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STAKEHOLDER ISSUES

® From the White Paper Outline (summarizing stakeholder interviews)

General mechanics of the sales and use taxes - especially exemptions and
sourcing

(3) Application of general B2B exemptions to digital products when the purchaser
IS @ business (a) Description of the problem (b) Possible solutions



STAKEHOLDER ISSUES

® From the White Paper Outline (summarizing stakeholder interviews)

General mechanics of the sales and use taxes - especially exemptions and
sourcing (cont’d)

(4) Application of exemptions based on the nature of the item or use, e.g.,
fabrication, processing, etc. (a) Description of the problem (b) Possible solutions.

(5) Application of typical exemptions related to services, e.g., educational
services, entertainment, etc. (a) Description of the problem (b) Possible solutions



EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

|. Sales Tax Base & Related Terms

A. The ultimate sales tax base is typically determined as follows:
1. Definitions — which form the starting point for imposition of the tax by:
a. Generally defining items (e.g. tangible personal property),

b. Specifically defining certain items (e.g. certain digital products).

2. Broad exclusions - which narrow the general application of the tax by making:

a. Limitations on or exceptions to the defined items to which tax applies—typically included
in the definitions themselves (e.g. when sold at retail or unless sold for some purpose)

b. General exclusions based on easily verifiable criteria (e.g. items sold by government).



EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

3. Exemptions - which carve out from the tax base certain specific transactions
based on various criteria which often have to be verified in some way, including;:

a. Definitions of specific items,

b. Who the seller is (e.g. hospitals),

c. Who the buyer is (e.g. government),

d. Purpose of the item (e.g. prescription drugs),

e. Use of the item by the buyer (e.g. resale, manufacturing, agriculture, etc.),

f.  Other criteria (e.g. sales tax holidays).



EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

B. Exclusions versus exemptions - The way in which certain
transactions or items are removed from the tax base—whether
through narrow definitions or exclusions or through exemptions varies

by state. Some states may exclude things that are exempted by other
states and vice versa.



EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

C. Different approaches to determining the tax base - states have
typically taken two different approaches to determining the sales tax

base:

1. Broad definition with a number of specific exemptions: States generally tax
tangible personal property broadly defined, with certain exclusions or

exemptions, and

2. Narrow definition with fewer specific exemptions: States generally tax
services and intangible or digital items by narrowly defining specific services or
items, with certain exclusions or exemptions




EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

Il.  Common Exclusions/Exemptions

Because states approach the determination of the tax base in
different ways—the summary here includes common carve-outs

whether they are exclusions or exemptions.

A. Typical general exclusions (not part of the “price” or “receipts”):
1. Certain additional charges and fees (e.g., shipping and delivery charges)

2. Cash discounts, coupons, trade-ins, rebates, etc.
3. Interest, consignment fees, collection fees and similar charges




EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

B. Common exclusions based primarily on the definition of the item:
1. Real property and improvements
2. Clothing and related items
3. Food
4. Vehicles and related transportation property
5. Medical health-related items
0. Items subject to other excise taxes
/. Currency and related intangible items

8. Art and collectibles
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EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

C. Common exclusions/exemptions based primarily on the identity of
the seller or buyer:

1. Occasional sellers

2. Related-party transactions

3. Government

4. Religious organizations

5. Educational, non-profit, or charitable organizations
6. Health or medical organizations or persons

/. Local quasi-governmental functions

8. Veterans or other persons
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EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

D. Common exemptions based primarily on use:
1. Purchases or leases for resale or release
2. Manufacturing or production inputs

3. Component parts of items to be resold
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EXCLUSIONS AND EXEMPTIONS - PROPOSED OUTLINE

E. Common exemptions based on multiple criteria:
1. Business purchases of office supplies
2. Business purchases of energy
3. Manufacturers’ purchases of equipment and production tools
4. Agricultural business purchases of equipment and production tools
5. Mining and natural resource industry equipment

6. Sales tax holidays for certain items
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REPORT OF
STUDY GROUP -

PROPOSED
DEFINITION -

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

“Existing exemptions and exemption procedures
should be reviewed to determine applicability. If a
state has other exemptions that are limited to
tangible personal property or taxable services, the
state should consider expanding the exemptions to
explicitly cover automated digital products.”
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WHAT IS A “TRADE OR BUSINESS”?

B The term is not defined for federal tax purposes but its use depends on
context.

= For example - from the IRS Website - here: https://www.irs.gov/charities-
non-profits/definition-of-trade-or-business.

= The term trade or business generally includes any activity carried on for the production
of income from selling goods or performing services. It is not limited to integrated
aggregates of assets, activities, and goodwill that comprise businesses for purposes of
certain other provisions of the Internal Revenue Code. Activities of producing or
distributing goods or performing services from which gross income is derived do not
lose their identity as trades or businesses merely because they are carried on within a

larger framework of other activities that may, or may not, be related to the
organization's exempt purposes.
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WHAT IS A “TRADE OR BUSINESS”?

® One approach might be to refer to the expenses allows as “ordinary
and necessary” expenses for conducting a trade or business under
IRC Sec. 162.

16



IMPLEMENTING A BROAD B2B EXEMPTION - IOWA CODE SECTION 423.3(104)

m Applies to: “a. The sales price of specified digital products and of
prewritten computer software sold, and of enumerated services. ..
furnished, to a commercial enterprise for use exclusively by the
commercial enterprise.”

