
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:

-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:

-On the web, use the Chat function to send a message

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 

additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  

Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

Sales Tax and the Internet of Things (IoT): Determining 

and Avoiding Sales and Use Tax

THURSDAY, NOVEMBER 3, 2022, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality

When listening via your computer speakers, please note that the quality 

of your sound will vary depending on the speed and quality of your internet 

connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com

immediately so we can address the problem.

mailto:sound@straffordpub.com


Recording our programs is not permitted. However, today's participants can 

order a recorded version of this event at a special attendee price. Please call 

Customer Service at 800-926-7926 ext.1 or visit Strafford’s website 

at www.straffordpub.com.

http://www.straffordpub.com/
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser.
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Agenda

• Sales Tax 

• What is Internet of Things (‘IoT’)?

• Why is IoT important?

• Types of IoT systems.

• Interaction of Sales Tax and IoT

• Examples/Breakout Discussion
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Sales Tax Basics
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Sales Tax 

• Transaction-based taxes imposed by state/local 

governments on certain goods and services.

Common Sales Tax Issues:

1. Nexus – How is it created?

2. Taxability – Is the good/service subject to tax?

3. Sourcing – How is a sale ‘sourced’ to a state?
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Sales Tax - Nexus

• Law: Enacted an economic nexus standard on remoted sellers 

reaching a threshold of $100K of goods or services delivered to the 

state or having 200 or more transaction.

• Issue: Is Quill’s physical presence nexus standard still good law?

• Court’s Holding: No, on June 21, 2018, the U.S. Supreme Court 

ruled in favor of South Dakota and overruled Quill Corp. v. North 

Dakota and National Bellas Hess, Inc. v. Department of Revenue of 

Ill. The Court concluded that “the physical presence rule of Quill is 

unsound and incorrect.”
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Marketplace Facilitator Laws

• The Wayfair decision ignited the jurisdictional adoption of 

“marketplace” facilitator laws 

• These laws impose collection and/or reporting obligation on a  

marketplace facilitator/provider for sales made by marketplace 

sellers. 

• The goal behind these laws is to allow one entity to collect sales tax 

on behalf of what is typically many smaller entities selling in one 

marketplace. Penalties for failure to comply with collection and/or 

reporting obligations can be significant.

• Penalties for failure to comply with collection and/or reporting 

obligations can be significant.
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Marketplace Facilitator Laws

• Marketplace Facilitator Definition

– The definition of “marketplace facilitator” varies by state 

– Example: A “marketplace facilitator” is generally a business entity or person 

that contracts, either directly or indirectly, with third-party sellers, for 

consideration to facilitate sales of goods or services through a physical or 

online marketplace, operated by the business entity or person.*

• Marketplace Seller

– Generally defined as any person or business entity that has an 

agreement with a marketplace facilitator to make sales through a 

physical or online marketplace operated by a marketplace facilitator.

• *There are a number of commonalities between the laws of many of the states and this definition pulls from definitions of 

several states, including Alabama, New Jersey, and Pennsylvania 
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Marketplace Facilitator Laws

• Key Features of a marketplace facilitator

• Facilitating sales through a physical or electronic marketplace owned, 

controlled, or operated by a marketplace facilitator 

• Listing or advertising for sale of products or services for the seller

• Charging and collection of payment from the customer on behalf of the 

seller

• Transmitting payments to the seller

• Tax Collection Requirements Vary by State

• Mandatory for all sellers. Marketplace facilitator or seller? 

• Optional-sellers can opt to collect tax or pass the collection and 

remittance responsibility to the marketplace facilitator. 

• Application of thresholds-seller by seller? Or by Marketplace?
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What is Internet of Things (‘IoT)’

14



Internet of Things – Defined

Several Definitions 

• Describes the network of physical objects (‘things’) that 

are embedded with sensors, software, and other 

technology for the purpose of connecting and 

exchanging data with other devices and systems over 

the internet. 

• Network of physical objects that feature an IP address 

for internet connectivity and the communication that 

occurs between these objects and other internet-enabled 

devices and systems. 

• Examples
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Internet of Things – Examples 

• Connected appliances

• Smart home security systems

• Autonomous farming 

equipment

• Wearable health monitors

• Smart factory equipment

• Wireless inventory trackers

• Ultra-high speed wireless 

Internet

• Biometric Security Scanners 
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• Amazon Echo

• Fitbit

• Ring door-bell security camera



Internet of Things – Why is it important?

• Low-cost computing and cloud operating systems 

make this technology feasible for countless products. 

• IoT allows for items to work together seamlessly and 

share/collect data with minimal human intervention. 

– Cantaloupe-vending machine devices

– Robot Security

• Embedding everyday items with IoT makes this 

technology a growing part of our lives going forward.
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Internet of Things – Bring your own internet 

• Many products which utilize IoT will rely on the ‘Bring Your 

Own Internet’ (‘BYOI’) model. 

• Products utilizing the BYOI model rely on the customer’s 

existing internet connects for use in transmitting data from 

one device to another. 

