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Chapter 8: Exemptions and Exclusions 

Exempt Sales of Services 

Generally, sales of services are subject to the business tax. However, Tenn. Code Ann. § 
67-4-708(3)(c)(i-xvi) lists 16 types of services that are excluded from taxation. To qualify as 
exempt, sales of services must fit the description of the statutorily exempt service provided 
in the Standard Industrial Classification Index of 1972 (“SIC” or “SIC Index”) and any 
supplements and amendments (which was updated in 1987 and should be used).1 
Therefore, taxpayers should use the SIC Index to determine if a certain service qualifies for 
the exemption. 
 
The SIC Index classifies business establishments by the type of economic activity they 
perform; SIC classifications are based on the “primary” or “predominant” activity of the 
subject industries. Not all business types are included in the SIC Index; rather, the SIC Index 
classifies only those types of business establishments representing a significant part of the 
economy.2 
 
The following 16 services are exempt from business tax: 
 

  Medical, dental, and allied health services to human beings, including convalescent 
and rest home care, but excluding services by persons engaged in the business of 
making dentures and artificial teeth; 
 

  Legal services; Educational services offered by elementary and secondary schools, 
colleges, universities, professional schools and junior colleges, library and 
information centers, correspondence schools, vocational schools, and specialized 
non-degree-granting schools; 

 
  Services rendered by nonprofit membership organizations operating on a nonprofit 

membership basis for the promotion of the interest of the members; 
 

  Domestic services performed in private households; 
 

  Services furnished by nonprofit educational and research agencies; 
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  Services by religious and charitable organizations; 

 
  Accounting, auditing, and bookkeeping services; 

 
  Public Utilities as defined in Tenn. Code Ann. § 65-4-101; 

 
  Banking services including brokerage and investment services; 

 
  Insurance services; 

 
  Operation of residential and nonresidential buildings except hotels, motels, and 

rooming houses; 
 

  Leasing of agricultural, airport, forest, mining, oil, and public utility property; 
 

  Veterinarian services; 
 

  Architectural, engineering, and land surveying services; and  
 

  Services provided by farmers to other farmers for the planting or harvesting of 
agricultural products or for the preparation, improvement, or maintenance of land 
used to produce agricultural products.3  
 

Although services by the above entities are exempt from business tax, these entities may 
be liable for business tax if they make other types of sales that do not fall within this 
exemption. 
 

1. Medical, Dental, and Allied Health Services 

The sales of medical, dental, and allied health services to human beings (SIC Major Group 80), 
except services of persons making dentures and artificial teeth, are exempt from business tax. 
 
This exemption includes, but is not limited to, services offered by: 
 

  Licensed medical professionals 
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  Dentists 

 
  Licensed massage therapists 

 
  Assisted living facilities 

 
  Acupuncturist 

 
  Audiologists 

 
  Chiropractors 

 
  Optometrists  

 
  Podiatrists 

  
These entities may be liable for business tax if they make other types of sales that do not fall 
within this exemption. 
 

  For example, sales of tangible personal property, such as electric toothbrushes or 
teeth whitening products, by a dentist are subject to business tax.  
 

2. Legal Services 

Establishments headed by members of the bar and primarily engaged in offering legal advice 
or services are exempt from business tax as legal services according to Industry Group 8111 
of the SIC.4 Exempt legal services do not include court reporter services, nor do they include 
services that are not provided by an attorney.5 
 

3. Educational Services 

Certain educational services are exempt from business tax. These services are exempt if 
offered by organizations providing academic or technical instruction. Educational services 
offered by libraries, student exchange programs, and curriculum development programs 
are also exempt educational services. 
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Exempt educational services include services offered by:  

  Elementary and secondary schools 
 

  Colleges 
 

  Universities 
 

  Professional schools 
 

  Junior colleges 
 

  Libraries and information centers 
 

  Vocational schools 
 

  Specialized non-degree granting schools (e.g., pilot school, driving school, 
finishing school)  

 
Educational services offered by the following entities are not exempt from business tax: 

  Schools for the instruction of beauticians, cosmetologists, and barbers; 
 

  Schools providing job training for the unemployed, underemployed, handicapped, 
and persons with job market disadvantage due to a lack of education, job skill, or 
experience; 

 
  Individuals providing music lessons or private tutoring services; 

 
  Daycares; and  

 
  Pre-Kindergarten programs. 
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4. Services Rendered by Nonprofit Membership Organizations 

Services rendered by nonprofit membership organizations operating on a nonprofit 
membership basis for the promotion of the interest of the members are not subject to 
business tax. If nonprofit membership organizations make sales of food, beverages, or other 
tangible personal property, these sales are subject to business tax.6 

Nonprofit membership organizations are delineated as such by federal law and include: 

  Business associations 
 

  Professional membership organizations 
 

  Labor unions 
 

  Civil, social, and fraternal associations 
 

  Political organizations 
 

  Religious organizations  
 

5. Domestic Services Provided in Private Households 

Domestic services performed in private households are exempt from Tennessee business 
tax.7 Private households that qualify for this exemption may employ individuals as cooks, 
laundresses, maids, sitters, butlers, personal secretaries, managers of personal affairs, 
and outside workers such as gardeners, caretakers, and other maintenance workers.8 

This exemption does not include:  

 Services performed by businesses that hold their services out to the general public, 
such as home care companies.  
  

