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now use digital products in our work and fill our free time with ebooks, Spotify, and
Netflix, many states still don't tax their sale or rental of these products.

Gail Cole ¢ Feb. 26,2019
g .

Where are electronic books, Hulu, and Pandora subject to sales tax?

Sales tax laws don’t always keep up with the times. Although more and more of us
now use digital products in our work and fill our free time with ebooks, Spotify, and
Netflix, many states still don’t tax their sale or rental of these products. That’s

steadily changing.

Though there’s often resistance to expanding sales tax to previously exempt goods

and services, including those that didn’t exist when sales tax was first levied, it’s
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gradually breaking down. Year after year, digital products shift from exempt to
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» Digital books (ebooks, magazines, newspapers)

e Digital images and video files (photographs, television shows, movies)

These digital products don’t fit tidily into many state sales tax definitions and laws
because the laws were made before such products were even conceived. All states
with a sales tax apply it to most “tangible personal property” — but an ebook can’t

be held like a physical book, and a streamed movie can’t be grasped like a DVD.

Nonetheless, some states try to make old definitions and laws work for newer
products. Some don’t tax digital products because they’re considered to be
intangible, while others consider them tangible because they can be seen if not held.
And some states use existing laws as guidelines: If a product is taxable in its tangible

form, it’s taxable in its intangible form.

States that are members of the Streamlined Sales and Use Tax Agreement (SSUTA)
adhere to uniform definitions for these products. However, the definitions aren’t

linked to the taxability of digital products, which still varies from state to state.

Most frustratingly, some states simply don’t define these products or address the
taxability of digital products. In these instances, guidance can sometimes be found in
letter rulings, in which the tax authorities answer questions from specific taxpayers;

but that’s not the same thing as a law that applies to everyone.

Once determined, taxability rules need to be periodically confirmed because sales tax
rates, rules, and regulations are subject to change. That’s true for all products and
services, from clothing to food to spray tans, but it’s especially true for digital

products. Keep an eye on Rhode Island this year.

Below is a list of states that generally tax the sale and use of digital products,

followed by a list of states that generally exempt them. Bear in mind that sales tax
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law is rarely black and white: For example, some states have specific rules for digital
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States that generally tax digital products

e Alabama

e Arizona

e Arkansas

e Colorado

e Connecticut (subject to a reduced rate of 1 percent)

e Florida (video and music streaming subject to the communications services tax, or
CST)

e Hawaii

e Idaho (if purchasing the right to use permanently)

e Indiana

e Jowa

» Kentucky (digital audio-visual works are excluded from the definition of “digital
property”)

e Louisiana

e Maine

e Minnesota

e Mississippi

* Nebraska

* New Jersey

» New Mexico (see FYI-105: Gross Receipts and Compensating Taxes: An Overview)

e North Carolina

e Ohio

e Pennsylvania

e South Dakota

e Tennessee

e Texas (provided the tangible form is also taxable)

e Utah


https://www.avalara.com/us/en/index.html?CampaignID=7010b000001Dqep&lso=Social&lsmr=Social&adbsc=core_20190225_2703481&adbid=1100062910166888449&adbpl=tw&adbpr=19937859
https://revenue.alabama.gov/wp-content/uploads/2017/10/Sales_Use_Rulebook.pdf
http://www.arizonatax.org/sites/default/files/publications/presentations/staff_taxation_of_digital_goods_and_services_final.pdf
https://www.dfa.arkansas.gov/images/uploads/exciseTaxOffice/CandySoftDrinkDigitalProducts.pdf
https://www.colorado.gov/pacific/tax/sales-and-use-tax-rulings-property-and-services
http://askdrs.ct.gov/Scripts/drsrightnow.cfg/php.exe/enduser/std_adp.php?p_faqid=750
http://floridarevenue.com/taxes/taxesfees/Pages/cst.aspx
http://files.hawaii.gov/tax/news/pubs/18pub1.pdf
https://tax.idaho.gov/i-2016.cfm?seg=salestax
https://www.in.gov/dor/reference/files/sib08.pdf
https://www.avalara.com/us/en/blog/2018/06/iowa-to-tax-remotesalesservicesanddigitalgoodsstartingjanuary201.html?CampaignID=7010b000001Dqep&lso=Social&lsmr=Social&adbsc=core_20190225_2703481&adbid=1100062910166888449&adbpl=tw&adbpr=19937859
https://revenue.ky.gov/News/Publications/Sales%20Tax%20Newsletters/Sales%20Tax%20Facts%202015%20-%20Dec.pdf
http://revenue.louisiana.gov/LawsPolicies/RIB11005.pdf
https://www.maine.gov/revenue/salesuse/GIB104070114.pdf
https://www.revenue.state.mn.us/businesses/sut/factsheets/FS177.pdf
https://law.justia.com/codes/mississippi/2013/title-27/chapter-65/in-general/section-27-65-26
http://www.revenue.nebraska.gov/legal/regs/slstaxregs.html
https://www.state.nj.us/treasury/taxation/pdf/pubs/sales/anj27.pdf
http://www.tax.newmexico.gov/Businesses/gross-receipts.aspx
http://realfile.tax.newmexico.gov/FYI-105%20-%20Gross%20Receipts%20&%20Compensating%20Taxes%20-%20An%20Overview.pdf
https://www.ncdor.gov/taxes-forms/sales-and-use-tax/digital-property
https://www.tax.ohio.gov/portals/0/OhioTaxAlert/ArchivedAlerts/Ohio%E2%80%99s_Newly_Approved_Two-Year_State_Budget_Tax_Law_Changes.pdf
https://www.revenue.pa.gov/GeneralTaxInformation/Tax%20Types%20and%20Information/SUT/Pages/Digital-Products.aspx
https://dor.sd.gov/Taxes/Business_Taxes/Publications/PDFs/digital.pdf
https://revenue.support.tn.gov/hc/en-us/articles/204898759-Are-streaming-movies-eBooks-and-downloadable-music-subject-to-tax-
https://statutes.capitol.texas.gov/Docs/TX/htm/TX.151.htm
https://le.utah.gov/xcode/Title59/Chapter12/59-12-S102.html?v=C59-12-S102_2015051220150701
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e Vermont
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e Georgia

