in this state it is
subject to TN sales tax

if the purchaser has users, e.g., employees, located in the state and outside
of the state that access and use the software, the sales price may be
allocated to claim an exemption for the out-of-state portion of the sales
price.

Webinar: Nexus for Out-of-State Businesses
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https://www.youtube.com/embed/9YSHN_NjXRY?rel=0&autoplay=1&loop=1

Software-Related Services - Taxable

Charges for consulting or other services that contribute to the
creating, designing, developing, fabricating, programming, altering,
or modifying of computer software are labor/service costs that are
necessary to complete the sale of the software are subject to tax when

made as a part of the sale of the software, even when the service charges
are separately itemized or invoiced by the seller of the computer
software.

Modifications or enhancements to customized or prewritten computer
software are considered sales of computer software and are subject to
sales and use tax.

Software Installation and Repair services are enumerated by law as
being subject to sales tax in TN.

| 10



Training/Configuration

« Tennessee does not specifically impose sales tax on training or software
configuration; however, these services are taxable if necessary to complete the
sale of the computer software or installation of computer software, regardless of
whether they are separately itemized.

- Stand-alone training or software configuration services provided by a third party
are not subject to sales tax.

Software configuration is a means of
setting pre-defined toggles or
switches and/or building tables that
give direction or define values of

parameters within the software. N




Maintenance Contracts

“Computer software maintenance
contract” means a contract that
obligates a person to provide a
customer with future updates or
upgrades to computer software,
support services with respect to
computer software, or both.

COMPUTER SOFTWARE MAINTENANCE
CONTRACTS ARE SUBJECT TO BOTH
SALES AND USE TAX

« Applies to computer software
installed on computers located in
TN

- |f location of software covered is
not known, tax is applicable if the
purchaser's residential/primary
street address is in TN

m Revenue

Sales and Use Tax Notice

December 2015

Sales of Computer Software Maintenance Contracts

Camp Sl M amce Comtract Iis
Defined by State Law

TennEston | Fe specifically dofings 3 CompLUTEs
softwane mainenance contract. i ks a contract that
obligates oNe PErson 10 provics I anathar persn
fusure Lpdates, UPRradies andior SUPPOT Serices
flor CoMmgeRer softaars:

Computer Softwane Maintenane ConracLs Ane
Subject to Sales amd Use Tax

Thi Sale of, use of, Or SULSCTIPIG 10 3 CoMpJRE
softaang Maintenance conract in Tennessea is
Sulbject oo Sales and use L [T ODes not maier
wiithir the: purchase ks a mardaso ny g rement
o obeaining the computer software, o the purchase
is optional and separately priced and roiced from
el CoeTipRTR Softwars Corrd by ohe softeans

M RNANCE COMTact. Sakis of uSe R & due wnder
each of the following CroumsLances

1} AL Sl i Bai e Contract
s Tamabde if Sobd n Conjunction with a
Tasable Sale of Computer Sofoware

A COMpUTET SofMWare Mainmenance Conrac s
rasaibla i ir is sold as part of a Tennessos bk
sale of computar software.

Exampla: & purchaser biys computar software in
Tannesses from Tennesses Computer Softearns
Dealar FTCSD). ALt sama time, the purchaser
aken EufyS 3 Sofware Maintenancs Conbract than
oS repairs of the sofvware he is purchasing
TCSD chiargess Tannessas Sl s e on tha sabs of tha

sofoware. Tha sala of the contrac is also subject o
tha Tennesses saks Lax

2] AComputer Softwane Maintenamnte Combract
|5 Taxable if the Sofrware IS bnstalled on 2
Cinmipister I Temnessee

A COMPARET Softwans Mainenance contras &
taxable if the comgeeer software coverad by e
COMELREs Softane: MAinTenance coniract &
instaliad O 3 COMERITEr in Teressos.