 Services performed in the households of farming establishments, amusement and 
entertainment services, or babysitting and other day care services.   
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6. Nonprofit Educational and Research Agencies 

Services furnished by nonprofit educational and research agencies are exempt from 
business tax.9 According to the SIC Index, educational and research agencies are 
organizations performing noncommercial research that operate primarily on funds from 
endowments, contributions, and grants. These services are classified in Industry 8733 titled 
Noncommercial Research Organizations within Industry Group 873 titled Research, 
Development, and Educational Research in the SIC Index.10 

Services furnished by organizations that perform commercial research are not exempt 
under this section.   

The following research activities are exempt from business tax as nonprofit educational and 
research agencies:   
 

  Archeological expeditions  
 

  Biological research 
 

  Economic research 
 

  Medical research 
 

  Scientific research 
 

  Sociological research 
 

7. Services by Religious and Charitable Organizations 

Neither the SIC Index, the Tennessee Code, nor the Tennessee courts have defined the term 
“charitable organization” for the purposes of Tennessee business tax. The Tennessee 
Supreme Court stated that when a statute does not define a term, it is proper to look to 
common usage to determine the term’s meaning.11 Black’s Law Dictionary (8th ed. 2004) 
defines the term “charitable organization” as a “tax-exempt organization that:  
 

  Is organized and operated exclusively for religious, scientific, literary, educational, 
athletic, public-safety, or community-service purposes; 
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  Does not distribute earnings for the benefit of private individuals; and  

 
  Does not participate in any way in political candidate campaigns or engage in 

substantial lobbying.” 
 

The Department uses the above criteria to determine whether a taxpayer is classified as a 
charitable organization and exempt from business tax.  
 

8. Accounting, Auditing, and Bookkeeping Services 

Businesses primarily engaged in furnishing accounting, bookkeeping, and auditing services 
are exempt from business tax.12 These businesses may use data processing techniques as 
part of providing their services. However, businesses that are primarily engaged in providing 
data processing services are not included under this exemption. Businesses providing 
income tax preparation services without accounting, auditing, or bookkeeping services are 
not included under this exemption. 
 
The following services are included under this exemption: 
 

  Accounting services 
 

  Auditing services 
 

  Bookkeeping and billing services 
 

  Services by certified public accountants 
 

  Payroll accounting services  
 

9. Public Utilities 

Public utilities, as defined in Tenn. Code Ann. § 65-4-101(6)(A), are exempt from business 
tax.13  



 

94 | P a g e  

 

“Public utility” means every individual, copartnership, association, corporation, or joint stock 
company, its lessees, trustees, or receivers, appointed by any court whatsoever, that own, 
operate, manage or control, within the state, any interurban electric railway, traction 
company, all other common carriers, express, gas, electric light, heat, power, water, 
telephone, telegraph, telecommunications services, or any other like system, plant or 
equipment, affected by and dedicated to the public use, under privileges, franchises, 
licenses, or agreements, granted by the state or by any political subdivision thereof.14 
 
Public utilities do not include: 
 

  Corporations, agencies, or instrumentalities owned by the United States; 
 

  Counties, municipal corporations, or other subdivisions of Tennessee; 
 

  Corporations, agencies, or instrumentalities of the state; 
 

  Corporations or joint stock companies where more than 50 percent of the voting 
stock or shares are owned by the United States, the state of Tennessee, or by any 
other nonutility in Tenn. Code Ann. § 65-4-101(6)(A)(i)-(iii); 

 
  Cooperative organizations, corporations, or associations not organized or doing 

business for profit; 
 

  Individuals or entities offering domestic public cellular radio telephone services 
authorized by the federal communications commission; 

 
  Counties, municipal corporations, or subdivisions of states bordering Tennessee to 

the extent that these entities distribute natural gas to retail customers within the 
municipal boundaries and/or urban growth boundaries of a Tennessee city or town 
adjoining the bordering state; 

 
  Any non-utilities acting jointly, in combination with, or through a joint agency or 

instrumentality; 
 

  Nonprofit Corporations that own and operate wastewater systems primarily for the 
use of the members of the corporation and which has received a written statement 
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of exemption from regulation as a public utility from the Tennessee public utility 
commission prior to January 1, 2009;  

 
  Nonprofit homeowners associations or organizations; or 

 
  Interexchange carriers.  

Common vs. Contract Carrier 

Common carriers are exempt from business tax as public utilities while contract carriers are 
subject to business tax. The Tennessee business tax statutes do not define the term 
common carrier or contract carrier. The Tennessee Supreme Court has stated that when a 
statute does not define a term, it is proper to look to common usage to determine the term’s 
meaning.   

A common carrier is defined as a “commercial enterprise that holds itself out to the public as 
offering to transport freight or passengers for a fee. A common carrier is generally required 
by law to transport freight or passengers, without refusal, if the approved fee is paid.”15 
Similar to the other services listed in Tenn. Code Ann. § 65-4-101(6), common carriers 
generally operate to inure to the benefit of the public without the right to choose or 
discriminate against any members of the public. 

A contract carrier, however, is defined as “any carrier that is not a common carrier by law.  A 
private carrier is not bound to accept business from the general public.”  Contract carriers 
are also defined as “for-hire truck transportation to specific, individual shippers, based on 
contracts.”16 If a transportation company is not a common carrier, the Department taxes it 
on sales from transportation that is wholly intrastate according to Tenn. Comp. Rule and 
Reg. 1320-04-05-.58. That means receipts for transport that both begin and end in 
Tennessee are subject to business tax.  
 

