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Distribution of Taxes after Annexation
Dear Reader:

The following document was created from the CTAS website (ctas.tennessee.edu). This website is
maintained by CTAS staff and seeks to represent the most current information regarding issues relative to
Tennessee county government.

We hope this information will be useful to you; reference to it will assist you with many of the questions
that will arise in your tenure with county government. However, the Tennessee Code Annotated and other
relevant laws or regulations should always be consulted before any action is taken based upon the
contents of this document.

Please feel free to contact us if you have questions or comments regarding this information or any other
CTAS website material.

Sincerely,

The University of Tennessee
County Technical Assistance Service
226 Anne Dallas Dudley Boulevard, Suite 400
Nashville, Tennessee 37219
615.532.3555 phone
615.532.3699 fax
www.ctas.tennessee.edu
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Distribution of Taxes after Annexation
Reference Number: CTAS-601

When a city annexes property that generates wholesale beer taxes or local option sales taxes, the amount
of revenue produced at the time of the annexation continues to go to the county for a period of 15 years.
Any increases over this amount are distributed to the annexing municipality. Note that this does not

affect the distribution of the first half of the local option sales tax, which continues to go to education
funding.

Formula for Distribution. If the business operated for a full twelve (12) months before annexation, the
county receives the monthly average for that period. If the business operated for at least one (1) full
month but fewer than twelve (12) months before annexation, the county receives the average amount of
each full month of operation. If the business operated for less than a month before annexation, or if it
began operation within three (3) months of annexation, then the revenue for the first three (3) months is
averaged and the county receives that amount.

Exceptions. There are several exceptions to the distribution formula. If the wholesale beer tax or the local
option sales tax is repealed, revenue amounts from the repealed tax will end; similarly, if the distribution
to municipalities is reduced by the General Assembly, revenue amounts will be decreased proportionally.
Finally, if a business closes or relocates, thereby reducing tax revenues, the city may petition the
Department of Revenue no more than once annually for a reduction in amounts. A county may voluntarily
waive rights to the revenue.

County Responsibility. Upon annexation, each county is responsible for identifying tax-producing
properties and providing a list of them to the Department of Revenue. Counties should also monitor the
impact of annexations on all revenue-generating properties within the affected area. Some of the taxes
received from such areas are not administered by the Department of Revenue. For example, certain of
the taxes are collected and remitted by beer wholesalers. If the county does not monitor such transactions
and inform the appropriate parties, it may lose out on tax revenue to which it is entitled.

T.C.A. § 6-51-115.
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