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Criteria for Evaluation of Alternative Proposals

Simplification

1) How does this proposal fundamentally simplify the existing system of sales tax collections?

The Internet is the engine that enables E Commerce and it is the Internet that will enable the solution to this issue.  The Interstate Solutions system will enable businesses to easily register with jurisdictions around the country in a single location with a single entry of information.  The communication link will facilitate periodic transmissions of tax tables that will be accessed in real time during the ordering process by a consumer.  The E commerce firm will seamlessly add the appropriate tax at the time of the transaction by matching the destination geo-code with the tax matrix for that jurisdiction.  The reporting of taxable sales and the remittance of tax receipts will be made electronically on a periodic basis to a single location.  Interstate Solutions will provide a single contact point for registrations, tax tables, remittances and reporting.  In effect, Interstate Solutions will replicate and exceed the retail sales tax model for E commerce firms.

2) How does this proposal define, distinguish, and propose to tax information, digital goods, and services provided electronically over the Internet?

The definition of any taxable event, or taxable good is a responsibility that resides with state and local governments, not with private industry.  Service providers merely execute based upon rules and guidelines set up by their customer.  Intangible goods sold via the Internet are a relatively new phenomenon for traditional sales tax structures.  Government officials must provide a set of instructions that are as clear as the sales and use tax laws on tangible goods in each state. It is conceivable that the next “time out” that is necessary is one that compels government and industry to evaluate the rules prior to attempting enforcement.  We believe a bright line should be drawn between tangible and intangible goods at this time, thus allowing the solution to the current problem to be developed unabated.  

3) How does this proposal protect against onerous and/or multiple audits?

The right to audit business transactions resides with revenue agencies and law enforcement.  No service provider can guarantee protection against audits.  Government officials will have to outline these guidelines going forward, but the Interstate Solutions system will advance their efforts.  This system will provide periodic information on taxable sales and tax receipts collected.  Since this system is electronic and since it interfaces at the time of the purchase transaction, revenue officials will have an audit trail that is more comprehensive than retail sales tax remittances.  Interstate Solutions can act as the principal intermediary in any audit program, thereby alleviating a majority of the burden from businesses.  Without compromising the privacy of a consumer, a business will calculate, collect and remit sales taxes.  Our recommendation to states is that they 

develop a standard matrix for auditing E commerce to ensure compliance.  We do not have a recommendation for ultimate audit responsibility, i.e., domain states versus a central body.  Since this is the responsibility of government we believe that decision should emanate from one of the various associations, like the Multi-state Tax Commission.

Taxation

4) Does this proposal impose any taxes on Internet access or new taxes on Internet sales?

This proposal facilitates a solution.  It does not impose any taxes.  Government revenue agencies make those decisions.  Service providers do not impose taxes.  They merely execute based upon a set of rules and guidelines outlined by their customer.  This system is not structured to collect bit taxes or transmission taxes.  It is structured to facilitate the collection and remittance of sales taxes that are due, but currently uncollected.  The collection of sales taxes on remote consumer purchases is not a new tax.  The responsibility to pay a sales or use tax has always been directed by revenue agency guidelines and they have never been nullified by court decisions or federal laws.  The laws speak only to the burden of collection by sellers.  Neither the Internet Tax Freedom Act, nor the Quill decision has nullified a consumer’s responsibility to pay taxes. 

5) Does this proposal leave the net tax burden on consumers unchanged? (Does it impose an obligation to pay taxes where such an obligation does not exist today?  Does it reduce or increase state and local telecommunication taxes?  Does it reduce or increase taxes, licensing fees, or other charges on services designed or used for access to or use the Internet?)

As state above, this proposal facilitates a solution.  It does not impose any taxes or create any tax burden.  Government revenue agencies make those decisions.  The net tax burden on consumers remains unchanged.  Consumers have always been subject to pay use taxes where sales taxes were due, but not collected.  Enforcement by states has been sporadic due to a commitment of resources.  Countless consumers around the country have received (and continue to receive) tax due notices on purchases where a sales tax was due, but not collected. These tax due notices have resulted from states that have entered into lawful compact arrangements for the express purpose of collecting taxes that were due under the laws of each state.  This proposal will only improve the enforcement efforts of preexisting laws.  This proposal does not address telecommunication taxes or access fees.

6) Does the proposal impose any tax, licensing or reporting requirement, collection obligation or other obligation or fee on parties other than those with a physical presence in a particular state or political subdivision?