Examphic A purchaser buys a cempuiar sofaars
maiRenance conirad from Sofwane Maimenance
Contract Dealor (SMCDT. The COMTaCT (owrs
rapairs to sofowaire that & inszalled on the
purchasers Tennesses office computar. The sale of
thit CoNTICT is SLbject 1o the Tennessed: S les L,
and SMOD would collec and rsmi tha ks,
Huraarwar, if the sales tax was not collected on the
purchase, the purchaser vaoukd ows Tennesses LSe
1aK o the purchasa price of tha conbract.

Z) A Computer Softwane Maintenande Combrad
Is Taxable if the Location of the Softwans i
Unionown, but the Purchaser Has a
Tenresses Address

A COMpLRE SOffaans MainTenante cnirac &
taxabie if the location of the computsr softwans
tovered by the COMPULET Sofbwarns Maintenanos
CONFACTE {5 unknoam, bt the purchasers residentia
of primary business addross it kocated in
Terwassi.

Examplic Tennesses Purchasar (TP buysa
COMmpies Softwans Maintenante oontract from

Disclaimar: T i=fzrmas
or coun daciiana. Wede
11 o theold czm

f
compretens:

an of th st of publication bue sty changs &s & el of mew nitste, reglsions,
e, e, andl Ntustions Lnanticpated by this notios may oo bsmsch
wct tha dapartmant or your tas professonal for ferther guidesce

Notice #15-25

https://www.tn.gov/content/dam/tn/revenu
e/documents/notices/sales/sales15-25.pdf
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https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-25.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-25.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-25.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-25.pdf

Other Services: Not Taxable

- information or data processing services [including the capability of
the customer to analyze such information or data provided by the
dealer]

* payment or transaction processing services
- payroll processing services

- Dbilling and collection services

- internet access services

- the storage of data, digital codes, or computer software

converting, managing, and distributing digital products

13
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Single Article Application

APPLICABLE

* Prewritten Software

NOT APPLICABLE

» Custom Software
« Computer Software Maintenance Contracts

» Taxable Service when not bundled or not
necessary to complete the sale

Webinar: Single Article Application

https://www.tn.gov/content/dam/tn/revenue/documents/taxpayer_education/sales/single-article-2022.pdf



https://www.tn.gov/content/dam/tn/revenue/documents/taxpayer_education/sales/single-article-2022.pdf

Exemptions

- Personal - An individual fabricating software for their own personal use is
exempt from tax. NOTICE #22-05

- Entity-Based - There are thirteen different based entity exemptions: Agriculture,
Common Carrier, Manufacturer, Warehouse or Distribution Facility, Research and
Development, Nonprofits/Educations entities, Credit Unions, Qualified Data
Centers, Headquarters Centers, Health and Fitness centers, Call Centers,
Government exemptions, Foreign missions, Qualified Production and Broadband
Communication. Several of these address computer software exemption
specifically.

- Manufacturers and Headquarters Centers

* In-house Computer Software

- Resale - If computer software is purchased for the purpose of reselling
access/use, a resale certificate may be used to exempt the tax

| 15



https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales22-05.pdf

Resources

Sales & Use Tax Manual
Important Notices

o

o

o

o

#22-05 Computer Software Developed for Personal Use
#15-25 Sales of Computer Software Maintenance Contracts
#15-24 Remotely Accessed Software Direct Pay Permit

