business taxes in tennessee

business taxes in tennessee are a critical aspect for any entrepreneur or
business owner operating in the state. Understanding the various tax
obligations is essential for compliance and effective financial planning.
Tennessee has its own distinct tax structure, which includes various state
and local taxes that can affect businesses differently depending on their
size, industry, and location. This article will delve into the specifics of
business taxes in Tennessee, covering income taxes, sales taxes, franchise
and excise taxes, local taxes, and tax incentives available for businesses.
By the end of this article, readers will have a comprehensive understanding
of the tax landscape in Tennessee, enabling better decision-making for their
enterprises.
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Overview of Business Taxes i1n Tennessee

Tennessee is known for its business-friendly environment, which is reflected
in its tax structure. Unlike many other states, Tennessee does not impose a
traditional income tax on wages and salaries, making it an attractive
location for individuals and businesses alike. However, businesses are still
subject to several other forms of taxation, including sales tax, franchise
tax, and excise tax. Understanding these taxes is crucial for business owners
to ensure compliance and optimize their tax liabilities.

The state’s revenue system is primarily based on consumption taxes, which
means that businesses contribute through sales and use taxes rather than
through direct income taxation. This approach can provide advantages for
business owners, but it also requires thorough knowledge and management of
the applicable tax laws.



Types of Business Taxes

In Tennessee, businesses face several different types of taxes, each with its
own rules and regulations. Understanding these taxes helps business owners
prepare for their financial obligations and avoid potential penalties. The
main types of business taxes include income tax, sales tax, and franchise and
excise taxes.

Income Tax

While Tennessee does not levy a state income tax on wages, it does impose a
tax on interest and dividends known as the Hall Income Tax. However, as of
2021, this tax is being phased out and is set to be completely eliminated by
2022. As a result, businesses are not subject to a traditional state income
tax, which can significantly reduce the overall tax burden for many
entrepreneurs.

Sales Tax

The state sales tax rate in Tennessee is currently set at 7%. However, local
jurisdictions can impose additional sales taxes, which can increase the total
sales tax rate up to 9.75% in some areas. Businesses that sell tangible
personal property or certain services are required to collect sales tax from
their customers. It is crucial for business owners to understand their
obligations regarding sales tax collection, reporting, and remittance to
avoid potential liabilities.

Franchise and Excise Taxes

Tennessee imposes both franchise and excise taxes on businesses operating
within the state. The franchise tax is based on the greater of a business's
net worth or a minimum threshold of $100,000, with a rate of $0.25 per $100
of value. The excise tax is calculated at a rate of 6.5% of the net earnings
of the business. These taxes are designed to generate revenue from businesses
operating in Tennessee and must be filed with the state’s Department of
Revenue.

Local Taxes

In addition to state-level taxes, businesses in Tennessee may also be subject
to various local taxes. These can include property taxes, business license
taxes, and local sales taxes. The specific rates and regulations can vary
considerably depending on the county or municipality in which the business
operates. Therefore, it is essential for business owners to familiarize
themselves with local tax requirements to ensure compliance and avoid
penalties.

Some common local taxes that businesses might encounter include:

e Property Taxes: Based on the assessed value of real and personal
property owned by the business.



e Business License Taxes: Typically imposed on businesses operating within
a specific jurisdiction, calculated based on the gross receipts.

e Local Sales Taxes: Additional sales tax imposed by local governments,
varying by locality.

Tax Incentives and Credits

Tennessee offers several tax incentives and credits designed to encourage
business growth and investment. These incentives can significantly impact a
business's overall tax liability and should be considered when planning for
expansion or relocation. Some notable incentives include:

e Job Tax Credit: Available to businesses that create new jobs in certain
economically distressed areas.

e Tnvestment Tax Credit: Offered to businesses that make significant
capital investments in equipment or facilities.

e Research and Development Tax Credit: Provides credits for eligible R&D
activities conducted within the state.

Business owners should consult with tax professionals to identify and
maximize any available tax credits and incentives that apply to their
specific situation.

Filing and Payment Requirements

Understanding the filing and payment requirements for business taxes in
Tennessee 1is essential for maintaining compliance with state laws. Most
businesses are required to file tax returns on an annual basis, although some
taxes, such as sales tax, may require monthly or quarterly filings depending
on the volume of sales.

For franchise and excise taxes, businesses must file a combined return to the
Tennessee Department of Revenue. The due date for these returns is typically
April 15 for calendar year filers. Sales tax returns, on the other hand, are
due on the 20th of the month following the reporting period.

It is crucial for business owners to keep accurate records of their income,
sales, and expenses to ensure proper reporting and to support any deductions
or credits claimed on their tax returns.

Conclusion

Understanding business taxes in tennessee is vital for any entrepreneur
looking to establish or grow their business in the state. With a unique tax
structure that emphasizes consumption taxes over income taxes, Tennessee



offers certain advantages, particularly for small businesses. However, the
presence of franchise, excise, and local taxes requires diligent attention to
compliance and financial planning. By familiarizing themselves with the
various tax obligations and available incentives, business owners can make
informed decisions that will contribute to their long-term success in
Tennessee.

Q: What is the Hall Income Tax, and how does it
affect businesses in Tennessee?

A: The Hall Income Tax 1is a tax on interest and dividends earned by
individuals and entities in Tennessee. However, it i1s important to note that
this tax is being phased out and will be completely eliminated by 2022. As a
result, most businesses will not be affected by this tax moving forward, as
Tennessee does not levy a traditional income tax on wages.

Q: What is the current sales tax rate in Tennessee?

A: The base state sales tax rate in Tennessee is 7%. However, local
jurisdictions can impose additional sales taxes, which can increase the total
sales tax rate up to 9.75% in some areas, depending on local regulations.

Q: Are there any tax incentives for businesses in
Tennessee?

A: Yes, Tennessee offers several tax incentives, including the Job Tax
Credit, Investment Tax Credit, and Research and Development Tax Credit, aimed
at encouraging business growth and investment within the state.

Q: How often do businesses need to file sales tax
returns in Tennessee?

A: The frequency of sales tax return filings in Tennessee depends on the
volume of sales a business generates. Some businesses may need to file
monthly, while others may file quarterly or annually. The due date for sales
tax returns is the 20th of the month following the reporting period.

Q: What are franchise and excise taxes in Tennessee?

A: Franchise taxes are based on a business's net worth or a minimum
threshold, while excise taxes are calculated based on net earnings. These
taxes apply to businesses operating in Tennessee and are filed annually with
the Department of Revenue.

Q: How can businesses ensure compliance with local
taxes in Tennessee?

A: Businesses should familiarize themselves with the local tax regulations in



their specific county or municipality. Maintaining accurate financial records
and consulting with tax professionals can help ensure compliance and avoid
penalties.

Q: Can businesses claim deductions or credits on
their tax returns in Tennessee?

A: Yes, businesses in Tennessee may be eligible for various deductions and
credits depending on their activities, such as R&D or job creation.
Consulting with a tax professional can help identify applicable deductions
and credits.

Q: What types of records should businesses keep for
tax purposes in Tennessee?

A: Businesses should maintain accurate records of income, expenses, receipts,
and any documentation supporting claimed deductions or credits. This 1is
crucial for filing accurate tax returns and for audit purposes.

Q: Are there penalties for failing to comply with tax
obligations in Tennessee?

A: Yes, businesses that fail to comply with tax obligations may face
penalties, including fines and interest on unpaid taxes. It is important for
business owners to stay informed about their tax responsibilities to avoid
these consequences.
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