® | imited as follows: “The use of prewritten computer software, a
specified digital product, or service fails to qualify as a use exclusively
by the commercial enterprise if its use for noncommercial purposes is
more than de minimis.”
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IMPLEMENTING A BROAD B2B EXEMPTION - IOWA CODE SECTION 423.3(104)

m Definition of Commercial Enterprise. “b. ... (1) “Commercial
enterprise” means the same as defined in subsection 47, paragraph
“d”, subparagraph (1), . ..

m Referenced Section: “(1) Commercial enterprise” means businesses and
manufacturers conducted for profit, for-profit and nonprofit insurance
companies, and for-profit and nonprofit financial institutions, but excludes other
nonprofits and professions and occupations.”

m Addition: “ ... but also includes professions and occupations, and
includes public utilities as defined in section 476.1, subsection 2.”
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IMPLEMENTING A BROAD B2B EXEMPTION - IOWA CODE SECTION 423.3(104)

m (2) “De minimis” and “noncommercial purposes” shall be defined by the
director by rule.

® [owa Administrative Code, lowa Admin. Code r. 701-225.7 on De minimis.
“De minimis’ means an amount of use of a product for noncommercial
purposes that, when considering the product's value and the frequency with
which the use for noncommercial purposes occurs during the product's
total use time, is so small as to make accounting for that use unreasonable
or impractical. Whether a use is de minimis is a fact-based determination

that shall be made on a case-by-case basis.”
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IOWA EXEMPTION CERTIFICATE

AVAILABLE HERE:
HTTPS://REVENUE.IOWA.GOV/MEDIA/2265/DOWNLOAD?INLINE

IOWA.

Bopartment of Revenue lowa Sales/Use/Excise Tax Exemption Certificate

revenue_ iowa.gov
This document is to be completed by a purchaser claiming an exemption from sales tax, use fax, or excise tax.

To claim an exemption for fuel used to create heat, power, or steam for processing or for fuel used to
generate electric current, use the lowa Sales Tax Exemplion Cerfificate: Energy Used in Processing or
Agriculture (31-113). To claim an exemption for fuel tax paid on meotor fuel, special fuel, or electric fuel, use

the lowa Fuel Tax Exemption Certificate (84-025).
Type of Certificate (Choose One):

Single Purchase: [C Enter the related inveoice/purchase crder number:

Blanket Certificate: [ This certificate is valid uniil revoked, or until 12 months have elapsed with no

purchases between the same seller and purchaser.

Purchaser legal name:

Doing business as:
Address:

City: State: ZIP:
Phone:

Purchaser iz doing business as:

[ Retailer

Sales and use or excise tax permit number
(if required):
Retailer car dealer

DOT number:

Governmental agency (including public schools)
Wholesaler

Farmer

Lessor

Manufacturer

Menprofit hospital

Private nonprofit educational ingtitution
Qualifying residential care facility

Monprofit museum

Commercial enterprise

Menprofit food bank

O Other

If checked, explain general nature of business.

O

Odooooooooon

Seller legal name:

Doing business as:
Address:

City: State: ZIP-

Purchaser is claiming exemption for the

following reason:

[ Resale - Leasing [ Processing

[ Qualifying farm machinery/equipment

[ Qualifying farm replacement parts

[ Qualifying manufacturing machinery/equipment

[ Research and development eguipment

[ Pollution control eguipment

[ Recyeling eguipment

[ Qualifying computer or computer peripheral

[ Qualifying replacement parta/supplies
{manufaciuring, research & development,
pollution control, recycling, computer)

[ Qualifying computer software, specified digital
products and digital services

[ Grain bins and replacement parts

[ Other:

[ Direct pay
Permit number required:

| the undersigned, declare umnder penalties of perjury or false certificate, that | have examined this certificate, and. to
the best of my knowledge and belief, it is true, correct, and complete. | declare that | am authorized to act on behalf

of the taxpayer. and will act only within my authaority.

Printed Mame/Title:

Ermail

Authorized Signature:

Date:

Seller: Keep this certificate in your files.
Purchaser: Keep a copy of this certificate for your records.
Do not gend this certificate to the lowa Department of Revenue 20



m 17. The sales price of all tangible personal property, specified
digital products, or services, used for educational purposes sold
to any private nonprofit educational institution in this state. . ..

m 20. The sales price of tangible personal property or specified
digital products sold, or of services furnished, to nonprofit legal
aid organizations.

IOWA IS ALSO AN m 21. The sales price of tangible personal property, of specified
digital products, or of services, used for educational, scientific,

EXAMPLE OF INCLUDING historic preservation, or aesthetic purpose sold to a nonprofit

DIGITAL PRODUCTS IN private museum.

OTHER DEDUCTIONS = 22 The sales price from sales of tangible personal property, of

(LISTED IN CODE specified digital products, or from services furnished, to a
nonprofit private art center to be used in the operation of the art

SECTION 423.3(104)) conter

m 23, The sales price of tangible personal property or specified
digital products sold, or of services furnished, if such tangible
personal property, specified digital products, or services are sold
to or by a fair organized under chapter 174.

= ETC, ETC....
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QUESTIONS - DISCUSSION?
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