 Idaho (theleasing or renting, and digital subscriptions)

e Illinois (but Chicago amusement tax applies to streaming services in Chicago)
e Kansas (download the state taxability matrix for more details)

e Maryland (digital goods are not referenced called out as taxable)

e Massachusetts

e Michigan (download the state taxability matrix for more details)

e Missouri

» Nevada (download the state taxability matrix for more details)

e New York

e North Dakota (see 57-39.2-04. Exemptions)

e Oklahoma (see 710:65-19-156. Internet-related services and transactions)
e RhodeIsland

e South Carolina

e Virginia

e West Virginia (download the state taxability matrix for more details)

Five states don’t have a general sales tax: Alaska, Delaware, Montana, New
Hampshire, and Oregon (the NOMAD states).

States often treat the sale of software differently than the sale of digital products.
With software, taxability generally depends on whether the software is canned or
custom, downloaded or delivered on tangible personal property, or software as a

service (SaaS). Learn more about how sales tax applies to software.

Automating sales tax calculation, remittance, and returns makes handling product

taxability changes more manageable.


https://legislature.vermont.gov/statutes/section/32/233/09771
https://dor.wa.gov/tax-topic-subjects/digital-products
https://www.revenue.wi.gov/DOR%20Publications/pb240.pdf
https://codes.findlaw.com/wy/title-39-taxation-and-revenue/wy-st-sect-39-15-101.html
https://otr.cfo.dc.gov/release/taxation-digital-goods-district-columbia
http://www.boe.ca.gov/formspubs/pub109/
https://www.avalara.com/taxrates/en/blog/2017/03/california-how-best-tax-streaming-services.html?CampaignID=7010b000001Dqep&lso=Social&lsmr=Social&adbsc=core_20190225_2703481&adbid=1100062910166888449&adbpl=tw&adbpr=19937859
http://floridarevenue.com/Forms_library/current/gt300015.pdf
https://dor.georgia.gov/what-subject-sales-and-use-tax
https://tax.idaho.gov/i-2016.cfm?seg=salestax
http://www.revenue.state.il.us/LegalInformation/OutsideRulings/Wayfair/Illinois_Remote_Seller_Use_Tax_Matrix.pdf
https://www.chicago.gov/city/en/depts/fin/supp_info/revenue/tax_list/amusement_tax_subscriberstopaidtelevisionprogramming.html
http://sst.streamlinedsalestax.org/otm/
https://taxes.marylandtaxes.gov/Individual_Taxes/Individual_Tax_Types/Sales_and_Use_Tax/Tax_Information/default.shtml
https://www.mass.gov/regulations/830-CMR-64h13-computer-industry-services-and-products
http://sst.streamlinedsalestax.org/otm/
https://dor.mo.gov/faq/business/exempt.php
http://sst.streamlinedsalestax.org/otm/
https://www.tax.ny.gov/pdf/stats/policy_special/telecommunications/2009/taxation_of_the_telecommunications_industry_in_ny_state_october_2009.pdf
https://www.legis.nd.gov/cencode/t57c39-2.pdf
https://www.ok.gov/tax/documents/Chapter%2065%20Sales%20and%20Use%20Tax.pdf
http://www.tax.ri.gov/reports/Summary_of_Legislative_Changes_07_12_18.pdf
https://dor.sc.gov/tax/sales/faq
https://www.avalara.com/us/en/blog/2018/02/virginia-wont-be-taxing-netflix-for-now.html?CampaignID=7010b000001Dqep&lso=Social&lsmr=Social&adbsc=core_20190225_2703481&adbid=1100062910166888449&adbpl=tw&adbpr=19937859
http://sst.streamlinedsalestax.org/otm/
https://www.avalara.com/us/en/blog/2017/10/sales-tax-on-software-a-visual-guide-by-state.html?CampaignID=7010b000001Dqep&lso=Social&lsmr=Social&adbsc=core_20190225_2703481&adbid=1100062910166888449&adbpl=tw&adbpr=19937859
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