• The device itself cannot produce an internet connection. 
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Internet of Things – Without Internet

Many IoT systems do not need the internet to function. Take 

for example an automated watering system for soil; even 

without internet access the system can:

• Make it possible to take programmable actions; such as 

turning off water when the soil is wet enough.

• Make it possible to learn how much water the soil needs 

each day.

• Keep track of soil and upload data when an internet 

connection is available. 

• Interact with those within the vicinity. 
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Internet of Things – Without Internet

• Lamps which save energy by turning themselves off when 

no one is around. 

• Shelves in stores which notify staff when they are empty.

• Off-grid energy consumption.
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Internet of Things – Creating Your Own 

Connection

• Increasing number of instances where BYOI is not 

leveraged and in many instances IoT systems are 

generating its own connections to internet. 

• How does this effect taxability?

• Taxing internet access is prohibited under the Internet Tax 

Freedom Act. 

• Key Question – Does the IoT System qualify as an Internet 

Service Provider?

• Does the IoT system enable humans to connect to the 

internet for activities such as browsing, streaming or 

launching apps? 
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Sales Taxes and IoT
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What is provided as part of an IoT system?

• Computer hardware

• Computer software/SaaS

• Telecommunication Services 

• Data Storage

• Information Services

• IT Support Services

• Maintenance
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How are IoT systems billed to customers?

• Is each item of an invoice separately stated?

• Is computer hardware/software leased/licensed? Is it sold 

outright?

• Is there a recurring cost for data storage?

• Charges for custom reporting? 

• Separate charges for professional services?
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Why does it matter?

Bundled Transactions – single charge for multiple items 

could create a situation where otherwise exempt charge(s) 

become taxable.

▪ True Object test in many states

Multiple tax types – telecommunication taxes as well as state 

sales/use taxes may apply. Each have different filing 

responsibilities, different rates and in many instances are 

reported on separate forms. 

▪ Telecommunication tax – Florida 
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Examples
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Example 1- Smart Thermostat Inc

Smart Thermostat Inc. – sells a thermostat which allows 

users to adjust temperature remotely. These devices 

typically use the in-home or business wi-fi connection to 

communicate with a smartphone. 

A private internet connection is used to power the device 

and there no additional web functionality/web browsing 

associated with the thermostat. 
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Example 1- Smart Thermostat Inc.

Scenario A – Smart Thermostat Inc. sells its devices for $100. For the 

customer to use the device they are required to download an 

application (free of charge). 

The customer on its receipt sees a single charge for the thermostat. 

Scenario B - Smart Thermostat Inc. sells its devices for $100. For the 

customer to use the device they are required to purchase software for 

$20. 

The customer on its receipt sees separate line items for the $100 

device and $20 of software. 
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Example 1- Smart Thermostat Inc.

Scenario C – Same as Scenario B; except the customer is provided 

access to remotely stored software via username and password. 

The customer is invoiced $100 at the time of sale for the device, and a 

$1 monthly fee for access to the remotely stored software.
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Example 2 – Agriculture Sensors Corp. 

Agriculture Sensors Corp sells sensors which provide real-

time data on topography, temperature, soil conditions, 

animal health, climate forecast, weather patterns, and 

more. 

The sensors rely on air cards to transmit data wirelessly 

using their own cellular connections. There is no access to 

the world-wide web. 
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Example 2 – Agriculture Sensors Corp. 

Scenario 1 – Agriculture Sensor Corp. sells its sensors for 

$10 each. Users can access remotely accessed software 

via username password for a separate fee of $1 per month. 

In addition, Agriculture Sensor Corp. charges a $5 per 

month which is meant to recoup the costs associated with 

the air card/telecommunication fees. 

Scenario 2 – Same as above, but Agriculture Sensor Corp 

leases the sensors for $15/month. 
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Example 3 – Truck Monitor LLC 

Truck Monitor LLC equips semitruck with connected 

devices that allow companies to keep tabs on matters such 

as fuel efficiency, location, and overall maintenance. 

Companies can access this information via remotely 

accessed software which is accessed via 

username/password.  

Devices are used solely to communicate data from the 

truck but they can also be used to power consoles in the 

cab, stream music and surf the web. 
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Example 3 – Truck Monitor LLC 

Scenario 1 – Truck Monitor LLC charges $100 per device, 

a $10/month fee for access to the remotely stored software 

and $20/month connectivity fee. All charges are separately 

stated. 

Scenario 2 – Truck Monitor LLC charges customers 

$120/month as a single line item. 
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Sales Tax & IoT Challenges

• What is the true object of the transaction?

▪ The actual device, the service that the device is providing, 

or the software embedded in the device?

▪ Will the device work without the embedded software? 

▪ Will the device and software work without connection to 

the internet?

▪ Will the device work without the embedded software? 

▪ Will the software work with another providers device? 
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QUESTIONS?
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The information contained in this document is intended for the exclusive 

use of Andersen personnel in conjunction with internal instructional 

activities. Distribution in whole or in part to parties outside Andersen without 

advance written consent of the Practice Director is prohibited.
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