10. Banking and Related Functions 

Tennessee law17 specifically exempts from business tax services furnished by institutions 
engaged in deposit banking or closely related functions, including:  
 

  Banking services provided by reserve banks, commercial banks, savings institutions, 
credit unions, and foreign banks;  
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  Fiduciary activities;  

 
  Services furnished by persons engaged in extending credit or lending money except 

persons taxable under subdivision (5); 
 

  Services furnished by establishments engaged in the underwriting, purchase, sale, or 
brokerage of securities on their own account or on the account of others; 

 
  Services furnished by exchanges, exchanged clearing houses, and other services 

allied with the exchange of securities and commodities; and 
 

  Services furnished by investment trusts, investment companies, holding companies, 
and commodity trading companies. 

 
Major Group 61 (Non-depository Credit Institutions) of the 1987 SIC Index includes 
establishments engaged in the business of extending credit in the form of loans, but not 
engaged in deposit banking. 

State and Federal Credit Unions 

State and federal credit unions are exempt from almost all forms of state taxation, 
including business tax.18 12 U.S.C. § 1768 states that “Federal credit unions . . ., their 
property, their franchises, capital, reserves, surpluses, and other funds, and their income 
shall be exempt from all taxation now or hereafter imposed by the United States or by any 
State, Territorial, or local taxing authority; except that any real property and tangible 
personal property of such Federal credit unions shall be subject to Federal, State, 
Territorial, and local taxation to the same extent as other similar property is taxed.” 
 
Tenn. Code Ann. § 45-4-803 states that “[e]xcept for taxes on property and the credit union 
fees provided by law, no tax levied by this state, whether privilege, excise, franchise, sales 
or otherwise, shall be levied upon or be applicable to any credit union chartered under the 
laws of this state unless and until the same tax may be legally levied upon and be 
applicable to federally chartered credit unions in this state, in which case the tax shall be 
levied upon and be applicable to all such state and federally chartered credit unions.” 
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Federal credit unions are exempt from all forms of state taxation, including business tax, 
except for ad valorem taxation of real and personal property. In the United States Court of 
Appeals case United States of America v. State of Michigan, 851 F.2d 803, 808-09 (6th Cir. 
1988), the court determined that federal credit unions are federal instrumentalities and 
enjoy the immunities of the federal government. State credit unions also are exempt from 
all state taxation, including business tax, except for ad valorem taxation of real and 
personal property. 

Brokerage Fees or Commissions 

Businesses that solicit or broker loans on behalf of and for the benefit of their customers 
and other mortgage loan companies are included in Industry Group 616 as mortgage 
bankers and brokers and are exempt from business tax. 

11. Insurance Services 

Providers of insurance or insurance agents of any type selling or furnishing necessary 
services related to insurance and insurance adjustors are exempt from business tax. See 
Industry Group 641 titled Insurance Agents, Brokers, and Services within SIC Major Group 
6419 This exemption also includes independent organizations and businesses that are engaged 
in the provision of insurance services, e.g., insurance research services, insurance loss 
prevention services, and insurance claim adjusters not employed by insurance companies.   
 

12. Operators of Residential and Nonresidential Buildings  

Businesses primarily engaged in the operation of dwellings of apartment buildings, dwellings 
other than apartment buildings, and nonresidential buildings are exempt from business tax. 
See Industries 6512-6514 within SIC Industry Group 651 titled Real Estate Operators (except 
Developers) and Lessors. However, businesses engaged in the operation of hotels, motels, 
and rooming houses are not exempt from business tax. 

Apartment Buildings 

Apartment buildings are defined in the SIC Index as buildings containing five or more 
housing units. See Industry 6513 titled Operators of Apartment Buildings within SIC Industry 
Group 651.20 This exemption includes apartment buildings, apartment hotels, residential 
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hotels, and retirement hotels. However, standard hotels, rooming and boarding houses, 
camps, and other lodging places for transients are not included under this exemption. 

Dwellings Other Than Apartment Buildings 

Dwellings and residential buildings containing four or fewer housing units are considered 
dwellings other than apartment buildings in the SIC Index.  See Industry 6514 titled Dwelling 
Operators, Except Apartments within SIC Industry Group 651. Operators of these buildings 
are exempt from business tax. 

Nonresidential Buildings 

The following activities are exempt from business tax: 
 

  Operation of bank buildings; 
 

  Operation of insurance buildings; 
 

  Leasing of piers, docks, and associated buildings; 
 

  Operation of commercial and industrial buildings; 
 

  Property operation of retail establishments; 
 

  Property operation of shopping centers; and 
 

  Ownership and operation of theater buildings. 
 

13. Lessors of Real Property 

Businesses primarily engaged in leasing real property, not classified elsewhere in the SIC are 
exempt from business tax. See SIC Industry 6519 titled Lessors of Real Property, Not 
Elsewhere Classified within Industry Group 651.21 This exemption includes leases of the 
following types of real property: 
 

  Agricultural property; 
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  Airport property; 
 

  Forested property; 
 

  Property used for mining; 
 

  Property from which oil is extracted; and  
 

  Public utility property. 
 

14. Veterinary Services 

Veterinary medical services are exempt from the business tax. Veterinary services include 
dentistry, surgery, and services involving the boarding and lodging of animals. SIC Industry 
Group 074 is titled Veterinary Services and provides additional information on the veterinary 
services included in the exemption. However, the veterinary services exemption does not 
include sales of non-exempt goods or services. For example: 
 

  Veterinarian Y, in addition to his or her . veterinary medical practice, sells pet foods 
and medications to be administered at home by the owner. Veterinarian Y also 
provides non-medical grooming services. Veterinarian Y must get a business license 
and pay the business tax on sales from the food, medication, and non-medical 
grooming services. Veterinarian Y’s sales of medical veterinary services would be 
considered exempt sales of services. The business tax classification will be 
determined by whichever taxable item sold (pet food, medications, or grooming 
services) makes up the largest portion of his or her taxable sales.  
 

