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Chapter 7: Sourcing and Distribution 

Sourcing 

The term sourcing refers to where a specific taxable sale/transaction is considered to take 
place. Sourcing determines where the collected tax is ultimately distributed (i.e. which 
county or city receives the distribution). Generally, the sourcing of taxable sales made by 
taxpayers and the distribution of the state-level and municipal-level business taxes collected 
depends on the type and location of the taxpayer. 
 

1. In-State Taxpayers other than Video Programmers, Mobile 
Telecommunications Providers, and Classification 4 Contractors  

If the taxpayer is in the state of Tennessee, its sales are sourced to the county and/or 
municipality where it has a physical location. If an in-state taxpayer does business anywhere 
else in the state without establishing a place of business in that locality, those sales will also 
be sourced to the county and/or municipality where it has a physical location.1 There are, 
however, special rules that apply to specific businesses such as contractors, and video 
programmers, that are discussed in more detail below. If the municipality where the 
taxpayer is located has not elected to levy the municipal-level tax or if the taxpayer is located 
outside of any municipality limits, no municipal-level tax will be due. 
 
If the taxpayer’s activities extend into another county or municipality to the extent that the 
taxpayer establishes an additional location, the taxpayer will also source sales from that 
location to the additional county or municipality. Please see Chapter 2 for additional 
information on how to determine if a business has established a location.  
 

2. Out-of-State Taxpayers other than Video Programmers, Mobile 
Telecommunications Providers, and Classification 4 Contractors 

Sales from a taxpayer without a Tennessee location are sourced to the state and reported 
on the state Location ID. Such sales are apportioned to the state, and 100% of the state 
business tax collected on such sales will be distributed to the state general fund. Out-of-
state taxpayers are generally exempt (as discussed in Chapter 2 of the Manual) from the 
municipal-level tax.2   
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3. Taxpayers with both In-State and Out-of-State Locations other than 
Classification 4 Contractors   

Businesses with established locations in Tennessee that also make taxable sales from 
locations outside of the state should source the sales made from or attributed to the 
business’s in-state location to the applicable city/county. Sales made from or attributed to the 
business’s out-of-state location should be sourced to the state. This means that the business 
should register for county, and if applicable, city account(s) for its sales made from its in-state 
location and for a state account for its sales made from its out-of-state location. 

For example:   

 Company A sells uniforms from three different locations in Tennessee: the city of 
Nashville (within the urban services district of Davidson County), Spring Hill, and 
Franklin. It also has a Kentucky location and a Virginia location that make sales of items 
to Tennessee customers that it delivers in its own trucks.   

 Company A must register each of its Tennessee locations with and obtain a business 
licenses from the Nashville, Franklin, and Spring Hill city officials and the Davidson, 
Williamson, and Maury county clerks. It must also file returns for each location and 
pay the appropriate city and state taxes.   

 Additionally, Company A must register its Kentucky and Virginia locations with the 
Department (it will have one state account for all of its out-of-state locations) and file 
a state tax return and pay the appropriate state tax based on its total Tennessee sales 
made from the Kentucky and Virginia locations. It will not get business licenses for 
these locations. 
 

4. Contractors 

If an in-state or out-of-state contractor has sales of more than $50,000 in a county or more 
than $50,000 in a municipality, then those sales are sourced to the county and/or 
municipality where the contract work was performed. These are considered deemed 
locations and are treated the same as a physical location.3 If the municipality where the work 
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was done has not elected to levy the tax, then those sales will not be subject to the 
municipality tax. 
 
If an in-state contractor has sales of $50,000 or less in a county or incorporated municipality, 
then those sales are sourced to the county and/or municipality of the contractor’s domicile. 
If sales of $50,000 or less are earned in an area outside of an incorporated municipality’s 
limits, then those sales will not be subject to the municipality tax. 

The tax collected from all such sales is distributed as described for in-state taxpayers to the 
locations where the sales are sourced. 

If the contractor does not have a Tennessee domicile and has sales of $10,000-$50,000 in a 
county, then those sales are sourced to the state, and the state business tax is distributed to 
the state general fund. In such cases, the contractor is not subject to the municipality 
business tax.4 
 

5. Video Programmers 

If the taxpayer provides video programming services (as defined in Tenn. Code Ann. § 67-6- 
102 provided below), all of its sales from taxable sales of services and tangible personal 
property are sourced to the county and/or municipality where the services or tangible 
personal property were received by its customer. This is true, even if the taxpayer does not 
have a physical location in that locality.5 The tax is distributed as described for in-state 
taxpayers, with the county and municipality portions going to the counties and 
municipalities where the sales are sourced. 

“Video programming services” is defined as programming by “a television broadcast station 
and shall include cable television services sold by a provider authorized pursuant to title 7, 
chapter 59, wireless cable television services (multipoint distribution service / multichannel 
multipoint distribution service) and video services provided through wireline facilities located 
at least in part in the public rights-of-way without regard to delivery technology, including 
Internet protocol technology.” “Video programming services” does not include any of the 
following: 

  Digital products transferred electronically, including, but not limited to, software, 
ringtones, and reading materials such as books, magazines, and newspapers; 
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  Audio and video programming services provided by a commercial mobile service 
provider as defined in 47 U.S.C. § 332(d) ; 

  Audio and video programming services provided as part of, or incidental to, Internet 
access service, such as, but not limited to, video capable email, provided, that the 
services are not generally considered comparable to programming provided by a 
television broadcast station;  and 

  Direct-to-home satellite television programming services. 
 

