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As has been widely reported, the newly enacted statute expanding the Massachusetts sales tax to

cover certain computer and software services (the "Computer Services Tax") has been repealed

after a substantial outcry from businesses, the Massachusetts Taxpayers Foundation and

others. The appeal is retroactive.  During the short-lived life of the Computer Services Tax, the

Department of Revenue (DOR) issued several documents intended to provide guidance on the

application of the tax, including a list of frequently asked questions.

What is notable about the questions is the apparent lack of knowledge among many existing

businesses that their product may already be subject to the sales and use tax prior to the enactment

of the Computer Services Tax. Based on the DOR's responses to a number of frequently asked

questions, it appears that some businesses may not have been aware of the following:

Conclusion

Despite the repeal of the Computer Services Tax, many vendors need to determine whether their

existing product is subject to sales and use tax. This requires the sometimes difficult determination
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Under existing law, sales and licenses of prewritten software are subject to Massachusetts

sales and use tax. Since April 1, 2006, they have been subject to tax even if the prewritten

software is electronically transferred or accessed through the Internet. Consequently, an

online seller of software would be required to collect the sales and/or use tax from

Massachusetts consumers of their prewritten software product even if not downloaded by

the consumer.

–

The sale of prewritten software and upgrades is taxable under existing law, although

installation is not subject to tax when billed for separately.

–

In general, sales by Software-as-a-Service vendors are treated as sales of access to

prewritten software, which is taxable under existing law.

–

Licensing of software is treated as a sale subject to the sales and use tax.–

The sales tax applies to all vendors, whether they are sole proprietors, corporations or

other forms of business entity.

–

Installation of firewalls and spam filtering services for which the vendor charges a monthly

fee is subject to tax under existing law.

–
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of whether the vendor's software is being sold or just used by the vendor in providing a nontaxable

service. For more information regarding this determination, see our prior client alert.  In TIR 13-7,

the Massachusetts DOR indicated it will be issuing additional guidance in the near future on this

determination. In the meantime, the determination may require obtaining expert advice from the

vendor's tax advisor or seeking a ruling from the Massachusetts DOR.

 In light of the retroactive repeal, the Massachusetts DOR provided guidance in TIR 13-7 to vendors

who may have collected and/or remitted the tax on Computer Software Services, filed returns and

remitted the tax or filed returns and not remitted the tax. Among other things, the TIR provides for an

abatement period expiring on December 31, 2013.

 WilmerHale Client Alert, "Massachusetts DOR Issues Draft Directive on 'Cloud Computing,'"

February 21, 2013.

2 

1

2

RETIRED PARTNER

PARTNER

Vice Chair, Tax Practice

Authors

Richard W. Giuliani

+1 617 526 6000

Julie Hogan
Rodgers

julie.rodgers@wilmerhale.com

+1 617 526 6543

Wilmer Cutler Pickering Hale and Dorr LLP is a Delaware limited liability partnership. WilmerHale principal law offices: 60 State Street, Boston, Massachusetts 02109, +1 617 526 6000; 2100 Pennsylvania Avenue, NW,
Washington, DC 20037, +1 202 663 6000. Our United Kingdom office is operated under a separate Delaware limited liability partnership of solicitors and registered foreign lawyers authorized and regulated by the Solicitors
Regulation Authority (SRA No. 287488). Our professional rules can be found at www.sra.org.uk/solicitors/code-of-conduct.page. A list of partners and their professional qualifications is available for inspection at our UK office. In
Beijing, we are registered to operate as a Foreign Law Firm Representative Office. This material is for general informational purposes only and does not represent our advice as to any particular set of facts; nor does it represent
any undertaking to keep recipients advised of all legal developments. Prior results do not guarantee a similar outcome. © 2004-2024 Wilmer Cutler Pickering Hale and Dorr LLP

http://links.wilmerhaleupdate.com/ctt?kn=12&ms=NzE2OTgzMAS2&r=MTg3NzA2MzI0ODIS1&b=0&j=OTMxNTg1NzIS1&mt=1&rt=0
http://links.wilmerhaleupdate.com/ctt?kn=9&ms=NzE2OTgzMAS2&r=MTg3NzA2MzI0ODIS1&b=0&j=OTMxNTg1NzIS1&mt=1&rt=0
https://www.wilmerhale.com/en/people/richard-giuliani
https://www.wilmerhale.com/en/people/julie-rodgers
mailto:julie.rodgers@wilmerhale.com