15. Architecture, Engineering, and Land Surveying Services  

Engineering 

Establishments primarily engaged in providing professional engineering services as defined 
in Industry Group 871 of the SIC are exempt from business tax. Establishments providing 
and supervising their own engineering staff on temporary contract to other firms are 
included in this industry. 
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Businesses providing the following engineering services are exempt: 
 

  Ship, boat, tool, and machine designing; 
 

  Industrial, civil, electrical, and mechanical engineering services; 
 

  Marine engineering services; and 
 

  Petroleum engineering services. 
 

Architecture 

Businesses providing the professional architectural services listed below are exempt from 
business tax. 
 

  Architectural engineering services 
 

  Architectural services 
 

  House designers 
 

Land Surveying 

Businesses that provide the professional surveying services listed below are exempt from 
business tax. 
 

  Photogrammetric engineering services 
 

  Land, water, and aerial surveying  
 

16. Services Provided by Farmers to Other Farmers 

Services provided by farmers to other farmers for planting or harvesting of agricultural 
products or for the preparation, improvement, or maintenance of land used in the 
production of agricultural products are exempt from business tax.22 
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Other Miscellaneous Exemptions 

1. Services Sold for a Lump Sum 

If exempt services are sold at the same time as nonexempt services and/or tangible 
personal property, the exempt services will only be exempt if they can be purchased 
separately and separately itemized on the invoice. 
 
If a group of services are sold together for one lump sum and are not individually sold, the 
services will be categorized under the SIC classification that most appropriately describes 
the group of services as a whole. For example: 

  A company offers a suite of services that includes bookkeeping, payroll, legal, 
management, billing, maintenance oversight, human resources, and public 
relations services in one lump sum. A customer cannot pick and choose the 
individual services it will receive. The cost includes all of the services together. The 
company’s services will most closely fall under SIC Index number 8741, 
Management Services. 
 

If the SIC of the group does not fall under one of the exempt service categories, then the 
lump sum for the group of services will be taxable. Note that any actual pass-through 
amounts (i.e., amounts transferred to a taxpayer with no mark-up that the taxpayer is 
obligated to pay over to a third party on its client’s behalf) included in the amount received 
by a taxpayer from its client should not be included in the amount taxed. Such pass-
through amounts could include postage, insurance premiums, or certain taxes.23 This is 
true even if some of the services offered in the group of services would be exempt if sold 
separately. Therefore, in the example above, because management services are not 
included in one of the exempt service categories, the lump sum for the suite of services is 
subject to the business tax.  

 
 

 Audit Note: A company that sells services for a lump sum may not separate 
out exempt services from nonexempt services during an audit. If the 
services are sold together and cannot be purchased separately, they should 
be categorized together and only exempted if the entire group as a whole 
falls under one of the exempt service categories. 
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2. Services for Affiliated Entities  

Services provided to an affiliated business entity at cost without any markup are 
excluded from the definition of services and thus are not subject to the business 
tax.24 If a taxpayer provides services to an affiliated business entity for a markup, the 
taxpayer will only owe business tax on the markup amount.25 
 

3. Internet Services 

Federal law prohibits states or any state division from imposing a tax on internet access.26 
Therefore, receipts that are attributable to the sale of internet services are not subject to 
business tax. Telecommunication services that are sold by an internet service provider to 
provide internet access are also exempt from business tax.  

 
 

Taxable Sales by Providers of Exempt Services 

Businesses primarily providing services exempt from business tax must still pay business tax 
on sales of non-exempt tangible personal property and taxable services. These businesses 
must obtain business licenses and report and pay the business tax on their taxable sales. For 
example: 
 

  Services provided by deposit banking institutions are exempt from business tax. ABC 
Bank makes vehicle loans as part of its business activities. However, when a loan on 
a vehicle goes into default, the bank will repossess the vehicle and then sell the 
vehicle at auction. ABC Bank must get a business license and pay the business tax on 
the sales of the vehicles. Because the bank sells new or used vehicles, the bank 
would be a Classification 2 taxpayer. 
 

Persons/Entities 

Business tax does not apply to persons in the following circumstances:  

 Audit Note: If an auditor discovers that a taxpayer has paid business tax on 
internet access services during an audit, the taxpayer should be given a 
credit or refund for the amount paid. 
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  Any person employed in the capacity of an employee or servant as distinguished 
from that of an independent contractor.27 
 

  Any person primarily engaged in the manufacture of goods, wares, merchandise, or 
other articles of value from a location or outlet subject to ad valorem taxation under 
other provisions of state law.28 See, for example, Letter Ruling 11-50. 

 
  Any person operating vending machines who exercises the option of paying the 

gross receipts tax provided for in Tenn. Code Ann. § 67-4-506. 
 

  Newspaper route carriers and newspaper peddlers.29 
 

  Any institution operated for religious or charitable purposes, with respect to any 
profits that are earned from the sale of items contributed to the institution or 

articles produced by the institution from contributed items. 30 
 

  A person who, as part of the normal business operations, buys and sells intangible 
personal property. See, for example, Letter Ruling 17-05. 

