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THE PROJECT

The Uniformity Committee established the work group on sales taxation of digital
products to draft a white paper on the issues state tax policymakers should

consider when deciding whether and how to include digital products in the sales
tax base.

The work group, which is working in coordination with Streamlined and the FTA—
has examined the current approach states take to taxing digital products, the

treatment of business inputs, and the potential effects of the Internet Tax
Freedom Act,

Recently, the work group, stakeholders, and staff have been studying the issue of
bundled transactions—where a single price is charged for separate products,
including digital products.
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MATERIALS FOR THE DEFINITION STUDY GROUP:
1. Latest Proposals:

Broad Definition - March 24, 2025 (PLF)}
This is a proposal by Ray Langenberg-provided to the definition study group.

P ROJ ECT w E B PAG E CO5T Proposal for a Business to Business Exclusion - March 25, 2025 (EDE)

2. Proposed Broad Definition (Prior Version) - January 23, 2025

—Document (PDE)
—Proposed Broad Definition - Slides (PDF)YPowerPoint)

3. Notes from the January 23, 2025 Meeting (PDF)
These are the notes from the work group discussion held on January 23, 2025

O n th e h O m e 4. Determining the Tax Base, Ra Lan&enberg (PDF)

This document was from the October 2043 work group meeting at which Ray Langenberg
summarized views on defining the tax base and issues that may be relevant to a broad

page’ you Wi“ :e::ﬁun:fd'gi:l;rnducinf . S
find information

This page contains additional information on imposition of sales tax to certain defined
products and the MTC staff research on the approaches that states take including the
broad, medium, and narrow approaches.

6. Primer - Definitions Study Group (PDF)

This document summarizes some of the issues and topics that the study group may wish
to consider with regard to a broad definition of digital products-including the proposal
set out in numbers 1 and 2 above.

on the two study

ro u S th at We 7. Staff Research - Digital Products State Taxation Matrix (PDE) and Matrix Writeug
(PDF] Mote: See the Matrix in Excel form on the link to the Impasition (Definitions) Fage

abowve. That Excel workbook contains additional sheets with research.

MATERIALS FOR THE BUNDLING EXERCISE:

d iSC u SS i n g » MNote to Wolunteers for Bundling Exercize (POF)

« Bundling Exercise:

« Bundling Exercise - Final Version (FDF)

+« Bundling Exercise - Final Version [WORD]

« Summary of Streamlined Bundling Rules:

« Summary of Streamlined Bundling Bules (PDF)

« Summary of Streamlined Bundling Rules (AQRD)

« Bundling Group Report - April 3, 2025 - (PDE



L I a—

That project page also contains a link

PROJECT WEBPAGE 1 white paper subpages to which we e

are adding information over time.

Impasition (definitions)

Sales Tax on Digital Products

— [|ssues of zale

Project Description

ALTts July 28, 2021 meeting, the Uniformity Committee considered & recommendation from the Standing Subcommittes o begin drafting the outline of a white paper Ex ) —
(emptions and Exclusions

on state sales taxation of digital products. The committee agreed that MTC staff wiould begin the process by drafting a detailed outline of the issues to be included in F

that white paper and conducting research and stakeholder interviews. AL the August 2, 2022 meeting of the Uniformity Committee, the committes reviewed the

proposed draft outline and ggreed that a project work group should be formed to provide ongoing input and review of the white paper, as it is developed.

Mixed and Bundled Products
For information about this or any other MTC uniformity project, contact MTC Uniformity Counsel Helen Hecht at hhecht@mtc.gow.

*Click Here* for Digital White Paper Outline and Research

SOUrCing

Alternative Taxes

Fedsral Law

Cther related issues

Appendix



Sales Tax on Digital Products

Proposed White Paper Issue Outline

From that home page _ you Can MOTE: The MTC work group has currently made no findings or final recommmendations relating to the project.

get to the main page for the issue
outline.