Once again, this proposal facilitates a solution.  It does not impose any taxes or licensing requirements.  The proposal does not create an obligation because the spirit of this proposal works on a voluntary agreement with businesses.  Mandated compliance is an issue lawmakers would have to tackle.  This proposal will enable E commerce companies to collect and remit taxes without an onerous burden.  It will create single location for registration, collection and remittances and it will facilitate these actions electronically via the Internet.  The central data warehouse that comprises this system will be seamless, local and simple for E commerce businesses.  This system will create parity between remote sellers and retail sellers for registration, collections and remittances.  In fact, it will make the process more simple for E commerce firms than their retail equivalents.  

7) What features of the proposal will impact the revenue base of federal, state and local governments?

There is no direct impact on federal government revenues.  The revenue base of state and local governments will be positively impacted.  Various studies estimate the actual revenue run-off to be a low of $3 billion and a high of $5 billion in 1999.  The exponential growth of E commerce will cause the tax gap to grow proportionately.  The variable cost of this proposal will be offset against remittances to state revenue agencies, but such a cost is estimated to be pennies on the dollar.  Since States are not currently collecting these taxes, the net impact on State revenues will be a significant upside.  Though we make no recommendations, it is conceivable that States could actually “reduce” their statewide sales tax rates as a result of the implementation of the Interstate Solutions system.  An increase in aggregate sales tax collections from remote purchases could be used to “lower” sales tax rates.  For example, if Interstate Solutions increases overall tax revenues by 7%, the state sales tax rate could be lowered by 7% to reflect the higher revenues in the State treasury.

Burden on Sellers

8) Does this proposal remove the financial, logistical and administrative compliance burdens of sales and use tax collections from sellers?  Does the proposal include any special provisions with respect to small, medium-sized, or start-up businesses?

This proposal shifts a majority of the burden of collection to a third party.  There are no external costs to sellers in this system.  The cost of building the network, maintaining tax schedules, updating software, reporting on sales and routing revenues will fall on Interstate Solutions.  All of this will be provided to E commerce firms at no cost.  Like retail businesses, E commerce firms will have a single location to register, they will use a single tax matrix at the time of the sale and they will have a single location to report data and remit funds.  Interstate Solutions has recommended a phase-in period for this solution.  Based on annual sales, Interstate Solutions has recommended phasing this system in over a four (4) year period of time, starting with large sellers and concluding with small sellers.  

Discrimination

9) Does this proposal treat all purchasers of like products or services in as like a manner as possible through the implementation of a policy or system that does not discriminate on the basis of how people buy?

This proposal facilitates a solution.  It does not impose any policies or laws.  The system will levy applicable sales taxes to purchases regardless of the domain of the seller. In effect, purchases from the local mall will receive similar tax treatment to purchases made via a catalog or the Internet.  From a sales tax perspective, this means certain socioeconomic groups will not receive unfavorable treatment since they do not have Internet access, the means to purchase a computer or the wherewithal to get a credit card.  This proposal exceeds solutions that endeavor to offer a special [simplified] tax rate exclusively for E commerce.  Any such solutions will extend special sales tax privileges to individuals based upon geographic location or socioeconomic background.

10) Does the proposal discriminate against out-of-state or remote vendors or among different categories of such vendors?

No.  This proposal merely executes based upon the laws established within a jurisdiction.  The taxation of businesses and their merchandise may receive disparate treatment, but it will only be due to the local and state laws in which they are selling.  It should also be noted that these tax schemes will be proportionate to retail sales in any jurisdiction.  Industry groups or categories of sellers will be treated equally under the laws of each jurisdiction in which sales are made to consumers.

International

11) How does this proposal affect U.S. global competitiveness and the ability of U.S. businesses to compete in a global marketplace?

The imposition and collection of sales taxes that are due on U.S. commerce within U.S. boarders will not have any bearing on U.S. businesses competitiveness in the global marketplace.  The collection of sales taxes is purely a domestic issue based upon consumption.  Sales made outside U.S. boarders will continue to fall under export and tariff guidelines established for international commerce.

12) Can this proposal be scaled to the international level?

Yes.  In fact this system will establish a benchmark system for consumption taxes on E commerce worldwide.  Sales taxes in the United States have similar characteristics to consumption taxes worldwide.  Consumption taxes, by their nature, are taxes established in local jurisdictions as one means to raise revenue based upon expenditures by its residents.  Since consumption taxes have been structured around retail-based sales (e.g. retailers collecting taxes at the time of the sale), the advent of Internet sales proposes to 

throttle revenue collections worldwide.  Boundaryless commerce changes the paradigm under which consumption taxes have been established.  The Interstate Solutions system accurately assesses and remits taxes that are due on consumer transactions irrespective of boundaries.  The system buttresses the current paradigm by enabling local taxes to be collected by sellers thousands of miles away.  Just as revenue agencies and sellers will register on the system in the U.S., so to can revenue agencies and sellers register around the world.  

