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INTRODUCTION

This proposal is submitted in response to the Invitation for Proposals Related to Electronic Commerce Taxes and Notice of Meeting issued by the Advisory Commission on Electronic Commerce.  It attempts to address as many of the criteria/standards for the tax treatment of electronic commerce and other remote transactions as possible.

The objective of the Sales/Use Tax Settlement System (SUTSS) is to provide a simplified, standardized, auditable system of collecting and settling sales and use taxes generated through electronic commerce and other remote transactions.

PRIMARY FUNCTIONS OF THE SYSTEM

The Sales/Use Tax Settlement System will perform the following functions:

(1).
Partner with the States to perform the functions as outlined below.  Transactions will be processed at one or more processing centers.

(2).
Provides a central data base for all states to use to update the sales and use tax rates specific to that state and accessible to all buyers and sellers involved in electronic commerce and other remote transactions.

(3).
Calculates sales and use taxes for substantially all transactions involving electronic commerce and other remote transactions.  

(4).
Sales/use tax settlement – collects sales and use taxes and distributes the taxes so collected to the individual states.

(5).
Generates sales/use tax compliance reports to be filed with each state.

(6).
Provides a methodology for auditing sales/use tax transactions. 

Each of the primary functions of SUTSS is discussed in more detail in sections that follow.

KEYS TO SUCCESS

The keys to success are designed to address most of the criteria/standards contained in the Invitation for Proposal.   It is an executive summary of many of the items found in the detailed sections for each of the primary functions.

(1).
Participation by the states is voluntary; however, it is mandatory if the states wish to collect sales tax on transactions originating from their respective states. (Sovereignty/Local Government Autonomy)

(2).
States that do not currently charge a sales tax must allow collection of sales tax from sellers operating within their states.   However, states that do not charge a sales tax will not be responsible for bearing any of the startup costs. (Sovereignty/Local Government Autonomy)

(3).
Initial startup costs for the processing center hardware will be funded by the states and the actual startup will commence upon participation by a minimum number of states. (Burden on Sellers)
(4).
Processing center operating costs will be funded by the states as a percentage of the sales taxes collected.  (Burden on Sellers)

(5).
The states will have the responsibility to keep tax rates updated and current.  (Burden on Sellers)

(6).
Sellers will be held harmless to the extent that they use the system and will be charged a nominal annual fee for its use.  (Burden on Sellers) (Technology)

(7).
Uniformity and simplification of rates is desirable and standardization of product codes aligned with SIPC codes or some international standard codes will be required. (Simplification)

(8).
All software vendors that market software to process sales transactions must be modified to transmit the data necessary to calculate sales/use tax and to receive the amounts of sales/use tax so calculated for invoice preparation. (Technology)

(9).
No data identifying an individual buyer will be transferred to a processing center. (Privacy)

(10).
Transfers of funds pursuant to credit card transactions will be split between sellers and SUTSS bank accounts for eventual settlement of amounts among the states. (Technology)

(11).
Sales taxes for transactions not involving credit cards will be collected via periodic debit of seller bank accounts upon confirmation by the seller of amounts to be debited. (Technology) (Burden on Seller)

(12).
Sales tax on international sales will be decided by agreement among the nations. (International)

(13).
Upon the election of the states to accept a universal format, SUTSS would generate periodic sales tax reports to be signed and submitted by each seller to its home state.  (Simplification) (Burden on Sellers)

(14).
SUTSS would submit sales tax settlement reports to states for sales outside of a seller’s home state by taxing authority within state. (Simplification) (Burden on Sellers)

(15).
Periodically, settlement with the states will occur by forwarding the funds collected by wire transfer to the appropriate states for distribution to the separate taxing authorities within the states. (Simplification) (Burden on Sellers)

(16).
The states that charge a sales tax will enter into agreements of reciprocity whereby that sales taxes to all states submitted on the home sales tax reporting 

form will be reviewed or audited in the manner that is customary for the home state.   Detailed buyer information is available only in the sellers' sales, invoicing and accounts receivable systems.  (Sovereignty/Local Government Autonomy) (Privacy) (Burden on Sellers)

(17).
The system will not in any way hamper the ability of sellers in all states to compete in the global market place.  It can be scaled to the international level.

 
(International)

The sections that follow describe the primary functions of the Sales/Use Tax System in more detail.

partnership between the States and a new entity

A new entity will be formed to deploy SUTSS to collect sales taxes on sales to residents of the respective states by out-of-state sellers.  The new entity will provide a sales/use tax data base for participating states and calculate sales tax on a transaction-by-transaction basis.   

The new entity will use expertise currently available in the market place to the extent possible.  A prototype system will be developed based upon the needs of the individual states that wish to participate.   A fixed amount will be collected from each state that joins the venture.

The initial installation site will be near the demographic center of the United States in St. Louis, MO at a federal reserve district headquarters.  The initial site will be capable of servicing 100,000 concurrent users.  A complete backup system will be installed to provide processing capability in the event of failure of the primary operating system.     

As more states agree to join the joint venture, new processing centers will be added demographically based upon state participation and the presence of a federal reserve district headquarters.  Eventually several sites will be selected among the twelve Federal Reserve Board District headquarters for processing centers.

The system will be designed with the appropriate fire walls and will use the most current security systems so that only states have the capability to write to the rate data base.  The server used for the rate data base and server used for the transaction data base will be kept separate. 

A charge of $50,000 per state will be used to finance initial startup costs.  Other revenues will be generated by charging a percentage of sales taxes that are processed through the system.

central rate data base

Public accounting firms with offices in the capitals of the 46 states that charge sales tax will be engaged to determine the needs of each state.  The firms will be expected to make recommendations that will be compatible with the central data base concept, will streamline the system and will simplify and improve the settlement process. 