#15-14 Remotely Accessed Software

Revenue Help

o

o

o

SUT-61 - Computer Software - Custom Software

SUT-60 - Computer Software - Consulting Services

SUT-59 - Computer Software - Software Installed on Servers

in Tennessee

SUT-62 - Computer Software - Maintenance Contracts

Remotely Accessed Software

TN Department of
—— Revenue

Tax Webinar 12/19: Taxation of
Computer Software
Click here for more information
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https://www.tn.gov/revenue/tax-resources/legal-resources/tax-manuals/sales-use-tax.html
https://www.tn.gov/content/dam/tn/revenue/documents/notices/sales/sales22-05.pdf
https://tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-25.pdf
https://tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-24.pdf
https://tn.gov/content/dam/tn/revenue/documents/notices/sales/sales15-14.pdf
https://revenue.support.tn.gov/hc/en-us/search/click?data=BAh7DjoHaWRsKwhjgCvVUwA6D2FjY291bnRfaWRpAzYGCToJdHlwZUkiDGFydGljbGUGOgZFVDoIdXJsSSJsaHR0cHM6Ly9yZXZlbnVlLnN1cHBvcnQudG4uZ292L2hjL2VuLXVzL2FydGljbGVzLzM2MDA1ODY4MzQ5MS1TVVQtNjEtQ29tcHV0ZXItU29mdHdhcmUtQ3VzdG9tLVNvZnR3YXJlLQY7CFQ6DnNlYXJjaF9pZEkiKTJkZmY5MDg4LTZmYWMtNDE5ZS1iZGI3LWYzOTgyYjU1NGQ2YgY7CEY6CXJhbmtpBjoLbG9jYWxlSSIKZW4tdXMGOwhUOgpxdWVyeUkiDXNvZnR3YXJlBjsIVDoScmVzdWx0c19jb3VudGkq--01ea858c15fb8d696ba93cce58b3d264a02b9e99
https://revenue.support.tn.gov/hc/en-us/search/click?data=BAh7DjoHaWRsKwi%2FeSvVUwA6D2FjY291bnRfaWRpAzYGCToJdHlwZUkiDGFydGljbGUGOgZFVDoIdXJsSSJwaHR0cHM6Ly9yZXZlbnVlLnN1cHBvcnQudG4uZ292L2hjL2VuLXVzL2FydGljbGVzLzM2MDA1ODY4MTc5MS1TVVQtNjAtQ29tcHV0ZXItU29mdHdhcmUtQ29uc3VsdGluZy1TZXJ2aWNlcy0GOwhUOg5zZWFyY2hfaWRJIikyZGZmOTA4OC02ZmFjLTQxOWUtYmRiNy1mMzk4MmI1NTRkNmIGOwhGOglyYW5raQg6C2xvY2FsZUkiCmVuLXVzBjsIVDoKcXVlcnlJIg1zb2Z0d2FyZQY7CFQ6EnJlc3VsdHNfY291bnRpKg%3D%3D--c903dd6e5a5046a40feacbce24fb8d4d32e43990
https://revenue.support.tn.gov/hc/en-us/search/click?data=BAh7DjoHaWRsKwiXeSvVUwA6D2FjY291bnRfaWRpAzYGCToJdHlwZUkiDGFydGljbGUGOgZFVDoIdXJsSSIBgWh0dHBzOi8vcmV2ZW51ZS5zdXBwb3J0LnRuLmdvdi9oYy9lbi11cy9hcnRpY2xlcy8zNjAwNTg2ODE3NTEtU1VULTU5LUNvbXB1dGVyLVNvZnR3YXJlLVNvZnR3YXJlLUluc3RhbGxlZC1vbi1TZXJ2ZXJzLWluLVRlbm5lc3NlZQY7CFQ6DnNlYXJjaF9pZEkiKTJkZmY5MDg4LTZmYWMtNDE5ZS1iZGI3LWYzOTgyYjU1NGQ2YgY7CEY6CXJhbmtpCjoLbG9jYWxlSSIKZW4tdXMGOwhUOgpxdWVyeUkiDXNvZnR3YXJlBjsIVDoScmVzdWx0c19jb3VudGkq--4e86d3946d23e76966f7f8c91404e686117661c2
https://revenue.support.tn.gov/hc/en-us/search/click?data=BAh7DjoHaWRsKwiXeSvVUwA6D2FjY291bnRfaWRpAzYGCToJdHlwZUkiDGFydGljbGUGOgZFVDoIdXJsSSIBgWh0dHBzOi8vcmV2ZW51ZS5zdXBwb3J0LnRuLmdvdi9oYy9lbi11cy9hcnRpY2xlcy8zNjAwNTg2ODE3NTEtU1VULTU5LUNvbXB1dGVyLVNvZnR3YXJlLVNvZnR3YXJlLUluc3RhbGxlZC1vbi1TZXJ2ZXJzLWluLVRlbm5lc3NlZQY7CFQ6DnNlYXJjaF9pZEkiKTJkZmY5MDg4LTZmYWMtNDE5ZS1iZGI3LWYzOTgyYjU1NGQ2YgY7CEY6CXJhbmtpCjoLbG9jYWxlSSIKZW4tdXMGOwhUOgpxdWVyeUkiDXNvZnR3YXJlBjsIVDoScmVzdWx0c19jb3VudGkq--4e86d3946d23e76966f7f8c91404e686117661c2
https://revenue.support.tn.gov/hc/en-us/search/click?data=BAh7DjoHaWRsKwhjjyvVUwA6D2FjY291bnRfaWRpAzYGCToJdHlwZUkiDGFydGljbGUGOgZFVDoIdXJsSSJyaHR0cHM6Ly9yZXZlbnVlLnN1cHBvcnQudG4uZ292L2hjL2VuLXVzL2FydGljbGVzLzM2MDA1ODY4NzMzMS1TVVQtNjItQ29tcHV0ZXItU29mdHdhcmUtTWFpbnRlbmFuY2UtQ29udHJhY3RzLQY7CFQ6DnNlYXJjaF9pZEkiKTJkZmY5MDg4LTZmYWMtNDE5ZS1iZGI3LWYzOTgyYjU1NGQ2YgY7CEY6CXJhbmtpDzoLbG9jYWxlSSIKZW4tdXMGOwhUOgpxdWVyeUkiDXNvZnR3YXJlBjsIVDoScmVzdWx0c19jb3VudGkq--de7ec2f9800d1e8392f974494a13d22118fa6a30
https://revenue.support.tn.gov/hc/en-us/sections/200749166-Remotely-Accessed-Software

