Response to Invitation for Proposal

Executive Summary

         ATRACS Corporation has developed a World Internet Tax System (WITS) which is the subject of a pending patent. The system calculates, collects and delivers tax from Internet-based sales transactions.  The system is software based and comprises a software kernel, which is resident on the Internet.  The system receives information for each potential sales transaction; determines the appropriate taxing authorities, and the value of the transaction.  The system then appraises a potential purchaser of the tax consequences of the anticipated transaction.  If the purchaser signals acceptance of the tax consequences, the transaction is processed, and tax revenue is automatically transferred from the purchaser’s credit provider to the appropriate taxing authorities.

The system can handle taxation in multiple jurisdictions and is essentially transparent in its operation with regard to the seller and purchaser.  The system keeps and maintains tax records thereby simplifying auditing procedures.  The software-based system can be readily updated to reflect changes in tax laws. The system is relatively low cost, and the enhanced tax recovery resultant from its use will support and justify its implementation by the various taxing authorities.

Response to Specific Questions

The invitation for proposal made by the Advisory Commission included eighteen specific questions addressing criteria for evaluation of the proposals.  We will address them in the order presented. 

1.      The system which is the subject of this proposal simplifies the collection of taxes resultant from Internet-based sales transactions by removing the buyer and seller from the process of determining the amount and appropriateness of sales and use taxes, collecting said taxes, forwarding payment to the taxation authorities and record keeping.   The system is resident in a software kernel, which is implemented through Internet operating software. Most preferably, the kernel is disposed at a relatively high level on the Internet, for example at providers or nodes; alternatively, the kernel can be associated with specific software used for purchase or sale of goods. The system automatically calculates transactional taxes based upon stored data provided by taxing jurisdictions.  The system appraises a purchaser of the tax consequences of a transaction and accords the purchaser the right to accept or decline the tax consequences.  If the taxation is accepted, the software proceeds on to complete the purchase transaction, and appropriately redirects the tax portion of the user’s payment to taxation authorities.   This simplifies the existing system, since the buyer and seller are no longer directly responsible for forwarding tax payments to various jurisdictions.  The system eliminates tax uncertainties and avoidance.
2.       The system is applicable to transactions involving information; digital goods and services provided electronically over the Internet as well as to Internet based transactions involving hard goods.   Since the system actuates at the time a transaction is made and is operationally tied to payments made for goods, it is equally applicable to digital goods as well as hard goods.    See figure 1.

3. The record keeping function of the subject system simplifies, and improves the accuracy of, audits.  The system can easily generate tax reports for governmental authorities, purchasers and sellers. The stored electronic data eliminates the need for multiple audits and allows for cross checking , which will eliminate fraud and inaccuracies.  

4.      This proposed system does not impose any new taxes, but merely collects taxes which are already implemented, and often uncollected, by worldwide taxing authorities.

5.             The proposed system does not change the net tax burden currently placed on the consumers.  As discussed with regard to point four, the system does not impose any new taxation on Internet access or transactions, nor does it establish any new taxing authority.  The system merely operates to collect taxes that are already in place. The proposed system would not reduce or increase state and local telecommunication taxes.

6.        A specific advantage of the subject system is that it determines and apportions taxes on the basis of the parties’ nexus to the taxation authorities.    The system is readily implemented on a worldwide basis, and only imposes a tax burden on those with a physical presence in a particular state or political subdivision.  Furthermore, the system eliminates reporting and collection obligations of all parties in the transaction. 

7. 
The system of this proposal will enhance the revenue base of various taxing authorities, since it will result in the collection of previously unreported and/or uncollected  taxes.  Federal, state, and local governments will be apportioned the appropriate funds.

8.
This system relieves sellers from the financial, logistical and administrative compliance burdens of sales and use tax collections.   A seller of goods located in one jurisdiction will be able to sell goods to a customer anywhere in the world without needing to know the tax rates and obligations of that transaction.  The system will automatically determine the tax consequences of the transaction and receive the purchaser’s approval before proceeding.  If the purchaser declines to pay the tax, the merchant will be notified that the particular transaction has been terminated.
9.
A very particular advantage of the proposed system is that it will equalize the positions of parties selling through electronic commerce and through traditional fixed markets. Heretofore, electronic commerce often avoided sales and use obligations; hence, purchasers had financial incentives to use electronic commerce.  Such tax avoidance has operated to the detriment of conventional fixed base merchants, and this unfair advantage will be eliminated by the proposed system. 

10.
The proposed system assures that sales and use taxes will be collected on a uniform basis. As discussed with regard to point nine, this eliminates the tax avoidance advantage held by out of state and remote vendors.  The system also, however, is advantageous to out of jurisdiction vendors since it eliminates the need for a specific vendor to be familiar, and compliant with, tax regulations of many different jurisdictions. 

11.
The system will enhance U.S. global competitiveness, since it will allow United States merchants to readily sell goods on a worldwide basis without needing to bear the burden of complying with V.A.T. calculations, use taxes, transaction taxes and the like.

12. 
The system of this proposal inherently operates at an international level.  The software database will include worldwide taxation information, and can be easily updated to reflect changes therein.

13. Being software based, this system is readily conformed to international tax systems.  Since the system identifies both the purchaser and the seller, it can be readily adapted to taxation systems based on the source as well as destination. The system is inherently harmonious with the global network.

14. The system of this proposal can be implemented utilizing Internet hardware presently in service.  The software portion of the system is readily expandable and updateable to accommodate worldwide business.  We anticipate that the cost of implementing and operating the system will most preferably be borne by the various taxing authorities, since the system will be operating as a tax collection arm of those authorities.   Since the system utilizes presently available hardware and relatively simple software, the cost of implementing the system is not to be prohibitive, and will preferably be recovered by a royalty-based payment on taxes collected.  This will distribute the burden on the basis of use of the system.  The enhanced recovery attendant from the use of this system will more than offset the jurisdictions thereby assuring its acceptance.

15. The system is compatible with all presently available, and anticipated, network privacy systems.  Data may be stored and transmitted in an encrypted form, and access controlled via passwords and the like.

16. The system of this proposal will support and enhance the sovereignty of various states and Native American jurisdictions, since it will enable those states and jurisdictions to realize those tax revenues which are presently being avoided.

17. The system of this proposal allows for the ready updating of stored taxation data.  Hence, the system does not hinder a local authority’s autonomy or ability to raise revenues as it sees appropriate.

18. This system does not adversely impact a citizen’s right of free speech, expression or association.  Nor does it constitute any unfair taking of a citizen’s property, nor does it improperly burden or impact interstate commerce.
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