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PROPOSAL to Address Issues of State and Local Taxation of Internet Transactions for the Advisory Commission on Electronic Commerce

By:  esalestax.com, Inc., 6766 South Revere Parkway, Suite 120, Englewood, Colorado 80112


Introduction

esalestax.com, Inc. was formed in 1999 to specifically address the issue of taxing Internet sales.  The company began with twelve principals who, collectively, have over 200 years of Information Technology experience and over 130 years of experience in electronic commerce and transaction processing systems, including those used for the electronic payment of federal income taxes.  The principals own and have experience in developing large-scale systems, and our reputation is unparalleled in the industry.  esalestax.com has significant modules of our sales tax clearinghouse software prototyped and tested, and has initiated partnering discussions with long-time customers to provide the large operational infrastructure necessary to efficiently serve the public need.

The complexity of the problem facing commercial and public officials with regard to Internet sales and use taxes is very similar to the state of the U.S. financial infrastructure shortly before the large electronic banking clearinghouses entered their growth periods.  While clearing and settlement processes were established between the original thirteen Colonies in the 1700’s to deal with currency issues, it wasn’t until the mid-1970’s concurrent with the founding of NACHA that Information Technology was deployed in a big way to advance this process.  Subsequently, the use of technology has grown dramatically to meet commercial and public policy needs.

The driving forces for the growth of IT-based settlement and clearinghouse operations focused on two simultaneous sets of growing needs:

Drivers of Change for IT-based Settlement and Clearinghouse Operations:

Commercial Needs . . .
Public Policy Needs . . .

Loss prevention

Fraud deterrence

Enhanced convenience

Increased speed

Processing efficiencies
Efficient infrastructure

Stable systems

Reliable and accurate processing

Audit trails

At the same time, the number of transactions was very large and growing, and inefficient methods, processes, and systems bogged down the U.S. financial system.  Those same inefficiencies created opportunities for individuals and businesses to play the financial float and other games.  Today, the realization of the contributions from technology to the efficiencies and effectiveness of the US financial system add to the health and well being of the U.S. economy.

The state of Internet transaction taxing today is virtually the same as the state of general financial transaction processing before the mid-1970s.  Additionally, the related concerns about Internet taxation are very similar to those expressed two to three decades ago which gave rise to our current settlement and clearinghouse processes . . . loss prevention, fraud deterrence, enhanced speed and convenience, processing and infrastructure efficiencies, system stability and reliability, processing accuracy, and a requirement for underlying audit trails.

Taxes are important to the strength of the U.S. economy.  Vital programs will be lost if something isn’t done about the lack structure and processing for Internet sales tax transactions today.  Nor is it in anyone’s interest to have inefficient systems- not taxing authorities, not e-vendors, not the citizens of the United States.  Additionally, tax remittance via electronic means is well understood and a widely accepted practice.  Today, taxing authorities receive tax payments electronically.  With more than 30,000 taxing authorities and varied rate structures, the problem is one of magnitude, and the resolution resides within technology.

The principals of esalestax.com understand well the technology of tax and financial clearinghouse systems and operations having been involved in over 30 such major implementations. It remains for us to develop the means to match the taxing policies, forms, and procedures of over 30,000 taxing authorities and the transactions on the Internet, through a clearinghouse transactions system.  esalestax.com has achieved that.

The Business Requirements

The business requirements are simple, although technologically, the functionality has yet to be completely developed.  The esalestax.com principals, utilizing our long experience deploying technology to meet commercial and public policy requirements efficiently and in the least obtrusive way possible, established the solution requirements as follows:  

Reduce burden and simplify usage through technology

Require no dependency on public policy changes at any level, in any jurisdiction

esalestax.com has achieved these goals.  In fact, we have addressed all major criteria areas of concern to the Advisory Commission on Electronic Commerce (ACEC) as follows:

(1) Simplification- radically improved;

(2) Taxation policy- neutral;

(3) Burden on sellers- dramatically reduced;

(4) Discrimination- neutral;

(5) International- neutral . . . can be used internationally with effect;

(6) Technology- proven, state-of-the-art settlement technology;

(7) Privacy- neutral . . . the same as the U.S. settlements system;

(8) Sovereignty- neutral; and,

(9) Constitutionality- neutral.

esalestax.com has created a technology solution for Internet tax processing that is unparalleled in the industry.  While many express concerns about the state of sales and use tax regulation in the U.S. today, we don’t believe that systems should drive public policy changes.  We have therefore designed our solution to be absolutely public policy- neutral.

