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The Sales Tax Clearinghouse

The Sales Tax Clearinghouse (STC) is an existing business with a simple solution for the dilemma that transactions conducted over the Internet seem to pose.  STC provides software and services to merchants to facilitate the calculation, filing, and remitting of sales and use taxes.  STC views the eCommerce model as essentially the same as today’s “point of sale” (POS) retail model with just the added complexity of having to consider a multiplicity of taxing authorities rather than just the few that may govern a single location at the POS.  This is a simple computational extension that should not require us to redefine how business is conducted the world over, nor should it require any new legislation, rather, all that is needed is to comply with the existing regulations set forth by state and local municipalities.

Highlights

Our proposal is simply to facilitate the filing and remitting of sales and use taxes without passing any new legislation or taxes or changing how business is conducted.  This has the following benefits:

· Minimal impact to the current business model.

· Retention of the constitutional right of states to implement taxes within its borders.

· No new legislation or taxes, just the enforcement of existing sales and use taxes.

· Voluntary compliance backed by the threat of an audit with ensuing fines and interest.

· No change in the relationship between the merchant and the taxing authorities, leaving intact the audit trail and accountability that taxing authorities depend upon to ensure conformance.

· The best solutions lie in the private sector where competition will yield a range of affordable solutions for the wide range of budgets and needs.

Minimal Change to Current Business Model

STC’s proposal intentionally minimally impacts today’s business model, while providing a solution for the one additional aspect, which is to comply with a multiplicity of taxing authorities instead of just a few.  To show how minimal this impact really is, we first show today’s business models and how little it needs to change.

POS Retailing Model
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In the classic retailing model, taxes are computed by the merchant at the POS.  The total amount, along with the customer’s credit card number, is passed through a credit card charging service (CCCS) to a credit card company (CCCo).  The merchant is reimbursed almost immediately, minus a service charge ranging from 1.5% to 2.75%.  Periodically, the merchant then files and remits sales taxes to the appropriate taxing authorities (TA’s).

eCommerce Model
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In the eCommerce model (today), the sales tax is completely removed from the picture, but everything else is essentially the same.  A minor but important distinction is that, on most websites, the customer is passed over to the CCCS’s website, a completely different server, to enter the credit card information.  The merchant only passes over the amount of the purchase.  The CCCS acts as the card swipe machine found at a retail merchant’s POS.
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STC’s eCommerce Model

With STC’s proposal, the merchant computes the sales taxes and passes the combined amount on to the CCCS to be charged to the customer.  Everything between the merchant, the customer, the CCCS, and the CCCo remain the same.  The sales taxes appear as an additional line item on the customer’s order.  The merchant then posts the transaction with a service such as STC which will perform every function relating to the licensing, filing, and remitting of the sales taxes on behalf of the merchant.

One key benefit of this proposal is that merchants can elect, for whatever reason, to fulfill their own tax obligations or they may choose, for cost savings, to subscribe to a clearinghouse service such as STC to do it for them.  Most merchants today already collect sales taxes for their locality, and some also do so for their interstate sales.  With clearinghouse services, smaller businesses will also be able conduct interstate sales just like they do today for credit card charging. 

Another key benefit is that the relationship, the audit trail, and the accountability between the merchant and the taxing authorities remains intact.  All filings come from a single source: either the merchant itself or a clearinghouse service acting on its behalf.  Existing regulations specify that the merchants are the obligors to the taxing authorities and this is maintained by our proposal.

Finally, there is an added benefit to the merchants—taxing authorities often have dollar thresholds below which merchants are not required to remit taxes on purchases, and merchants with few sales in many of these localities will be able to just keep the sales or use taxes collected therein.

No New Taxes or Legislation

This proposal purposefully works within the existing business model, minimally impacting merchants, consumers, and taxing authorities, while retaining the rights and obligations of all.

The best solutions lie in the private sector where competition will yield a range of affordable solutions for the wide range of budgets and needs.

