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Franchise and Excise Tax Legidation
Industrial Machinery Credit

Public Chapter 602 revises TemesseeOscaiomic developmert tax incertivesby providing tiers
of industrial machinery credt basedon the level of Tenmnesseeinvegdment. The actegablishes
tieredcriteriaand berefits for the credt. If the taxpayer makesarequiredcaptal invegmertin
excess of $1,000,000,000 during the invegmert period, the credt allowed equals 10% of the
purchase priceof industrial machinerylocatedin Temesseeard purchasedin the proces of
making the required cagtal invegmert. If the taxpayer makesarequired cagtal invegmert in
excess of $500,000,000 during the invegmert period, the credt allowedequals 7%. If the
taxpayer makesarequired cagtal invesmert in excess of $250,000,000 during the invegmert
period, the credt allowed equals 5%. If the taxpayer makesa cagtal invegmert in excess of
$100,000,000 during the invegmert period, the credt allowed equals 3%. The invegmert period
during which the required capital invegmert must be made camot exceedthreeyearsfrom the
filing of the business planrelatedto the required cagtal invegmert. The threeyearperiod for
making the required cagtal invegmert may be extended by the Commissioner of Economic and
Community Developmert for area®nalle period, not to exceedtwo years for good cause
shown. Effective date: Upon becaning law.

Job Tax Credit

Public Chapter 602 modifiesthe job tax credt by egalishing acredt for a qualifiedbusiness
enerprise thatinvolvesarequired captal invegmert of $10,000,000 and the creaton of atleag
100 net new full-time headjuarters staff employeejobs that pay atleag 150% of TemesseeOs
average occupational wage. The credt allowedis $5,000 for eachnet new full-time headjuarters
staff employeejob created during the invegmert period. An additional credt is allowedon an
amual bags for aperiod of threeyeas, begnning with thefirst tax year after theinvegment and
job threshold criteriaaremet. The additional credt equals $5,000 for each job creaedduring the
invegmert period, providedthat the jobs remain filled by emdoyees at wagesequal to or greaer
than 150% of TemesseeOaverage occupational wage for the month of Jaruary of the yearin
whichthe credt is being taken. Thisamual credt may be usedto offset up to 100% of the
taxpayerO$ranchise and excise tax liakility for thatyear, but any unusedamual credt will not be
carried forwardbeyond the yearin which the credt originated Effective date: Upon becaming
law.



Job Tax Credit and Tiers of Economically Distr essed Counties

Public Chapter 602 modifi esthe job tax credt by providing that the Departmert of Economic and
Community Developmert shall desgnate eachcounty determinedto be ecanomically distressed
asatierone, tiertwo or tier threeeconomically distressed county. Such desgnation shall be
basedon unemploymert, per capitaincome and poverty levels. A list of countiesdesgnated by
tierswill be publishedamually. A qualifiedbusiness enterprise locaedin atier one, two or three
ecanomically distressed county will receive a $4,500 credt for eachnet new full-time employee
job. A qualifiedbusiness enterprise locatedin atier two county will receive anadditional amual
credt of $4,500 for each net new full-time emgdoyeejob, and the amual credt shall be allowed
for a period of threeyears begnning with the first tax yearafter the initial job tax credt is
creakd. A qualifiedbusiness enterprise locatedin atier threecounty will receive anadditional
amual credt of $4,500 for eachnet new full-time employeejob, and the amual credt shall be
allowedfor aperiod of five years begnning with thefirst tax yea aftertheinitial job tax credt is
creaktd. The amual credt may be usedto offset up to 100% of the franchise and excise tax
liaklity, but it maynot be cariedforward beyond the yearin whichthe credt originated
Effective date: Upon becoming law.