Furpose

Imposition

The headings/buttons on the left
will then take you to those
Sections_ Exemptions and Exclusions

lzzues of zale

Mived and Bundled Products

Sourcing

Alternative Taxes

Federal Law

Other related issues

Appendix

The topics to the left of this summary are expected to be induded in the final white paper with findings
and recommendations.

On April 28, 2021, representatives from the Washington Department of Revenue gave a presentation to
the MTC Uniformity Committes in which they described their state’s experience with imposing sales tax on
digital products as well as the altermatives considered. They also proposed that the Committbee take upa
project to help states develop a simpler and more adaptable approsch.

- Washingron Presentation 2027 (PowerPoint Slides)

- Washington Presentation on Sales Taxes on Digital Products 2027 (Videa)

The Committee asked the Standing Subcommittes to review the project proposal. The Standing
Subcommittee recommended to the Uniformity Committee that a work group be formed to draft a white

paper.

- Binal Recommendation - Project on Sales Taxation of Digital Products - 2= Approved June 17,

2021

The Unifarmity Committee asked MTC staff to first solicit input from stakeholders and prepare a detailed
outline of the whitz paper. identifying issues to be addressed. It directed staff to talk to stakeholders,
review the relevant research, and identify issues o be included in a detailed outline of that paper.

Cruring 2027 and 2022, MTC s1aff conducted 43 separate interviews of individuals or groups representing
particular taxpayers, states, or other organizations, as well as practtionars and academics. (See Appendixl
They surveyed other relevant research, including studies done by other groups, much of which alse is cited
throughout this outline. They also monitored work of the Streamlined Sales and Use Tax Governing Board
["Streamlined”) and the New |ersey Division of Taxation's study on the taxation of the digital econamy
generally, which was done in conjunction with Rutgers University.



e
Issues related to tax imposition

Approaches to Tax Imposition

Furpose

Broad approach -

—» Impositi
eSO Medium approach -

And this is the subsection page for SE— ,

issues related to tax imposition.

Here, for example, is information N et e

on definitions. And if you scroll i R s B,
down on these pages, you'll see ,
additional information under :

- - Digital Goods and Services Tax Fairness Act ([DGSTFA) Definitions -

headings that help direct you to
Academic definitions >

the inf ti that topi
€ InTormauon on that topic. et "
% Definitions from other bodies of law -
Relevant h]gtory Internet Tax Freedom Act {ITFA} definitions -
- State Ssles Tax History and Terminology
A digital product defines itself -
% Certified Service Provicer |[C5P) websites -
Related Federal and Mational Conference of Commissioners on Uniform State -
State Efforts Laws definitions

- The Streambined Sakes and Use Tax

. Tata POR . ' "

Agreement (opens in FOF) OECD and United Nations Definitions ke
- The Internst Ta: Freedom Act (ITFA)

- The Digital Goods and Services Tax Fairness European VAT definitions i

At of 2013 (not passed)

Proposed definitions from work group participants -

Articles and Resources -




L ______________________________________________|
Appendix

takaholder dizcussions
Purposs Stakeholder discussions

Imposition Written Comments and Feadback

One important page is the

appendix page. If you're looking

for materials, you may find them
here as well as in other places in

this outline.

l==ues of zale
State Tax Agency Information

Whitepaper autling drafts

All Project Articles and Resources

Altzrnative Taxes
Federal Law
Crher related izzues

=+ Appendiz

Q

Relevant history

- State Sales Tax History and Terminology

D

Related Federal and
State Efforts
- The Streamilined Szles and Use Tax
Agreement (opens in POF)

- The Internet Tax Freedom Act (ITFA)

- The Digital Goods and Senvices Tax Fairness
Act of 2019 (not passed)




UPDATE ON THE BUNDLING STUDY GROUP
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BUNDLING STUDY

GROUP

® The goal was to determine if there were
situations or details where the nature of
digital products created issues for the
Streamlined bundling rules.
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BUNDLING STUDY

GROUP

® The bundling study group held four

discussion sessions beginning in December,
2024.

m Results were received from Colorado, the
District of Columbia, lowa, Kentucky,
Louisiana, Nebraska, South Dakota, Texas,
Utah, Vermont, Washington, and Wisconsin.