Sovereignty of States and Local Taxing Authorities

This is a key constitutional right that is upheld by our proposal, for state and local governments to implement taxation within their borders as they see fit.  Most taxing authorities are currently being deprived of their due taxes as eCommerce allows merchants and consumers to so easily reach beyond their own domains, and this proposal restores their ability to receive their uncollected funds.

Scalability to the International Level

This proposal works equally well at any level of taxing authority, from local municipalities to foreign countries.  Tax obligations may be applied either on the source or destination, or both, in the case of a foreign shipper to the US.  In all cases, the merchant simply charges the consumer with all the relevant taxes and remits those taxes to the appropriate authorities.  As has always been the case, consumers in different localities will experience varying degrees of taxation, but it also always has been the right of each governing body to levy taxes as they see fit, as well as for citizens to move.

Specific Recommendations

We urge the committee to make just two simple recommendations:

1. Commence mandatory compliance with existing sales and use tax regulations beginning 
October 1, 2000.  Compliance, without any new legislation, would be essentially voluntary, but backed by the threat of an audit with ensuing fines and interest.  Any merchant that conducts business on the Internet without charging appropriate sales taxes would be an easy target for any municipality to issue an audit, the results of which would be available to any other taxing authority looking to collect its due taxes.  Any business found in violation of their tax compliance would have to pay additional fines and interest and probable legal costs, which would surely prompt most legitimate businesses to comply voluntarily.  The technology, software, and services exist today for merchants to commence compliance almost immediately.

2. Encourage all taxing authorities to use a universal merchant identification number.  The single largest burden for either a merchant or a clearinghouse service is having to maintain hundreds of individual relationships with all the taxing authorities each with its own identification number.  The best recommendation this body can make is to suggest that all these taxing authorities begin to use the same universal identification number for each merchant.  The best candidate for such a universal number would be the federal EIN.

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)
By providing a service that essentially eliminates the burden on merchants to fulfill their existing tax obligations, while not impacting today’s business model or the constitutional autonomy or the revenues of local taxing authorities.

2. How does this proposal define, distinguish, and propose to tax information, digital goods, and services provided electronically over the Internet?
STC views the sale of “information” and “digital goods” the same as with any published materials, such as magazines or CD’s, and, as such, should be taxed on their purchase or subscription price.

3. How does this proposal protect against onerous and/or multiple audits? 
All of a merchant’s transactions are recorded and filed by one source to each taxing authority, either by themselves or through a single tax clearinghouse service such as that offered by STC.

Taxation

4. Does this proposal impose any taxes on Internet access or new taxes on Internet sales?
This proposal only seeks to enforce existing taxes as defined by the needs of each taxing authority.

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?)
This proposal leaves the net tax burden on consumers unchanged, in that consumers today are legally obligated to pay sales or use taxes on purchases either within or across municipal boundaries.  Merchants will collect and file both sales and use taxes on behalf of the consumer, fulfilling existing tax obligations.

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?
Yes.  Use taxes specifically are meant to be collected for sales to consumers within the taxing authority’s borders, regardless of the location of the merchant.  These laws exist and should be enforced.

7. What features of the proposal will impact the revenue base of federal, state, and local governments? 
This proposal will raise all their revenues by bringing in legal taxes that currently go uncollected.

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?
Taxing authorities often have thresholds below which merchants are not required to remit. Merchants with few sales in many of these localities may just keep the sales tax collected therein.

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?
Yes.

10. Does the proposal discriminate against out-of-state or remote vendors or among different categories of such vendors? 
No.

International

11. How does this proposal affect U.S. global competitiveness and the ability of U.S. businesses to compete in a global marketplace?
This cannot be answered within the scope of this proposal.

12. Can this proposal be scaled to the int’l level?
Yes.

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? 
Tax obligations may be applied either on the source or destination, or both in the case of a foreign shipper to the US.  In all cases, the merchant charges the consumer with all the relevant taxes.

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? 
Yes.

Privacy

15. Does the proposal protect the privacy of purchasers? 
Yes.

Sovereignty/Local Government Autonomy

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

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? 
This is a key constitutional right that is maintained by our proposal for state and local governments to implement taxes as they see fit.

Constitutional

18. Is the proposal constitutional? 
Yes!