6. Mobile Telecommunications Service Providers 

Mobile (cellular) telecommunications service providers (“providers”) who provide mobile 
telecommunications services to customers in Tennessee must source sales from such sales 
to the customer’s primary place of use in accordance with the Mobile Telecommunications 
Sourcing Act.6 Note that this special sourcing rule only includes sales of mobile 
telecommunications services. Sales of cellular equipment (e.g., cell phones, chargers, 
accessories, etc.) are sourced to the taxpayer’s location where the sales were made. 
For Example: 

 Company X sells mobile telecommunications services, cellphones and accessories. 
During the tax year, Company X sold $15,000 of cellphones and accessories from its 
Chattanooga store location. Company X also made $240,000 in mobile 
telecommunications services sales to customers with a place of primary use in the 
following cities in Hamilton County: $85,000 in Chattanooga, $50,000 in East Ridge, 
$25,000 in Red Bank, $5,000 in Soddy-Daisy, and $75,000 in the unincorporated area 
of Hamilton County. 
  

 The $15,000 in sales of cellphone and accessories made from the Chattanooga store 
are sourced and reported for both the city and county under the Classification 2 
under the store Location ID. 
 

 The mobile telecommunications services are sourced and reported using the 
Classification 3 rate as follows: 
  
o $85,000 under the Chattanooga Location ID; 

https://1.next.westlaw.com/Link/Document/FullText?findType=Y&originatingContext=document&transitionType=DocumentItem&pubNum=1000546&refType=RB&originatingDoc=Id7c22720bf8111e5a9c19f03b9754151&cite=47USCAS332
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o $50,000 under the East Ridge Location ID; 
o $25,000 under the Red Bank Location ID; and  
o $240,000 under the Hamilton County Location ID. 

 
 Because the mobile telecommunications services sold to customers with a place of 

primary use in the city of Soddy-Daisy is less than $10,000, no business tax is 
reported to Soddy-Daisy. However, the $5,000 is included in sales reported to 
Hamilton County. The provider is still required to have a minimal business activity 
license for the city of Soddy-Daisy. 

 
For more information on sales of services, see Chapter 4 of this manual. 
 

Distributions 

1. In-state Taxpayer Distributions 

State business tax collections from in-state taxpayers are distributed as follows: 

 $7.00 per return will be paid to the county clerk in the county in which the taxpayer 
has a physical location; then 

 5% of the remaining collections will be paid to the county clerk in the county where 
the taxpayer has a physical location; then 

 43% of the remaining collections will be paid into the State’s general fund; then 

 1.125% of the remaining collections will be paid to the Department of Revenue to 
cover administration and collection expenses; then 

 The remaining collections will be paid to the county in which the taxpayer has a 
physical location.7 
 

2. Municipal-Level Business Tax Collections from In-state Taxpayers 

Municipality business tax collections from in-state taxpayers are distributed as follows: 
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 $7.00 per return will be paid to the appropriate city official in the municipality in 
which the taxpayer has a physical location; then 

 5% of the remaining collections will be paid to the appropriate city official in the 
municipality in which the taxpayer has a physical location; then 

 43% of the remaining collections will be paid into a fund held by the State to be used 
for purposes of the municipality in which the taxpayer has a physical location; then 

 1.125% of the remaining collections will be paid to the Department to cover 
administration and collection expenses; then 

 The remaining collections will be paid to the municipality in which the taxpayer has a 
physical location.8 

 

3. Fees Levied Under Tenn. Code Ann. § 67-4-710 

The fees, penalties, and interest levied by a county or municipality for the exercise of 
privileges of antique malls, flea markets, craft shows, antique shows, gun shows, auto shows, 
and transient vendors will be retained by the county or municipality that levied the fee.9 An 
amount equal to 5% of the proceeds of the fee will be paid to the county clerk, if fees are 
collected by the county, or to the municipal business tax official, if fees are collected by the 
municipality.10 
 

4. Taxpayers Without Licenses or Locations 

The tax, interest, and penalties collected from taxpayers without licenses under Tenn. Code 
Ann. § 67-4-723(a) or established physical locations, outlets, or other places of business in 
any county or municipality in Tennessee are earmarked and allocated in entirety to the 
state’s general fund.11 
 

5. Audited Taxpayers 

As previously stated in this chapter, when the Department audits a taxpayer’s books and 
records and discovers that the taxpayer owes additional tax, penalty, or interest, 100% of the 
tax, penalty, or interest assessed as a result of the audit will be earmarked and specifically 
allocated to the state’s general fund.12  



 
 

 
1 Tenn. Code Ann. § 67-4-717(b)(1) and (c)(1). 
2 Tenn. Code Ann. § 67-4-724(c). 
3 Tenn. Code Ann. § 67-4-709(4)(A)(i). 
4 Tenn. Code Ann. § 67-4-717(b)(3) and (c)(3). 
5 Tenn. Code Ann. § 67-4-717(b)(2) and (c)(2). 
6 4 U.S.C.A. § 117(b). 
7 Tenn. Code Ann. § 67-4-724(a). 
8 Tenn. Code Ann. § 67-4-724(b). 
9 Tenn. Code Ann. § 67-4-724(d). 
10 Id. 
11 Tenn. Code Ann. § 67-4-724(c). 
12 Id. 
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