Specific Requirements Identified by Commissioners of the ACEC

During the meeting of the ACEC Commissioners of September 14 and 15, 1999 in New York City, many specific needs and issues relating to sales taxes on Internet transactions were raised.  esalestax.com, in addition to the business requirements above, addressed specific needs and issues raised by Commissioners at this meeting.  Specifically, esalestax.com’s solution also addresses the following issues:

· Nexus Concerns- Commissioner Andal said that, in his view, the “. . .  real problem, confusion, litigation, administrative costs, all revolv[e] around NEXUS.”  Similarly, Commissioner Guttentag indicated “Sometimes it’s not a question of where the seller is.  It may be more important where are the goods.”  Mr. Kirk further added that “. . . hav[e] the sales tax computed on the basis of who bought it.”  Our proposed solution was planned to be, and is, nexus independent.  The solution can handle all permutations of desired nexus for any tax authority.

· Technical Feasibility- Commissioner Armstrong pointed out “. . . can a system work technically . . . the answer is absolutely yes.”  Commissioner Leavitt added that the Commission needs “. . . to figure out if technologically such a system can work.”  Commissioner Sidgmore elaborated that theme by calling for a “. . . practical solution to this problem.”  esalestax.com agrees with Mr. Armstrong that a system can work technically . . . our system does, providing a practical solution neutral to the public policy debate.  No change to the current tax system and fee structures need occur.
· Tax Policy- Commissioner Jones was concerned about “. . . mixing the issue of fairness and rate of tax . . .”, and Commissioner Norquist was focused on his view that “Taxes are too high.”  Additionally, Commissioner Parsons felt that any new system should be developed that “. . . was much simpler, . . . didn’t impose new taxes, . . .”  Finally, Commissioner Sokul asked whether “. . . the sales tax system is salvageable . . .”  Our solution is public policy-neutral, allowing for retention of, or any desired change in, current tax policy- rates, timing, nexus, etc.

· Tax Burdens- Commissioner Sokul was concerned about :. . . the burdens that imposes on business.”, and Commissioner Leavitt pointed out that any system that is “. . . a burden to the seller is a nonstarter . . .”.  The esalestax.com solution takes over the burdens of sales tax computation, filing, and remittances and refunds from the buyer, without slowing or otherwise impeding the seller’s transaction methods.
· “Simplicity, fairness, uniformity, privacy, . . .”- Those were the stated objectives of Commissioner Kirk.  Because our solution employs the same methods and technology of the current settlement systems used worldwide, simplicity, fairness, uniformity, and privacy are all maintained to the same level as the current check and payment clearing systems in the U.S. today.
· High Volume- Our systems are designed to handle enormous volumes of transactions for multiple jurisdictions (30,000+ by some counts).  We agree with Commissioner Pottruk that “. . . a state and local tax report every 3.12 minutes.” is a “burden”.  But, like Commissioner Waitt, who “. . . collect[s] taxes in multiple states . . . over the Internet.”, we know that this can be done.  Our technological solution accommodates this both effectively and efficiently.
In the final analysis, we know that the job of collecting, reporting, and distributing sales tax revenues from Internet sales can be done both effectively and efficiently, without the necessity of relying on any revamping our current U.S. sales tax policies.  Our solution applies the proven systems and related benefits of the worldwide payment clearing and settling systems to this special case.

esalestax.com’s Solution- The Business and Technological Model 

The basic concept of the esalestax.com business model assumes that the company would be a technological intermediary (by means of clearinghouse-type systems) for the seller and the taxing authority.  The company would maintain current tax code requirements, including forms, on its system, and remit accurate and on-time payments to the taxing authorities on behalf of sellers.  esalestax.com would charge no fees to either party, but in return for processing up to 30,000+ sales and use tax returns and remitting the required funds for each seller, it would be authorized to retain the usual and customary handling fees normally paid to a seller by taxing authorities.  The benefit to the seller and taxing authority is each would have only one interface to manage . . . one interface with esalestax.com.

The expected esalestax.com process flow is shown below:
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Employing the Internet and new software (for which there will be no direct charge to either the Internet vendor or the taxing authority), esalestax.com intends to process all sales and use tax transactions for those users of our network.  We will employ the following as key elements of our business model: (1) Use of standard tax and transaction clearinghouse procedures, regulations, etc., operating as part of the U.S. banking system, (2) Retain responsibility (hold harmless) for accurate, timely, and proper filings and fund transfers, and the records for audits, and (3) Operate over the Internet, integrated with the seller’s purchasing process.

Our business and technology model provides the following benefits and capabilities for managing the sales and use tax milieu in the United States:

esalestax.com’s Summary of Benefits and Capabilities
(A) Our solution benefits all of us by . . .
(B) The esalestax.com engine . . .