= The group then agreed upon a report back to
the work group which was discussed on the
April 3, 2025 work group call.

13



BUNDLING ISSUE
- STUDY GROUP

EXERCISE

= Summary of the Streamlined bundling rules.

= Examples - that included digital products to
which participants applied the bundling
rules.

® Asked state volunteers from the states to
work through the examples and give input on
their results and whether there were gaps or
other problems applying the rules to
transactions involving digital products.

14



STREAMLINED BUNDLING RULES

NO (See Note 1)

DOES THE TRANKSACTION INCLUDE THE RETAIL SALE OF 2 OR MORE PRODUCTS?

YES (Sce Nole 2)
DOES THE TRANSACTION INCLUDE REAL PROPERTY OR A SERVICE
TOREAL PROPERETY?
NOT A BUNDLED
WO TRANSACTION
ARE THE PRODUCTS INSTINCT AND IDENTIFIABLE? (See Mote 4) (See Note 3)

l YES
NO

ARE THE ITEMS S0OLD FOR ONE NONITEMIZED PRICE? (See Note 5)

: YES
| DOES THE PRICE VARY OR IS THE PRICE NEGOTIABLE BASED ON PRODUCTS SELECTED? |

MO
l DOES THE TRANSACTION INCLUDE (A) TANGIBLE PERSONAL PROPERTY
DOES THE TES (TPP), OR ANITEM, PROPERTY. OR GOOD UNDER SEC. 77.52(1) (b). (c). OR
TRANSACTION —.-I_;dh WIS. STATS., & A SERVICE OR (B) ONLY SERVICES?

o |

INCLUDE A SERVICE?

15



STREAMLINED
BUNDLING
RULES (CONT’D)

+HD

DOES THE YES
TRANSACTION —————»

DOES THE TRANSACTION INCLUDE (A) TANGIBLE PERSONAL PROPERTY
(TPF), OR AN ITEM, PROPERTY, OR GOOD UNDER SEC. 77.52(1) (b), (<), OR
(dy WIS, STATS., & A SERVICE OR (B) ONLY SERVICES?

INCLUDE A SERVICE?

l @

TFP, ITEM, FROPERTY,
ORGOOD & A SERVICE

NOT A
BUNDLED
TRANSACTION

!

{Scc Mole 6

I5(A) THE TPP, ITEM, PROPERTY, OR
GOOD ESSENTIAL TO THE USE OR
RECEIFT OF THE SERVICE: (B) THE
NO TPP, ITEM, PROFERTY, OR GOOD
PROVIDED EXCLUSIVELY IN
CONNECTION WITH THE SERVICE;
AND (O THE TRUE OBJECT OF THE
TRAMSACTION THE SERVICET

Y

DOES THE TRANSACTION
INCLUDE FOOD & FOOD
INGREDIENTS. DRUGS,
DURABLE MEDICAL
EQUIPMENT, PROSTHETIC
DEVICES, OR MEDICAL
SUPPLIES?

WO

Y E,"}l

ARE THE TAXABLE
PRODUCTS MORE THAN

{See Mate T)

YES

0% OF THE TOTAL PRICE? NO

MO

ARE THE TAXABLE

tE}l

ONLY SERVICES

!

I5{A) ONE SERVICE ESSENTIAL TO THE
USE OF, RECEIPT OF ANOTHER SERVICE:;
(B} THE SERVICE PROVIDED EXCLUSIVELY
IN CONNECTION WITH THE OTHER
SERVICE: AND (C) THE TRUE OBJECT OF
THE TRANSACTION THE OTHER SERVICE?

