Current Rule (No statutory law)

- = taxable

Licensed Digital Goods Digital Goods Digital Goods S23S. PaaS. [aas Other Digital
Prewritten (permanent use, (subscription, (subscription, pure ( a: 3 ia , laa Services (Cloud
Software ie movie, album offline use stream only, ie, Sti \;c;rkl’ppig:f;c:ss HSto.rage,SEma.lI
.. .. . . osting, Securit
(subscription use) purchase) capability) Pandora+, iHeartRadio) fh_ \ y
*|legally disputed
SB1460 proposed
Other Digitat

Saas, Paas, laaS
(subscription access
to web platforms)

Services (Cloud
Storage, Email
Hosting, Security

> Services

Goods

o)
(o)




Perpetual
License to

Prewritten

Software

(Downloaded)

Digital Goods

(Downloaded,

permanent right of use)

* Disputably taxed under
retail classification

(regulation) * Like TPP *Users

have a moderate degree of
control and possession

Impact of SB 1460

Application Application
Subscription Service Service
License to |53|bg|ta‘| GOOdi D'g'tsl Goods Provider or Provider or Infrastructure-  Platform-as-a- Other Digital
Prewritten (Su scrlptlo_n, accesse (Subscription, el Software_as_ ) . -
remotely with right to streamed/accessed Software-as ) as-a-Service Service Services
Software use offline) remotely) a-Service a-Service
(Downloaded) (sumlied s sefars (separately stated from
" or without software
license)
L *ADOR asserts taxation under rental *ADOR
*ADOR asserts tax under rental classification, but no law or e . sporadically
C e " classification, but no law or regulation
regulation *Similar to traditionally taxed goods however can . ee: taxes or
er: ) w Difficult to source due to servers and users
be difficult to source due to incorporeal nature of digital goods : : ) - . exempts
located in multiple locations *Providers T

*Users have low level of control and possession

maintain control and possession

or regulation

*Makes taxable in statute *Clarifies definitions *Clarifies sourcing *Makes standard exemptions (i.e. resale,
qualifying hospitals, etc. ) *Allows cities to tax using the same base as state

Quicken
2016 or
2017

Taxed like
software
delivered on
CD

War and
Peace
downloaded
on Kindle

Taxed like
book bought
at Barnes &

Noble

Quicken Watching
Subscription Glee on
Netflix
Taxed like during flight
software
delivered on Taxed like
CD renting
movie from

Blockbuster

Streaming
Friends on
Amazon
Prime

Taxed like
renting
video from
Blockbuster

Microsoft
Office 365

Taxed like
other
software,
related
services
exempt
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What’s the Fiscal Impact of SB14607?

Choose your own adventure: Which one of these 3 is true?

SB1460 increases the base of tax
authority e Fiscal Note is net positive

DOR lacks legal

State will continue to face lawsuits
ADOR stipulates there is a lack of clarity
SB1460 solidifies tax base

7 ADOR rules lack
clarity

ADOR position is

e Bill reduces taxes, but only on Digital
Services

clear & on solid
legal ground




McDermott
Will& Emery

Taxability of Prewritten Software Delivered Electronically*
Updated through May 2018

Risk of Taxation

® Taxable (33)
= Exempt (13)
® No Sales Tax (5)

(4

prd
*Note: Prewritten software is defined as canned (non-custom) software delivered through an electronic medium.

McDermott
Will& Emery

Taxability of Digital Products

Updated through May 2018

" Taxable by Statute (19)

“ Taxable by DOR
Interpretation (8)
Non-Taxable by DOR
Interpretation (17)

" Non-Taxable by
Exemption (2)

= No Sales Tax (5)

*Note: Digital products include digital audio, digital audio-visual and digital books delivered electronically.

MeDermott
Will& Emery

Taxability of Streamed Video Content

Updated through May 2018

Risk of Taxation
= High Risk (23)
= Low Risk (23)
= No Sales Tax (5)

McDermott

Taxability of SaaS* Will & Emery

Updated through November 2018

® Statutory Imposition (4)

= Taxable by DOR/Judicial
Interpretation (13)
Non-Taxable by
DOR/Judicial Position or
Silence (25)

® Statutory Exemption (4)

" No Sales Tax (5)

*Note: Software as a Service is defined as a service that provides remote access to software applications to the customer.

Consideration was given to the taxability of SaaS with and without a license agreement when analyzing risk.



COST: AZ 1 of 7 states yet to address Digital Goods
in law

Taxation of Digital Goods
O No Tax Imposed O Tax Imposed Without Statutory Authority

. Tax Imposed By Statutory Authority

OStates With No Sales Tax

Source: Council on State Taxation



