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Introduction

· The ACEC effort to examine the issues involved with applying state and local sales and use taxes to transactions involving electronic commerce is important to many sellers today.  The volume of electronic commerce on which tax is currently required to be collected increases each day, and many questions are in need of answers.

· This Commission’s work is also of profound importance to the future of the sales and use tax and to all sellers that are required to collect tax and face a serious competitive disadvantage from those who are not so required. Estimates are that the retail electronic commerce sales to consumers will exceed $100 billion within 4 years.  The uncollected tax, when combined with other direct marketing, could exceed $10 billion within 5 years.

· I have been asked to focus my comments primarily on the technology and software that is available to assist in sales and use tax compliance and their relationship to tax collection in an electronic environment.

Punchline

· There are several technologies and software packages available today that are used to simplify and automate the sales tax administration and compliance process. In addition, states are independently taking steps to apply technology to this issue.

· Technology alone is not the answer.  States need to adopt a simpler, more uniform state and local sales tax system.  They also need to change the relationship between sellers and the states so that bona fide efforts to comply with the sales tax law are not unreasonably penalized.

· The ultimate goal, an achievable one in my estimation, should be to develop a simplified sales tax system in which advanced technologies can be used to drastically simplify, if not eliminate, the burden of sales tax administration on the seller.

Available Technologies

· There are at least three firms which purport to offer comprehensive packages to handle the administration of the sales and use tax system for multistate sellers: Taxware International <www.taxware.com>; Vertex, Inc. <www.vertexinc.com>; and RIA <www.clr.com/insource/>. Public documents indicate that these systems are comprehensive and deal with taxability determinations, tax rate determinations, tax calculation, exemption administration and return and remittance filing. There are, of course, significant differences in the capabilities of each of these systems and in the approach they take to various issues.

· As to tax rates, these systems appear to use the individual street address information of the buyer and then use a combination of publicly available information on Zip Codes and/or local jurisdictions as well as certain proprietary information and techniques to assign particular tax rates to particular purchases.  In addition, at least one state (Washington) is using Geographic Information System (longitude and latitude) data assign individual street addresses to the appropriate taxing district and rate and to make such data bases regularly available to sellers and others.

· For product-specific exemptions (e.g., food for off-premise consumption), each of these packages appears to use a data base of exemptions by state that is cross-matched with the customer’s catalog of products/services.  Again, the systems have varying capabilities and services offered.

· For other types of exemptions (i.e., exempt entities or exemptions by use), these systems again have the ability to track the exempt status of a customer.  Certain of them are also specific in outlining their ability to process and retain exemption certificates as well.   Some states (e.g., California and Maryland) are also taking steps to aid this process by providing an online capability to verify the exempt status of certain purchasers.

· As to return and remittance filing, each of the packages purports to support a full range of automated return preparation capabilities.  States have also begun to work in this area.  At least a dozen states have initiated efforts to support various forms of electronic filing for sales and use tax returns, including Internet-based filing, and nearly all states support a variety of electronic payment methods.  In addition, at least one private sector concern is developing an Internet-based sales tax filing platform that will support filing for multiple states.  [See <www.nationtaxonline.com>.]

State Action on Simplification Needed

· While technological systems have been developed, they are not without cost and are not perfect and error-free.  States efforts to simplify the system can improve the ability of technology to meet the needs of multistate sellers.

· Among the most important simplifications they could pursue would be in reducing the complexity of the local rate structure and simplifying exemption administration.  States should also review their policies on the compensation provided to vendors for their sales tax collection responsibilities.

· Above all, states should review their policies regarding “safe harbors” and “hold harmless” provisions. States should examine steps that could be taken (e.g., certification of certain software) to assure sellers that good faith efforts to comply will not be unreasonably penalized and that corrections can be made on a prospective basis.

Outstanding Issues

· The major outstanding issue is what steps/adaptations are necessary to migrate and augment the existing technology to enable it to operate in a purely electronic environment.  That question has not been examined by the public bodies looking at the issues involving electronic commerce as deeply as is necessary.

· There has been discussion in some circles of developing (through a combination of technology and simplifications) a “real-time” tax administration system in which taxability determinations, calculations and reporting are done in an entirely automated fashion at the time of the transaction and the vendor is totally removed (other than for providing essential information) from the tax administration responsibility. The feasibility of such a system deserves further exploration.

· The major outstanding question is what is required to develop a simplified, technologically advanced sales tax administration system that is capable of operating in an electronic environment and that is readily and reasonably available to a wide range of sellers.  This Commission with the technological and political leadership it has among its member is uniquely qualified to undertake that effort.

� At least one firm has begun to migrate its product to the e-commerce/Internet environment.  See <www.taxware.com/ZProducts/internet/internet.htm>.  There are also efforts to develop similar systems for the international environment.