Headquarters Relocation Credit

Public Chapter 602 revises TemesseeOscaiomic developmert tax incertivesby providing tiered
levels of headquartersrelocation credts based on the level of Temesseejob creation. The credit
is equal to any qualified headjuartersfacility relocation expensesincurredby the taxpayer during
theinvegmert period for egallishing a qualifiedheadquartersfacility, but islimitedto a
specifieddollar amaunt (based on the number of jobs created) multiplied by the number of
headjuartersstaff emgoyee positions relocated by the taxpayer. Effective date: Upon becaning
law.

Tennessee Rural Opportunity Fund Credit

Public Chapter 602 createsa credt in anamaunt ecual to 10% of afinancial institutionOs
contribution to the Temessee Rural Opportunity Fund. The credt isallowed eachyea for a
period of 10 years begnning with the tax yearin which the contribution is mace. Any unused
credt camot be carried forwardbeyond the tax yearin which the credt originated The loanng
of funds by the taxpayer to the Temessee Rural Opportunity Fund shall constitute a contribution.
However, atthe close of the terth yearof the period during which the credt is allowedthe
taxpayer must forgive theloanor the credt plusinteres will be recagured Effective date: Upon
becaming law.

Excise Tax and S Corporations

Public Chapter 602 closesaloopholethatallowedan S corporation that mace an elecion under
Secton 338(h)(10) of the Internal Reverue Code to treata sale of its stock asan asset sale,
without including the reaulting gain or loss in its Termesseenet earrings. The S corporation is



now requiredto include in net earrings or loss any gain or loss attributad e to the Section
338(h)(10) election. Effective date: October 1, 2007, applying to all transaction occuring on or
afterthat date.

Recognition of Gain on Assets Having a Higher Tennessee
Bags

Public Chapter 602 provides for Temessee excise tax purposes thata company must recognize
gain or loss on the sale of anasset based on the asetOdederaltax bass without any adustmert as
areallt of the taxpayer not having beensubjectto Temesseeexcise tax during any portion of the
period during which the taxpayer took depreciation experse on the asset for federal income tax
purposes Effective date: Upon becaming law.

Sales and Use Tax Legislation Streamlined Sales and Use Tax

Public Chapter 357 eractedin 2003 and Public Chapter 959 enactedin 2004 made numerous
chargesto the RetailerddSakes Tax Act to bring Tennesseeinto compliance with the national
streamlnedsalesand use tax project Those changeswerescheduledto become effective on July
1, 2007. Public Chapter 602 delays the effective date of those changes The following provisions
will becane effective on Jaruary 1, 2008: 1) most of the streamlined salestax uniform
definitions; 2) provisions concerring the regstration of farmers for salestax exemption purposes
3) provisions concerring the optional certralizedregstration system;and 4) provisions
concerring the optional use of cerifiedservice providers or certfied auomated systemsfor sales
tax collection and remittance. In contrag, the following provisions will becane effectve on July
1, 2009: 1) the requiremert that salesdeliveredor shippedto the customerbe sourcedto the
delivery or shipping dedination; 2) modifi caions to the single article limitation on local option
salestaxes 3) use of asinglereturn covering multiple deakr locations and 4) implemertation of
certain privilege taxesin lieuof salestax. Effecfve dates Jaruary 1, 2008 and July 1, 2009.

Headquarters Fadility Credit

Public Chapter 602 appliesthe existing salestax headjuarterscredt to projectsinvolving an
invegmert of $10,000,000 in a new, expandedor remodeled building along with the creation of
atleas 100 new fulltime headjuartersstaff employeejobs that pay atleas 150% of TemesseeOs
average occypational wage. Effective date: Upon becaming law.

Data Centers BIndustrial Machinery and Electricity

Public Chapter 602 expands the industrial machinery exemgion to include computer systems
computer networks, softwareand related peripheral deviceswhensuch equipmernt is usedin the
operaion of aqualifieddatacernter. A qualifieddatacenterisanewly constructed, expandedor
remadeled building or buildings that house high-techcomputer systemsand involve arequired
captal invegmert in exces of $250,000,000 during a 3-yearperiod along with the creaton of at
leas 25 net new full-time employeejobs that pay at least 150% of TemesseeOaverage



occupational wage. The bill also appliesareducedsales tax rate of 1.5% on purchasesof
electricity by a qualifieddata certer. Effective date: Upon becaning law.