(A1) . . . eliminating the complexities of sales taxes for the Internet vendor.
(B1) . . . calculates (on behalf of the Internet vendor) the appropriate taxes for all line items for all appropriate tax authorities automatically.

(A2) . . . easing and simplifying audits.
(B2) . . . records and reports sales tax calculation and collection activity to both Internet vendors and tax authorities automatically.

(A3) . . . introducing NO NEW TAXES.
(B3) . . . supports the existing set of sales and use taxes and subsequent changes to tax code.

(A4) . . . leaving the net tax burden on consumers unchanged.
(B4) . . . supports the collection of existing taxes– no new taxes or charges to the consumer are required.

(A5) . . . protecting the privacy of all purchasers.
(B5) . . . does not report any purchaser identification information to any taxing authority.  Purchaser address, only, is required for tax calculation and collection.

(A6) . . . treating all buyers the same under the law.  The solution complies with all anti-discrimination laws of the U.S.
(B6) . . . enables tax authorities to collect sales and use taxes from web transactions in a process similar to traditional “brick-and-mortar” transactions.

(A7) . . . treating all vendors the same under the law.  The solution complies with all anti-discrimination laws of the U.S.
(B7) . . . does not distinguish between Internet vendors for the purposes of tax collection or calculation.

(A8) . . . costing nothing to the Internet consumer.
(B8) . . . is transparent to the Internet customer.

(A9) . . . costing nothing to the Internet vendor.
(B9) . . . is accessed by the Internet vendor via a freely distributed tax calculation software agent.

Process Description

By registering with esalestax.com and utilizing our clearinghouse system, Internet vendors can receive a single sales and use “access” license valid for all participating taxing authorities.  This is a potential reduction of over 30,000+ filings (some taxing authorities require multiple filings per year) on the part of the Internet vendor.  Similarly, all participating tax authorities will receive timely and accurate remittance of all sales and use taxes revenues collected from each Internet vendor from one source, rather than all of the possible Internet vendors operating in their area from around the U.S., and the world (we recognize that sales taxing on international transactions is not currently permitted by law).  Finally, the sales tax audit process is much streamlined for both vendor and taxing authority, should an audit become necessary.

In the Internet transaction scenario described above, a purchaser will supply the basic credit card and shipping address information to the Internet vendor.  The Internet vendor in turn (via a freely distributed tax calculation agent software connection) contacts esalestax.com electronically for the tax calculation and credit card authorization process.  Based on the ship-to address (or any other tax code-specified address nexus, and determined by the use of standard zip codes) taxes are calculated for each line item in the order.   Optionally, a credit card authorization check is performed.  The calculated tax (both total and supporting detail) is returned to the Internet vendor.  If desired by the vendor, the system will also support returning a credit card authorization result.

Once the sales transaction is concluded, the Internet vendor “agent software” sends the appropriate sales related information to esalestax.com automatically . . . the Internet vendor will not be able to alter any of the financial data of this transaction at this point in time.  The sales transaction information is then recorded and used as a basis for collecting all taxes owed.   The taxes collected are periodically transferred from the Internet vendor’s bank account to a clearinghouse impound account.  The transfer is done using a standard ACH or international SWIFT debit transaction. 

On a periodic basis (as determined by each tax authority), taxes collected from the Internet vendors are aggregated and transferred from the clearinghouse impound account to the tax authority’s bank account via a standard ACH credit.

ACEC’s Specific Requirements . . . the Criteria for Evaluation of Alternative Proposals

Simplification

1. How does this proposal fundamentally simplify the existing system of sales tax collection (some examples may be: common definitions, single rate per state, clarification of nexus standards, and so forth)?

Answer: esalestax.com solution simplifies the tax problem by assessing the appropriate taxes on the Internet sales transaction per existing tax statutes.  The problem simplification is attained by using a single sales and use tax license issued to esalestax.com from every tax authority.  esalestax.com will calculate, capture, report and pay sales and use taxes on behalf of the Internet vendors.  Simplification benefits include: 1) single payment to each taxing authority that is made up of numerous Internet vendors doing a wide range in volume of Internet transactions, 2) taxing authorities will be able to electronically review in summary or detail the transactions that were included in the tax payment, 3) each Internet vendor tax payment is determined by esalestax.com scheduler that triggers the payment per each taxing authority license agreement requirements, 4) reduces the number of one-to-one tax relationships (30,000 taxing authorities X 11,000 Internet vendors = 330,000,000 tax relationships). per the taxing authority and Internet vendor to one point of contact for each… esalestax.com.  esalestax.com’s clearinghouse solution reduces the burden on the taxing authorities and Internet vendors by 99.9%. esalestax.com clearinghouse solution facilitates the utilization of the existing tax code while supporting the implementation of changes to the tax codes that will advance the simplification process of sales and use taxes.