FOLLOW/CONTACT US!

Facebook: Instagram:
@TennesseeDepartmentofRevenue @TNRevenue
Twitter/X: LinkedIn:
@TNDeptofRevenue @TennesseeDepartmentofRevenue

On the Web:
www.tn.gov/revenue

Sign Up for Email Updates:
Revenue News

YouTube:
@TDOR2013
Email Us: Call the Tax Help Line:
Revenue.Support@tn.gov 615.253.0600

SUPPORT STAFF AVAILABLE TO ASSIST YOU M-F 8am - 4:30pm

All Dept. of Revenue Contact Numbers and Office Locations
17



https://www.facebook.com/TennesseeDepartmentOfRevenue
https://twitter.com/TNDeptofRevenue
https://www.us3.list-manage.com/subscribe?u=1e3dc7018f669497d9ec7a31f&id=9bdd2a00ae
https://www.youtube.com/user/TDOR2013
mailto:Revenue.Support@tn.gov
https://www.instagram.com/tnrevenue/
https://www.linkedin.com/company/tennessee-department-of-revenue
http://www.tn.gov/revenue
https://www.tn.gov/revenue/about-us/contact-us.html

UPCOMING!

« Next Webinar: 1/30 - Business Tax Basics
*  New Business Workshop: 1/10/24

Degartment of
Revenue

P

r;l‘axp—ayer Education &
Outreach -

. Cecertment of

- _Revenue

,_ ]; B
Workshops



https://www.tn.gov/revenue/taxpayer-education.html

PLEASE TAKE A MOMENT
TO COMPLETE A BRIEF
SURVEY UPON EXITING!

Department of
‘Revenue

IMPORTANT: In order to receive CPE credit for attending, you must
answer yes to question 4 of the post-event survey.
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