 
  Persons conducting shows, displays, or exhibits sponsored by any nonprofit 

organization of gun collectors. A person who regularly engages in business as a 
dealer in guns or who sells guns for future delivery is not exempt.31 

 
  Any person residing or located in this state or any governmental entity, nonprofit 

corporation, institution or organization which has received, and is currently 
operating under, a 26 U.S.C. § 501(c)(3) or (4) exemption from the Internal Revenue 
Service whose only taxable business activity during the tax period is conducted at 
the Tennessee state fair or at only one county fair and their affiliates.32 

 
  Any person having sales of less than $10,000 within a county or incorporated 

municipality is exempt from the tax and licensing provisions in Tenn. Code Ann. §§ 
67-4-704 and 67-4-723 with respect to sales sourced to the county or municipality 
under Tenn. Code Ann. § 67-4-717. Any person subject to the tax imposed in Tenn. 
Code Ann. § 67-4-717(a) and having sales of less than $10,000 in a county will be 
exempt from the tax levied in Tenn. Code Ann. § 67-4-704 with respect to sales 
occurring in that county.33 

 

https://www.tn.gov/content/dam/tn/revenue/documents/rulings/business/11-50bus.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/rulings/business/17-05bus.pdf
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  Persons or qualified businesses doing business from a location within an enterprise 
zone. This exemption will only be allowed for five years from the date the business 
is originally certified as a qualified business. 

 
  Persons making sales or rental of real property that belongs to them. Sales and 

rentals of real property belonging to anyone other than the seller is subject to the 
business tax, e.g., such as sales by real estate agents. 
 

 Movie theaters are exempt from business tax on all their gross receipts (sales of 
tickets and concessions).34 This does not extend to live production theaters.  
 

 Persons who drill, install and repair wells and are properly licensed, annually, with 
the Department of Environment and Conservation are exempt from business tax on 
those services.35 

 
 Out-of-state businesses or employees who are responding to state-declared 

disasters are exempt from business, franchise, and excise taxes for the income and 
receipts generated from business conducted in the state during the disaster 
response period.36 

 

1. Radio and Televisions Stations 

Radio and television stations under the authority of the Federal Communications 
Commission are not liable for business tax.37 However, persons who operate cable 
television services are subject to business tax.38 
 

2. Providers of Direct-to-Home Satellite Services 

Providers of direct-to-home satellite television programming services are specifically 
excluded from both the state-level and municipal-level business tax. This exclusion covers 
sales of the providers’ services as well as sales of any tangible personal property. 39 

 

3. Publishers or Printers of Newspapers and other Periodicals 

Publishers or printers of newspapers and other periodicals are considered manufacturers 
and are not liable for business tax.40 However, publishers or printers engaged in any other 
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activity made taxable under the Business Tax Act are liable for tax on that activity.41 Activities 
that are incidental to the manufacturing portion of the business are not subject to tax.42 
 

4. Qualified Blind Persons and Disabled Veterans 

 Affidavit Requirement 

Any applicant who wishes to seek the benefits of a business tax exemption for qualified 
blind persons or disabled veterans must file an affidavit accessible on the Department’s 
website. The affidavit must be filled out completely and include the applicant’s position, 
financial condition, and the source of the applicant’s income. The affidavit must be received 
and reviewed by the Department prior to the issuing of the proper business license. Any 
person making a false affidavit and procuring a free privilege license as a result commits 
perjury and will be punished under the law. 

Qualifying Blind Persons 

Any person unable to see because of total blindness qualifies for the exemption if the 
following conditions are met. The person: 

 Owns property of less than $2,500 after the deduction of encumbrances thereon;  
 

 Is doing business with a capital not exceeding $2,500; 
 

 Is residing within and being a citizen of Tennessee and of the county in which the 
exemption is claimed; and  

 
 Is the sole beneficiary of the business.43 

 
Any institution for the blind engaged in the training and employment of the blind of the state 
likewise is exempt from the payment of the business tax without regard to property 
qualifications. 

Individuals must complete this affidavit to qualify for this exemption. Affidavit may be 
accessed via this link. 

https://www.tn.gov/content/dam/tn/revenue/documents/forms/business/f1321401.pdf
https://www.tn.gov/content/dam/tn/revenue/documents/forms/business/f1321401.pdf
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Disabled Veterans 

Certain disabled veterans are exempt from paying the business tax. To qualify for the 
exemption, the individual must be: 

  A disabled veteran of any armed conflict in which the United States has engaged, a 
former uniformed member of the armed forces, or a peacetime uniformed 
member of the armed forces who was disabled while in regular service;  

  The owner of less than $5,000 of property after the deduction encumbrances 
thereon;  

  In business with a capital stock of no more than $5,000; 

  A citizen and resident of Tennessee and of the county in which the exemption shall 
be claimed; and 

  The sole beneficiary of the business.44 

Only one of the exemptions described above may be claimed by any one person. Any 
business for which the exemption is claimed will be conducted by the qualifying individual 
personally or a member of that person’s immediate family who may be assisted by not more 
than one person not a member of the family. 

With respect to former members of the armed forces operating as peddlers, one vehicle is 
considered as one place of business.  

5. Manufacturers 

Manufacturers are specifically exempt from business tax.45 To qualify for the exemption, a 
taxpayer must meet each of the requirements listed below. 

  The business must be engaged in one of the activities described under 
Division D of the SIC Index.46 

  Over 50% of the business’s gross receipts must be derived from manufacturing. 
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  A business must qualify for the exemption on a per location basis. 

  The sales of the manufactured products must be made from the manufacturing 
location subject to ad valorem tax.47 Location includes any adjoining buildings and 
any buildings on the same parcel of land that, combined, make up a manufacturing 
campus. 

If a business qualifies as a manufacturer, sales made from the qualified location of 
items not manufactured at that location but incidental to the business’s manufacturing 
sales are also exempt.48 Furthermore, if installation of the manufactured product is 
incidental to the sale of the manufactured product and is done by the manufacturer’s 
employees, then the installation is also exempt.  