Bl

PRODUCTS MORE
THAN 10%: OF THE
TOTAL SALES PRICE?
(See Mole T)

MNOT A BUNDLED
TRANSACTION AND PERSOMN

CONMBINING DOES XOT OWE
TAX ONITS PURCHASE (Sec
Mote )

NOT A BUNDLED
TRANSACTION BUT
PFERSOM
COMBINING OWES
TAX ONITS
PURCHASE

(See MNote 8)

YES

BUNDLED
TRANSACTION

(Sce Note 10)

16



BUNDLING STUDY GROUP - REPORT

m Streamlined bundling rules work reasonably well and non-Streamlined states
should consider them.

® The group identified that for a given transaction, there are many ways out of the
bundling rules, but only a narrow path to remain under the bundling rules.

® The group was told that the Streamlined bundling rules were meant to be narrow,

providing both an objective test for, and a set of subjective exclusions from, the
bundling rules.

® Due to this, a given transaction escaping treatment under the bundling rules
should not be surprising and is not a bad thing.

17



BUNDLING STUDY GROUP - REPORT

m Under the Streamlined Agreement, the determination of taxability is
separate from the bundling determination.

® The taxability of a bundled transaction is up to each state.

®m The point that the bundling rules are meant to be narrowly applicable
was made and accepted.

18



BUNDLING STUDY GROUP - REPORT

® The group questioned the best way to analyze digital products
In general given -

= Many have no traditional, or analog, equivalent.

® They can be difficult to fit into the existing categories that are so
important for sales tax.

® The tax base cannot be totally separated from the bundling
question.

19



BUNDLING STUDY GROUP - REPORT

® The ultimate worry is about taxability, not about bundling. Bundling analysis for its
own sake is not the goal.

®m Deciding whether parts of a digital product can be separated, and how, is more
important and more difficult for digital than for traditional physical items.

® Members agreed that identifying distinct and identifiable products is more
difficult with digital products than with physical products.

m So with digital products, sellers have great latitude in asserting whether there are
distinct and identifiable products involved.

20



BUNDLING STUDY GROUP - REPORT

= Various members observed that the Streamlined rules are seller focused.

= When the purchaser is responsible for paying use tax, the seller-focused nature of
the rules might pose difficulties, especially where documentation focuses on the
seller’s records.

m For example, whether the seller has a catalog that lists the prices separately and
that those prices add up to the total price the seller is charging may be critical
documentation.

21



BUNDLING STUDY GROUP - REPORT

m Streamlined rules - sale of two or more distinct and identifiable products is
treated as a bundled transaction if no exception or exclusion applies.

m Distinct and identifiable products do not include -

m packaging or similar items incidental or immaterial to the retail sale, or

® products provided free of charge with a required purchase.

m Sellers may have broad ability to assert whether one or more distinct and
identifiable digital products is offered.

®m The group recommends that the rules allow states to determine when digital
components are a single product.

22



BUNDLING STUDY GROUP - REPORT
® The members consistently raised issues with the one non-itemized price element,

® The Streamlined language reads “separately identified by product on binding
sales documents or other sales-related documents such as invoices, bills of sale,
receipts, contracts, service agreements, and price lists made available to the
purchaser in either paper or electronic form.” Question - how does this work in
practice?

® Members noted this is a more pressing problem with digital products than with
traditional products.

®m The study group recommends any state considering this approach add detail to
the one non-itemized price requirement and its exceptions. This could be in the
form of a presumption or anti-abuse rules as well as more detailed rules for how
to determine the price.

23



BUNDLING STUDY GROUP - REPORT

= The de minimis exclusion excludes a transaction from the Streamlined bundling
rules if the price of the taxable component is 10% or less of the total price.

m Example - tax preparation software as a Service (SaaS) packaged with an
application may raise the de minimis exclusion -

® For some, the application has little intrinsic value.

m But application of the de minimis exclusion may be problematic.

= How do you determine the value of the app?

m Regarding whether the ten percent threshold of the de minimis rule is
appropriate, the group identified the issue but did not discuss it.