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

Answer: esalestax.com’s solution will utilize table-driven technologies to apply the existing tax code definitions for digital goods and services provided electronically over the Internet.  The distinction of digital goods and services between each taxing authority may vary.  The application of tables will enable each taxing authority to sustain the appropriate tax per transaction type.  esalestax.com’s solution is able to apply the tax associated with the transaction based on either a point-of-sale, point-of-delivery, point-of-order, point-of-origin, or any other tax collection points that may be defined by the taxing authority.

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

Answer: esalestax.com’s solution supports and maintains all the data associated with each Internet transaction.  The combination of existing reports, custom report generation, and historical data will enable the vendor and taxing authority to efficiently and effectively address audit requirements.  The vendor and the taxing authority can contractually arrange for the taxing authority to conduct audits electronically in most cases.  esalestax.com attempts to limit the onerous audits by providing an audit trail online.

Taxation

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

Answer: No.  esalestax.com’s solution will not impose any taxes on Internet access or new taxes on Internet sales.  esalestax.com’s solution is a technology solution that applies all existing and new tax code created at the sole discretion of the taxing authorities. 

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 of the Internet?)

Answer: Yes, tax burden on consumers is unchanged by the proposed esalestax.com’s solution.  No obligation to pay taxes is created by esalestax.com’s solution.  No change to any telecommunication taxes is created by esalestax.com’s solution.  No changes to taxes, fees, or any other charges are created by esalestax.com solution for use of or access to the Internet.  esaletax.com implements existing laws.

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?

Answer: There is no need for any new taxes to be imposed.  Internet vendors would need to register with esalestax.com to enable esalestax.com to make sales and use tax payments to the taxing authorities out or in state for the Internet vendor.

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

Answer: esalestax.com’s solution enables the federal, state, and local governments to receive all revenues due and collectable to them because of existing and future tax codes associated with Internet transactions.  The taxing authorities will have accurate electronic records available for identification and collection of all use taxes.   Additional benefits to the taxing authorities are as follows: efficient and timely electronic clearinghouse execution of the tax settlement process between each vendor’s bank account and the taxing authority bank account, and only one system for the taxing authorities to audit and review.
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 too small, medium-sized, or start-up businesses? 

Answer: esalestax.com’s solution removes the financial, logistical, and administrative compliance burdens of sales and use tax collections from the sellers.  The tax tables established within esalestax.com will compute, accrue, and remit payments to the taxing authority without any manual intervention from the seller.  The seller’s and taxing authority’s bank accounts will be electronically debited and credited as prescribed by the appropriate tax code.  The seller will have an electronic record of all Internet transactions for supporting all auditing and administrative compliance requirements.  No special provisions with respect too small, medium-sized, or start-up business are created by esalestax.com’s solution.

Discrimination

9. Does the proposal treat 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?

Answer: No distinctions regarding purchasers of like products or services on the basis of how people buy is created by esalestax.com’s solution.

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

Answer: No distinctions regarding out-of-state or remote vendors or among different categories of such vendors is created by esalestax.com’s solution.

International

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

Answer: No competitive impact is created by esalestax.com’s solution. 

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

Answer: Yes, esalestax.com’s solution is an international solution.  It supports multiple currencies and taxing schemes.  esalestax.com’s solution has functionality that will support a point-of-sale, point-of-delivery, point-of-order, point-of-origin, or other tax collection process defined by the taxing authorities.

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? 

Answer: esalestax.com’s solution is a table-driven technology that can be applied to any tax system.  esalestax.com’s solution will not change the tax systems of America or its’ trading partners.  The existing harmonized tax systems between the American trading partners are supported.

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 is to bear those costs? 

Answer: The esalestax.com technology is feasible and has been generally applied in mission critical business applications.   The “runtime” software can be implemented on NT, Unix, and all other computer platforms.

Privacy

15. Does the proposal protect the privacy of purchasers? 

Answer: No information about the purchasers is accessed, acquired, or distributed by esalestax.com. 

Sovereignty/Local Government Autonomy

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

Answer: Yes, esalestax.com has no impact whatsoever on the sovereignty of U.S. states and Native Americans.

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? 

Answer: esalestax.com’s solution will facilitate the autonomy of local governments to raise a greater or lesser amount of revenues for their citizens because it can adapt to any public policy tax decision.

Constitutional

18. Is the proposal constitutional?

Answer: esalestax.com’s solution is neutral in all regards to constitutional issues.
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and esalestax.com are trademarks of esalestax.com, Inc. (1999)
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