The partitioning and design of the data base will be the same for all states.  At the election of the states, it will provide a tax collection mechanism for the state as a whole 

or for the smallest municipality or fire protection district.   A complete revision of the tax codes for tax jurisdictions already in place will not be necessary.  The tax codes may remain the same at the election of the states.

It will be necessary to adopt some standardization of the product codes that are taxable.   An international standard is the recommended standard.  However, system implementation must move forward with whatever standard is used.  

In some case it may be necessary for the states to simplify the rate application process.  It will be an economic decision that each state must make.  Perhaps a state will sacrifice revenues in some small area to create greater revenue opportunities in other areas. 

Those states that have entered the joint venture will be responsible for keeping the central rate data base updated and current for any changes in the rates for all tax jurisdictions within their respective states. 

The sales tax data base will be accessible and easily useable by all.  It will be accessible by standard telephone protocol or by modem over the internet. 

sales/USE tax Calculation

All sales tax calculations will be performed by the system assuming that it receives the required data to make the calculation.  This relieves software companies and sellers of the responsibility to program and update complex algorithms at the point of sale.  

The data base will be accessed by zip code.  It will be the responsibility of the states to determine how to allocate and calculate sales taxes collected for multiple jurisdictions within a given zip code.  Use of the four digit extension to the zip code is desirable.

If sales tax rates are simplified such that multiple transactions within a given sale will not be taxed at different rates, the system could return a composite or multiple sales tax rates to the seller.  Simplification is desirable.  There is a limit to the complexity that is practical for a common data base for all states.

Those sellers that use the system for all transactions will be held harmless.  It will be assumed that they have made the best effort to calculate sales taxes.  

In the event of failure of one processing center or an over load at peak processing times, access will automatically roll over to the next processing center, then on to the next processing center, etc.  The system will be made as fail safe as possible so that sellers will never experience an inability to process transactions. 

SALES/USE TAX SETLEMENT

Settlement involves collection of sales taxes at the point of sale and distribution to the individual states and municipalities.  

Collection is a function of the method of payment by the buyer.  Sales taxes will be collected by transaction type as follows: 

(1).
Credit card transactions – It is desirable to collect sales taxes on credit card transactions immediately.  Credit card software would be modified to route sales taxes directly to a settlement bank account rather than to the seller for later distribution.  This relieves the seller of this task.  A sales return would be a reversal of the above transaction in part or in total.  This is the most efficient transaction type.

(2).
Checks, money orders, etc. – Access to SUTSS would require specific software that could interface with the existing invoicing system used by the seller or stand alone software that could process a batch of transactions and return sales tax amounts or rates.  Returns would be processed in the same way but as a negative transaction.  Collection of the tax from the seller would occur periodically by automatic debit to the seller’s bank account upon approval by the seller of a transaction report.

(3).
Deferred payment/COD  – It is desirable that states have a uniform method of dealing with the collection of sales tax on transactions involving deferred payment. 

If the seller does not have sufficient funds in its bank account to make payment, the system will be immediately notified.  If future attempts at debiting the seller’s bank account fail, the seller will be “locked out” of SUTSS with respect to transaction types (2). and (3)., above.   Speedy and uniform remedies must be established in law among the States to collect the sales tax

Transactions will be accumulated by state by seller and by seller state by buyer state and municipality and by seller municipality, if necessary.  Periodically the accumulated funds will be remitted to states and/or taxing authorities with a remittance advice.  The sales tax reporting form will follow the remittance advice.  Settlement with the States will occur as soon as is practicable. 

States that do not have a sales tax must allow states that do impose sales taxes to have jurisdiction for collection of tax for out-of-state sales within their states.  This is a constitutional issue that must be solved at the federal level.  

sales/use tax reports

It is desirable that States adopt an uniform reporting format.  It would greatly increase the cost to the states to have different reporting formats for each state.  In this case each state would bear the cost of designing and implementing its format.  

Periodically, the transactions will be summarized and submitted to the individual sellers for approval.  Upon approval by the sellers, reports are generated and submitted along with the funds to the states.

The simplified reporting format to the home state would reconcile all sales by the seller for that period as follows:


Total sales 

Less home state tax exempt sales


Less out-of-state taxable sales


Less out-of-state tax exempt sales


Equals home state taxable sales

The simplified reporting format to the individual states would be as follows:


Total sales to state


Less tax exempt sales to state


Equals taxable sales

Tax exempt sales may include tax exempt sales items and sales to tax exempt entities.  The consolidated report would be a summary of reports by taxing authority by seller.   It is desirable to submit the reports electronically so that they may be sorted and accumulated in different ways; e.g., by seller with multiple locations and taxing authorities within a given state, or by taxing authority.

methodology for auditing sales/use tax transactions

The key elements of an auditable system are the detail of the transactions that 

is available and how easily and in what format that this data may be accessed. 

Transaction detail will be retained such that an individual seller can be identified but not an individual buyer.  The buyer detail will be retained by the seller.  Each transaction will be identified by an unique number by the system.  Any transaction reports provided to the seller will also contain this number.

A report writer will be provided to the States and to outside auditors that the states approve as having a need to access the information.  Every party other than the states will be provided temporary access codes.

The States may engage in reciprocity agreements with other states for sales tax audit purposes.  The home states will conduct sales audits in the manner that is customary in law within their state; however, states may request an audit of a company that is located in another state.

States that do not currently charge a sales tax must allow other states to conduct audits through third parties for sellers that are located there. Any audits so conducted will be for all states at the same time.  Random selection for total sales over a specified dollar may be an acceptable selection criteria. 
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