The performance of installation services does not disqualify a business from the 
manufacturing exemption. However, if the business charges separately for the installation 
services and the amount received from those services is at least 50% of the business’s 
gross receipts, then the business is not “primarily” engaged in manufacturing and thus 
does not qualify for the exemption. For example: 

  Company A fabricates and installs structural steel. It does not sell anything else. The 
customer will pay one single price when it purchases the steel, which it purchases 
from the manufacturing facility. Company A will install the steel for no additional 
charge. Company A would be considered exempt from business tax. 

Division D of the SIC Index 

For business tax purposes, a manufacturer is defined as someone who is in the business of 
any of the activities listed in Division D of the SIC Index.49 While most of the activities listed 
under each of the SIC Index manufacturing groups are clearly defined and easily understood, 
there are some that cause confusion. These activities are listed below. 

  Quarries: 

o Generally, quarries themselves will not be considered manufacturers for 
business tax purposes and are included in the SIC Index under Division B: 
Mining.  
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o If a manufacturing establishment operates a mine or quarry (the cutting, 
finishing, etc. of the product from the mine or quarry must be performed at 
the manufacturing location, which is separate from the mine or quarry and 
separate reports for the mine or quarry are not available), then the mining 
and quarrying activities are classified under Division D with the 
manufacturing operations. This limited exception does not apply to 
activities described in Industry 3295. If an entity performs the activities 
described in Industry 3295 and also operates a mine or quarry, then all of 
its activities will be classified under Division B: Mining, whether there are 
separate reports or not. 

o If separate reports are available for the quarrying activities and the 
manufacturing activities, then the quarrying activities will be grouped under 
Division B. 

  Dental Labs: 

o Dental labs are not manufacturers for business tax purposes.  

o If the dental lab constructs artificial dentures, bridges, inlays, and other 
dental restorations on specifications from dentists, then the lab is classified 
under Division I: Services, Industry 8072.   

o However, a person manufacturing, in a location other than a dental lab, 
artificial teeth to be used as instruments by dentists and dental colleges is 
grouped under Industry 3843 and thus is considered a manufacturer for 
business tax purposes. 

  Recyclers: 

o Generally, it is unlikely a recycler will be considered a manufacturer.  

o If the recycler is assembling, breaking up, sorting, and wholesale distributing 
scrap and waste materials, then it is grouped under Industry 5093 and is not 
a manufacturer for business tax purposes. 
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o However, if it is doing something more to the scrap materials, then it may be 
considered a manufacturer.  

 For example, if a recycler primarily recovers nonferrous metals and 
alloys from scrap and dross, then it would be grouped under Industry 
3341 and would be considered a manufacturer. 

  Cabinetry: 

o Generally, a manufacturer of wood cabinets (e.g. kitchen cabinets, bathroom 
vanities), whether they be for permanent installation or free-standing, is 
considered a manufacturer under Industry 2434.  

o If the cabinetry is custom built for individuals, then the fabricator is grouped 
under Industry 5712 and would not qualify as a manufacturer for business 
tax purposes.  

 

Primarily Engaged in Manufacturing 

To qualify as a manufacturer and receive the manufacturing exemption, a person must be 
“primarily engaged” in manufacturing at a given location. This qualification is met if more 
than 50 percent of the manufacturer’s revenues at a given location are derived from 
manufacturing tangible personal property.50 

A number of taxpayers manufacture goods and also make nonmanufacturing sales from the 
same location (e.g., sales of goods purchased to sell, goods manufactured by the taxpayer 
elsewhere, and services, such as installation of the goods). To determine if a taxpayer 
qualifies for the manufacturing exemption, auditors may separate a taxpayer’s gross sales 
into two separate columns:  

  A column for sales of manufactured goods (this includes those that are installed by 
the taxpayer, if the installation is included in the sale of the manufactured good), and  

  A column for all other sales (separately billed installation sales, sales of non-
manufactured goods, etc.).51 
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If installation is part of the sale of the manufactured good (i.e., the manufactured good and 
installation of that good are sold for one price) and not a separate sale, then the SIC Index 
classifies it as a manufacturing activity. The description in the SIC Index under the Division C: 
Construction 3 heading states that “installation work performed as a service incidental to 
sale by employees of an establishment manufacturing… prefabricated equipment and 
materials is classified according to the primary activity in the Manufacturing…Division.” For 
example: 

 Company B installs kitchens and makes all of its sales from its manufacturing facility. 
Customers sometimes buy new countertops from Company B. For this, Company B 
makes and installs granite countertops. Some jobs include countertops, as well as 
the installation of sinks, cabinetry, etc. that Company B purchases for resale. One 
third of Company B’s receipts are from the manufacture and installation of the 
countertops. Two thirds of the receipts are for the sale and installation of the 
cabinets, sinks, etc., purchased for resale.  

o Company B would not be considered an exempt manufacturer and would be 
a class 4 taxpayer because less than 50% of Company B’s receipts are from 
manufacturing. 

Sales Made from a Manufacturing Location 

To be considered a manufacturing sale, the manufacturing must occur in the taxpayer’s 
manufacturing facility subject to ad valorem tax. The description in the SIC Code under the 
Division D: Manufacturing heading states that “[f]abricating operations performed at the site 
of construction by contractors are not considered manufacturing, but the prefabrication of 
sheet metal, concrete, and terrazzo products and similar construction materials is included 
in the Manufacturing Division.”  

