A Dash of SALT <

Arizona Addresses Sales Taxation
of Over-the-Top Services

In this month’s state and local tax (SALT) column, Busby highlights the
provisions of a new Arizona law that confirms that proceeds from over-the-
top services are not subject to sales tax and addresses its implications for
companies that stream audio or video over the internet.

Although its legislature considered bills this year and last, unlike most states,
Arizona still has not enacted broad legislation to specify which digital goods and
services, if any, are subject to sales tax. Yet, without statutory direction, Arizona
state and local taxing authorities have asserted in confidential audit assessments
and in obscure private taxpayer rulings that proceeds from digital goods and a
variety of digital services are subject to sales tax as proceeds from renting tangible
personal property.

S.B. 1019 Confirms That Over-the-Top Services are Exempt

However, Arizona’s Legislature recently enacted, and Gov. Doug Ducey (R)
recently signed, S.B. 1019 — a measure that confirms that “over-the-top services”
are not subject to Arizona’ sales tax on proceeds from intrastate telecommunica-
tions activity and prohibits Arizona cities and towns from levying any type of tax
on proceeds from such services.

This legislation was not critical for out-of-state companies that stream video
or audio content to customers in Arizona because Arizona courts ruled long ago
that proceeds from video content transmitted from out-of-state are not subject to
Arizona’s sales tax on proceeds from intrastate telecommunications activity, and
representatives of Arizona’s taxing authorities acknowledged the treatment of such
proceeds at public hearings in recent years.

The Broad Definition of Over-the-Top Services

Arizona’s Legislature defined “over-the-top services” to mean “audio or video
programming services that are received by the purchaser by means of an internet
connection, regardless of the technology used, that include linear or live program-
ming and that are generally considered comparable to programming provided by
aradio or television broadcast station and includes related on-demand program-
ming that is provided at no additional charge, regardless of whether the services
are provided independently or packaged with other audio or video programming.”

The Implications of S.B. 1019

S.B. 1019 is important not only because it defines “over-the-top services” and
explicitly confirms that proceeds from such services are not subject to sales tax,
but also because of what it implies.

First, the Legislature’s broad declaration that “over-the-top services’ means audio
or video programming services that are received by the purchaser by means of an
internet connection,” followed by inclusive rather than exclusive terms, suggests
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that, at least once S.B. 1019 goes into
effect later this year, the Legislature
intends that all proceeds from streaming
audio or video over the internet are
tax-exempt.

Further, the fact that Arizona’s
legislature included the language of this
exemption in the statute for the state’s
sales tax on proceeds from intrastate
telecommunications activities rather
than in the statute for its tax on proceeds
from renting tangible personal property
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July 17 — In-person or via webcast

Developing Your Digital Mindset

(8 -1:30 a.m.)

Grow your management skills by discovering the importance
and value of developing a digital mindset, key concepts

for adopting a digital mindset, succeeding in a volatile and
Register for ambiguous environment and key competencies for your
either the in-person success in a digital environment.

or webcast course at

Change the Way You Work: Success as a Virtual CFO
(12:30 - 4 p.m.)

This course will provide a virtual CFO overview and then
dives into topics which will help you succeed, including
potential service models, your readiness to provide virtual
CFO services, comparison of virtual CFO and outsourced
bookkeeping services, ethical considerations and technology
considerations.

ascpa.com/mgmt19
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