24



BUNDLING STUDY GROUP - REPORT

= Also while discussing the de minimis exclusion, the concept of
breaking up digital products arose again.

= The bundling rules may encourage vendors to take one traditional product, break it down into
several non-taxable components and justify the taxable parts being less than 10%

® The suggestion made was to impose a threshold question of whether
a transaction is composed of ‘integral’ components.

= |[f the answer is yes, then the transaction is one product and should
not be artificially separated to avoid taxation.

25



BUNDLING STUDY GROUP - REPORT
"= There were some challenges with application of the true object exclusions:

= Under the one involving tangible personal property and services, the tangible personal property
must be essential to the use of the service, not the other way around. Additionally, the tangible
personal property must be offered exclusively in connection with the service and the true object
must be the service.

= The app question rises here also; are taxable applications essential to a non-taxable Saas, or
are they just helpful?

= Whether the service to service true object exclusion applies when there are more than two
services.

" An issue specifically created by digital products is the terminology used in the true
object exclusion. Whether an item is “TPP, item, property, or good,” on the one
hand, or a “service,” on the other.

® These references do not include digital products or digital services.

26



m Consider expanding the language used in the exclusions to bundling,
Including the true object exclusion, to apply to digital products.

m Consider clarifying the applicability of the service-to-service true object
exclusion to transactions involving more than two services.

= Consider adding a third iteration of the true object exclusion for
transactions involving digital products.

BUNDLING STUDY GROUP - REPORT - RECOMMENDATIONS

27



m Consider clarifying the de minimis exclusion, including adding detail on
valuation methods. The related question is who determines whether something
is a single product or distinct and identifiable products.

= Consider adding detail to the one non-itemized price element and its
exceptions, particularly the role of a price list and the labeling and pricing of
components.

m Consider developing a threshold inquiry to determine whether a transaction is
one product or a set of distinct and identifiable products.

BUNDLING STUDY GROUP - REPORT - RECOMMENDATIONS

28



CONNECTING TO STREAMLINED

m Streamlined states are also reviewing the exercise for
possible input and action on the bundling rules.

m Non-streamlined states may participate in those discussions.

29



UPDATE ON THE DEFINITIONS STUDY GROUP

DIGITAL PRODUCTS PROJECT
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BUNDLING STUDY GROUP

® |[ncludes representatives from 26 different firms,
groups, or states.

® Group has held two discussion sessions so far.

31



Goal of the Chair

m Articulate broad criteria for evaluation
m |dentify proposed and existing definitions for evaluation
® Written evaluations

® Finish before the MTC Annual Meeting



Broad Criteria

m Clarity and ease of application

m Revenue generation or stability

® Compatibility with other elements of the tax structure
® Pyramiding of taxes

® Other considerations (catch-all)



Proposed and Existing Definitions for Evaluation

m | angenberg Proposal
m \Washington

m Utah/Maine

= Ohio

m South Dakota



Langenberg
Proposal

m “Automated digital product” - an item, including
software or a service or a right to access or use the
item regardless of duration, that is provided in a binary
format and for which additional human intervention
required to produce the same or a substantially similar
item for additional customers is minimal.

m Exemption: A product is exempt from taxation as an
automated digital product if the product will be used
predominantly for a trade or business.

35



® Revised Code of Washington 82.04.192
Digital products definitions. ...

(3)(a) "Digital automated service," except as provided in (b)
of this subsection (3), means any service transferred
electronically that uses one or more software applications.

Washington
(b) "Digital automated service" does not include:

(i) Any service that primarily involves the application of
human effort by the seller, and the human effort originated
after the customer requested the service;

(ii) The loaning or transferring of money or the
purchase, sale, or transfer of financial instruments.