Business tax applies to each individual location, and the exemptions from the business tax 
also apply on a location-by-location basis. If the manufacturer makes sales from a separate, 
nonmanufacturing location on a different plot of land then those sales will be subject to the 
tax, even if the goods sold were manufactured by the taxpayer elsewhere. For example: 
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  Company C fabricates cinder blocks for sale and sells masonry bricks that it 
purchased for resale. Both products are stored and sold from a warehouse. Fifty-five 
percent of its sales are of cinder blocks, and forty-five percent are of bricks.  

o Company C would not be exempt from business tax because the products 
were not sold from a manufacturing facility. 

Auditing Manufacturers 

If an auditor concludes that a business qualifies for the business tax manufacturing 
exemption, then:  

  All sales made at that location by the manufacturer (any nonmanufacturing sales 
made at that location by the manufacturer are considered incidental to the 
manufacturing sales) are exempt; and 

  The auditor does not need to further classify the business under Tenn. Code Ann.     
§ 67-4-708, the classifications section of the business tax statute. 

However, if the auditor determines that the business does not qualify for the manufacturing 
exemption, then he/she should determine the business’s classification by determining the 
dominant business activity.  

Additionally, a business may not qualify for the manufacturing exemption if 
nonmanufacturing sales account for more than 50% of the taxpayers’ sales made from that 
location. For example: 

  A taxpayer manufactures tangible personal property and makes retail sales of 
tangible personal property from the same location. The taxpayer’s retail sales 
account for 60% of the total sales from that location. This taxpayer would be 
considered a retailer and would not be considered a manufacturer at this location. 
 

6. Persons with Taxable Sales < $10,000 

Businesses with less than $10,000 in taxable sales sourced to a county are exempt from the 
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state-level business tax in that county, and businesses with less than $10,000 in taxable sales 
sourced to a municipality are exempt from the municipal-level business tax in that 
municipality.52   

Minimal Activity License 

  Counties and municipalities that have enacted business tax will issue minimal activity 
licenses to any persons exempt from business tax under Tenn. Code Ann. § 67-4-
712(d) if the persons have annual sales of more than $3,000 but less than $10,000 
per year within the jurisdiction.  

 
No person with sales of more than $3,000 but less than $10,000 per year can engage in 
business in the jurisdiction without first obtaining the minimal activity license. 
 
Persons with $3,000 or less in annual sales in any incorporated municipality or county may, 
but are not required to, have a minimal activity license. Any year a person’s gross receipts in 
the jurisdiction are $10,000 or more, the person will be required to file a regular business tax 
return for the tax year. 
 
For more information on licensing, please see Chapter 3 of this manual. 
 

7. Persons Making Casual and Isolated Sales 

Business is defined as “any activity engaged in by any person, or caused to be engaged in by 
the person, with the object of gain, benefit, or advantage, either direct or indirect.”53 Business 
does not include casual and isolated sales or sales made by a person not routinely 
engaged in business.54 As such, occasional, casual, and isolated sales are not subject to 
the business tax.  

Business tax also does not apply to sales of tangible personal property or services not 
normally sold by a wholesaler and retailer and which, if the property has been used by the 
dealer prior to the sale.55  

  A sporting goods store decides to renovate its sales floor and sell its used sales 
fixtures (shelves, hangers, racks, etc.). Receipts from the fixture’s sale would not be 
subject to business tax.  
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If persons hold themselves out as engaged in business, then they are still liable for sales of 
tangible personal property or taxable services bought for resale although the sales may be 
few and infrequent.56  

Manufacturers, Processors, Wholesalers, or Jobbers 

Manufacturers, processors, wholesalers, or jobbers engaged in the business of distributing 
tangible personal property or furnishing services subject to business tax are not deemed to 
be making casual and isolated sales when they sell such tangible personal property or 
services to purchasers for use or consumption, notwithstanding the fact that such sales may 
comprise a small fraction of their total business.57  

Antique Shows, Flea Markets, Gun Shows, Auto Shows and Craft Shows 

Persons regularly engaged in the recurring sale of tangible personal property at antique 
malls, flea markets, craft shows, antique shows, gun shows and auto shows and antique 
malls, flea markets, crafts shows, antique shows, gun shows and auto shows regularly 
engaged in the recurring sale of tangible personal property are not considered to be making 
casual and isolated sales.58 The businesses and persons making sales have the burden of 
proving their sales are actually casual and isolated and qualify for exemption.59 
 

8. Taxpayers Responsible for Other Privilege Taxes 

The following businesses pay privilege taxes and are not subject to business tax on sales on 
which they pay privilege tax:60  

  Bottlers and manufacturers of soft drinks; 

  Establishments selling mixed drinks or setups;  

  Gas, water, and electric companies; 

  Miscellaneous public utilities; and 

  Individuals who pay recordation tax. 
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Exempt Sales 

1. Qualified Amusement Activities 

Gross proceeds from admissions to amusement or recreational activities conducted, 
produced, or provided by: 
 

 Nonprofit museums; 
 

 Nonprofit entities which operate historical sites and nonprofit historical societies, 
organizations or associations; 

 
 Organizations which have received and currently hold a 26 U.S.C. § 501(c) exemption 

from the Internal Revenue Service; or  
 

 Organizations listed in Major Group No. 86 of the SIC Index are exempt from 
business tax. 61 This major group includes organizations operating on a membership 
basis for the promotion of the interests of their members. Included are 
organizations such as trade associations; professional membership organizations; 
labor unions and similar labor organizations; and political and religious 
organizations. This major group does not include business establishments operated 
by membership organizations, which are classified according to their primary 
activity.62  

 
This exemption does not apply unless such entities, societies, associations, or organizations 
promote, produce, and control the entire activity.63 
 