Trailersand Semi Trailers
Exemption for Vehicles Sold to Military Personnel

Public Chapter 142 allows the regstration of any privately ownedtrailer or semitrailerthatis not
requiredto be regsteredbut which the owner dedresto beregstered The act also allows
persons regstering such trailersand semi trailersto obtain personalizedplates The actfurther
direcs that proceeds received from the sale of personalizedtrailer platesbe experndedfor the
developmert and maintenance of public horsebackriding trails. Effective date: July 1, 2007.

Certificate of Title

Public Chapter 484 providesthatanapplicaton for certificate of title submittedby alicersed
mator vehicle deakr can, in lieuof asignature, be accompariedby a power of attorney grarting
the motor vehicle dealer authority to sign the applicaion on behalf of the owner. Eff ective date:
July 1, 2007.

Public Chapter 602 rewritesand expands the salestax exempion applicalde to motor vehicles
purchased by members of the military. The exemgion now appliesto arny acive member of the
United StatesArmy, Nawy, Air Force, Marines Coag Guard or any member of the active guard
and reserve program (AGR) who is stationedanywherein Temesseeor arywhere on the Fort
Campbell base. The exempion also appliesto a member of the Temesseenational guardor a
reservist who hasbeencalledto acive duty ard stationedin a combat zone, with such exemption
beg nning on the effecive date of ordersassigning the individual to the combat zone and ending
90 days after the effecfive date of ordersreleasng the individual from the combat zone. Effecive
date: Upon becaming law.

Motor Vehicle Manufactur er Od ncentive Payments

Public Chapter 602 removesmotor vehicle marufacturerOsncertive paymerts from the Osles
priceof amator vehicle for purposesof calculating salestax. Effective date: Appliesto sales
and use tax assessments made on or after January 1, 2004.

Energy for Residential Use

Public Chapter 602 clarifi esthat propane sold over the counter atthe locaion of the sellerin
small portabletarksis subjectto salestax regardess of use. However, propane sold over the
counterin cylinderswith a capacity of 100 pounds or more is exemp from salestax if
documertation is presentedto show that the propare is purchasedfor resdential use. Effectve
date: Upon becaming law.



Electronic Filing

Public Chapter 602 lowers the threshold for mardatory electronic filing of salestax returns and
electronic paymert of the tax due. In 2002, it became mardatory to file salesand use tax returns
electronically if ataxpayerwasrequiredto pay its salesand use taxin readly availabe funds.
Electonic filing of these returns hasreducederrors ard loweredprocesing costs. Under this bill,
the requiremert to file salesand use tax returns electronically and pay in readly availabe funds
appliesto any taxpayer whose average monthly tax liahility is $2,500 or more. The
Commissioner hasauhority to waive these electronic paymert and filing requiremertsin
exteruating circumgances Effective date: Upon implemertation by the Commissioner.

Bednning August 1st, the Department of Revenue will offer payment warehousing for sales
and usetaxes Thisfeaure will allow taxpayersto filea return upon its completion while
delaying the accompanying payment until it is due.

Refund L egiglation

Public Chapter 602 modifi esthe time period in which a taxpayer canfile alawsuit to challenge
the derial of arefund claim. Under prior law, suit hadto be filed within six months after the
denial or deemedderial of the refund claim (the claim is deemeddenedif the Departmert has
takenno action on the claim within six months of the datefiled). Following this change in the
law, suit must be filed within one yea after the date the refund claim isfiled The earlieg point
in which suit canbe filed remains the date that the refund is deried or deemeddenied Effective
date: Upon becaming law.
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