13) How does this proposal conform to international tax systems, including those that are based on source rather than destination?  Is this proposal harmonized with the tax systems of America’s trading partners?

The Interstate Solutions system is easily converted from a destination based tax regime to a source based tax system.  The system merely applies the applicable tax for the “appropriate” jurisdiction.  Simple coding could delineate between the application of a destination tax versus a source tax at the time of the sale.  Since the Interstate Solutions system is rule based, it does not create harmony or disharmony between various tax systems.  Tax systems by their nature are harmonious or disharmonious.  

Technology

14) Is the proposal technologically feasible utilizing widely available software to enable tax collection?  If so, what are the initial costs and the costs for required updates, and who bears those costs?

Software alone will not fully address the issue of burden.  The Interstate Solutions system is comprehensive and it utilizes basic technology in a revolutionary fashion.  It is an ecosystem.  The Interstate Solutions system uses three basic technology elements as its engine: a secure web portal site, the Federal Reserve EFT network and the Internet.  It is technologically feasible.  The merchandising and general ledger systems of sellers includes [at least] basic coding for the calculation of sales taxes.  The Interstate Solutions system will enable the existing coding of the seller’s system to be more robust by downloading data files via the web portal.  The maintenance of updated tax matrixes will be performed by Interstate Solutions via a contract with a firm specializing in that service.  The costs for maintaining and building the network, updating tax matrixes, routing data and remitting tax receipts will be borne by Interstate Solutions.

15) Does this proposal protect the privacy of purchasers?

Yes.  This proposal is parallel to retail sales tax remittances in this regard.  In retail sales tax remittances there is no invasion of privacy and there will be no invasion of privacy with this solution.  Like retail sales tax remittances, the Interstate Solutions system will transmit taxable sales information only, not product information and not purchaser information.  Sales tax reporting is binary – something either was, or it was not a taxable sale.  Jurisdictions do not require information beyond this basic benchmark.  The 

Interstate Solutions system will transfer data on taxable sales broken down into taxing jurisdictions.  It does not require or need information about purchasers or their purchases.

Sovereignty/Local Government Autonomy

16) Does this proposal respect the sovereignty of states and Native Americans?

Yes.  In fact, it can be said the Interstate Solutions system strengthens the sovereignty of jurisdictions where other proposals weaken them.  The Interstate Solutions system is rule based and it merely conforms to the laws it seeks to enforce.  The Interstate Solutions system will enable the tax rates of all jurisdictions to be maintained without substantive changes to existing laws.  States, counties and municipalities make decisions about their sales taxes.  

17) How does this proposal treat local governments’ autonomy and their ability to raise a greater or lesser amount of revenues depending on the needs and desires of their citizens?

The Interstate Solutions system enables complete, untarnished autonomy of the democratic process within local governments.  Adjustments to sales tax rates will be made via the standard legislative process or by proposals on ballots in local elections.  Adjustments will subsequently be programmed by Interstate Solutions through its service provider and routed to sellers via the web portal.  

Constitutional

18) Is the proposal constitutional?

Yes.  The Interstate Solutions system does not contemplate adjustments to the Quill case.  Decisions to legislate around, or challenge Quill are actions to be undertaken by lawmakers and they are not contemplated or necessary to implement this proposal.  The Quill case and the Internet Tax Freedom Act support the provision that the burden of collection cannot be imposed on sellers who do not have nexus in a state.  Consumers’ responsibility to pay a tax (regardless if it is collected by a seller or not) is not nullified by either the Quill case or the Act.  The Interstate Solutions system creates a “virtual retail environment” for remote sellers.  We believe that our seamless, electronic remittance system is burden-free.  We believe if there is no burden, then there is no violation of Quill or the Internet Tax Freedom Act.  The Interstate Solutions technology gives the business community a rare opportunity to avert government intervention by crafting a solution that works best for their business, while meeting the needs of government.  A verifiable initiative to self-regulate would create a win-win solution for businesses, government and consumers.  It would prevent lawmakers from having to debate this issue and it would ensure that businesses could craft a solution that completely supports E commerce.  Although Congress has the authority to regulate interstate commerce, we believe it would be inappropriate to rule against the sovereignty of States given the fact that there is no threat to commerce under this solution.
PAGE  
1
The Information Provided Here Is For The Exclusive Use Of The Advisory Commission on Electronic Commerce


[image: image2.wmf]