36



= Utah Code 59-12-101 (103)

(a) "Product transferred electronically" means a product
transferred electronically that would be subject to a tax under
this chapter if that product was transferred in @ manner other

than electronically.
Utah

b) "Product transferred electronically" does not include:

1) an ancillary service;

I1) computer software; or

(
(
(
(ilf)a telecommunications service.

37



= Maine Rev. Stat. Title 36 §1811. Sales tax - 1. Tax imposed;
rates. A taxis imposed on the value of all tangible personal
property, products transferred electronically and taxable
services sold at retail in this State. Value is measured by the

sale price.

Maine
® Maine Rev. Stat. Title 36 § 1752 (9-E). Product transferred

electronically. “Product transferred electronically” means a
digital product transferred to the purchaser electronically the
sale of which in nondigital physical form would be subject to
tax under this Part as a sale of tangible personal property.

38



® Ohio Revised Code Section 5739.01(B)(3)(e):

Automatic data processing, computer services, or electronic
information services are or are to be provided for use in
business when the true object of the transaction is the

_ receipt by the consumer of automatic data processing,

Ohio computer services, or electronic information services rather
than the receipt of personal or professional services to
which automatic data processing, computer services, or
electronic information services are incidental or
supplemental.

39



® Ohio Revised Code Section 5739.01(Y)(1)(c):

"Electronic information services” means providing access
to computer equipment by means of telecommunications
equipment for the purpose of either of the following:

Ohio (1) Examining or acquiring data stored in or accessible to
the computer equipment;

(i1) Placing data into the computer equipment to be
retrieved by designated recipients with access to the
computer equipment.

40



= South Dakota Codified Law 10-45-2.4 - There is hereby imposed a tax . . . upon the
gross receipts of all sales, leases, or rentals of any product transferred electronically.

The tax is imposed if:

(1) The sale is to an end user;

(2) The sale is to a person who is not an end user, unless otherwise exempted by

this chapter;
South g

Dakota (3) The seller grants the right of permanent or less than permanent use of the
products transferred electronically; or

(4) The sale is conditioned or not conditioned upon continued payment.
= South Dakota Codified Law 10-46-1(8A) “Product transferred electronically,” any
product obtained by the purchaser by means other than tangible storage media. A

product transferred electronically does not include any intangible such as a patent,
stock, bond, goodwill, trademark, franchise, or copyright.

41



COST
Proposed
B2B
Exclusion

= The sale of a “[Insert digital products definition (DP)]” to a qualified

business that is the exclusive user of the [DP], including sharing the use of
the [DP] with other qualified business users, is not subject to the [insert
state SUT definition]; provided, however, that this exclusion shall not apply
to non-business use of a [DP] by a qualified business unless the non-
business use is inconsequential.

“Inconsequential” is based on consideration of the [DP] value and the
frequency of which it is used for a non-business purpose, which is based on
the non-business use being so small as to make accounting for that use
unreasonable and/or impractical.

Qualified Business” means all for profit [and non-profit] entities including

sole proprietorships, partnerships, LLCs, corporations and other similar
entities.”

42



QUESTIONS - DISCUSSION?



	������Sales Tax on Digital Products�Status Report 
	The Project
	Regular Participants
	Project Web Page
	Project WebPage
	Project WebPage
	Project WebPage
	Slide Number 8
	Slide Number 9
	Slide Number 10
	UPDATE on the Bundling Study Group
	Bundling Study Group
	Bundling Study Group 
	Bundling Issue  - Study Group Exercise
	Streamlined Bundling Rules
	Streamlined Bundling Rules (cont’d)
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report
	Bundling Study Group – Report - Recommendations
	Bundling Study Group – Report - Recommendations
	Connecting to Streamlined
	UPDATE on the definitions Study Group
	Bundling Study Group
	Goal of the Chair
	Broad Criteria
	Proposed and Existing Definitions for Evaluation
	Langenberg Proposal
	Washington
	Utah
	Maine
	Ohio
	Ohio
	South Dakota
	COST Proposed B2B Exclusion
	Questions – Discussion?