2. Agricultural Sales 

Tennessee gross sales of livestock, horses, poultry, nursery stock, and other farm products 
direct from the farm are exempt from business tax, provided that those sales are made 
directly by the producer, breeder, or trainer. When sales of livestock, horses, poultry, or 
other farm products are made by any person other than the producer, breeder, or trainer, 
they will be classified and taxed for business tax as Classification 4. Additionally, catfish 
farmers and tropical fish farmers are exempt from business tax. 
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3. Sales of Intangibles 

Sales of intangible personal property, such as royalties, copyrights, stocks, bonds, notes, 
and other securities, are not subject to the business tax. For business tax purposes, 
“tangible personal property” is defined as “personal property that may be seen, weighed, 
measured, felt or touched, or is in any other manner perceptible to the senses.”64 Tangible 
personal property does not include insurance, stocks, bonds, notes, or other obligations or 
securities.”65 
 
Non-taxable intangibles include:  
 

  Renewable Identification Numbers;66 
 

  Copyright licenses; 
 

  Franchise fees; 
 

  Broadcast rights; and 
 

  Transfer of virtual currency. 
 

Please note that a sale of software is not considered a sale of intangible property. 
 

4. Wholesaler to Wholesaler 

Sales made by one wholesaler to another wholesaler (or sales by one retailer to another 
retailer at cost) are excluded from the definition of sale and thus are not subject to the 
business tax.67 
 
A wholesale sale or sale at wholesale is the “sale of tangible personal property or services 
rendered in the regular course of business to a licensed retailer for resale, lease, or rental 
as tangible personal property in the retailer’s regular course of business to a user or a 
consumer.”68 Wholesale sales are sales from a wholesaler to a retailer. Retailers are 
persons in the business of making sales at retail or any sales other than wholesale sales.69 
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5. Sales or Rentals of Real Property 

The short-term rental (180 consecutive days or less for business tax purposes) of vacation 
lodging, including a person’s home, is subject to business tax.  

Minimum Requirement for Filing and Registration  

A provider of overnight rentals is required to register and file for business tax if its taxable 
gross receipts are $10,000 or more in each jurisdiction in which it does business. That 
means that a property owner or management company will not be subject to business tax 
in any city and/or county where its total rental property receipts in that city and/or county 
are not at least $10,000. 

Property Management Companies 

A “property management company” is defined as “a person who, for consideration, 
manages a vacation lodging for an individual property owner that provides such lodging 
for a rental fee to consumers.”70 
 
If the owner of the property uses a management company to provide overnight rentals of 
vacation lodgings, then the management company, rather than the owner, must pay the 
business tax on the gross receipts from the rentals. The gross receipts from the rental 
includes all fees collected for the rental, as well as any other money that a consumer must 
pay in order to rent the accommodations such as: 
 

 Non-refundable pet deposits; 
 

 Required cleaning fees; and 
 

 Property damage protection fees.  
 
The property owner or property management company must register in the county and city 
in which the property is located as a Classification 3 taxpayer.  If no property management 
company is used, the owner must pay the business tax. If the property management 
company or property owner has multiple units within a jurisdiction, they will only need one 
license.  
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  For example, property management company A (“taxpayer”) has 14 rentals in Sevier 
County. Five of the rentals are in Gatlinburg, three rentals are in Pigeon Forge, 
three rentals are in Sevierville and the remaining are outside of a city jurisdiction.  
The taxpayer needs 1 license from Sevier County, 1 license in Pigeon Forge and 1 
license in Gatlinburg. 
 

If a property owner conducts any other taxable activity or sales in the state, he will be 
subject to the business tax on those specific receipts. 

Trailer Parks or Camps 

Persons operating trailer parks or camps where charges are made only for the rental of real 
property are exempt from the business tax.71 However, persons renting trailers to transients 
for occupancy at the trailer park location for a period of 90 days or less, selling tangible 
personal property, or making separate charges for specific services furnished are liable for 
business tax (such as electricity at the camp site).72 
 

6. Sales of Items Donated to Religious and Charitable Institutions 

Profits earned by institutions operated for religious or charitable purposes from the sale of 
items donated to them—or from articles produced from items donated—are not subject to 
business tax.73 
 

7. Freight & Delivery Charges 

Freight, delivery, or other similar transportation charges are subject to business tax if title to 
the property being transported passes to the vendee at the destination point. 74  Deliveries 
of tangible personal property and services to customers outside the state of Tennessee by a 
person subject to the business tax or by a common carrier before the customer obtains 
possession are exempt from the business tax. 
 

Exclusions 

In addition to the exemptions outlined above, the business tax also contains various 
exclusions. Receipts of the following entities, persons, and activities are excluded in 
determining gross sales for the calculation of business tax:75 
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  Persons that are subject to gross receipts tax for engaging in the business of 

operating as bottlers and manufacturers of soft drinks and soft drink substitutes in 
Tenn. Code Ann. § 67-4-402; 
 

  Gas, water, and electric current companies; 
 

  Telephone and telegraph companies except providers of mobile telecommunications 
services; 

 
  Theaters, motion pictures, and vaudeville shows; 

 
  Establishments selling mixed drinks or setups for mixed drinks; 

 
  Rental of films to theaters that are taxed under Tenn. Code Ann. § 67-6-212; and 

 
  Rental of films, transcriptions, and recordings to radio and television stations 

operating under a certificate from the Federal Communications Commission. 
 

  Various exclusions are also listed as exemptions above, this is specifically authorized 
in TENN. COMP. R. & REGS. 1320-04-05-.16(2), which states the “[a]ny other amounts 
attributable to the exclusions authorized by the Business Tax Act, or rules and 
regulations pertaining thereto, may also be excluded. (See TENN. COMP. R. & REGS. 
1320-04-05-.36).”  
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