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The Wisconsin Soft Drink Association respectfully asks you as a member of the National
Conference of State Legislatures (NCSL) Executive Committee Tax Force on State and Local
Taxation on Telecommunications and Electronic Commerce to oppose the inclusion.of A separate
definition of “soft drink™ in the model law. o

serenrindy

Soft drinks are clearly covered.by the definition of food and food ingredients in the deaft
“Model Sales and Use Tax Definitions.”

*  That definition states that “food and food ingredients™ includes “substances, whether in
[iquid_,"cnncentrated, solid, frozen, dried, or dehydrated form, that are sold for
ingestion by humans and are consumed for their taste or nutritional value.”

= Soft drinks are liguid substances sold for ingestion by humans and are consumed
for their taste.

Also, because the definitions of “what is” and “what is not” a “soft drink” are now so widely
varied across the states, a national uniform soft drink definition will create winners and losers
with respect fo tax revenue. For example, the proposed soft drink definition eliminates fruit
juices containing 30% or more natural fruil from the taxabie category, This definition rmight add
tax revenue in states like Pennsylvania, which currently does not tax fruit juices with a natural
fruit content of over 25%. However, this same definition will likely cause significant revenue
loss in states like California, Texas, Florida, North Carolina, and Wisconsin, which
currently taxes all fruit juice beverages as non-food products if they contain less than 160%
natural fruit juice.

While you might expect Wisconsin-based soft drink bottlers and distributors to support a
untform definition of soft drinks that would reduce related tax collections here, we are in most
cases ultimately tied to a larger system of production and distribution that would be thrown into
chaos by such a definition. As taxes would increase in some states and decline in others. the
impact on producers would vary as demand responds to changes in the combined price plus tax.
This inevitably leads to adjustments in production, distribution, sales, and jobs, and a risk of
further eroding the tax base.

Martin I. Schreiber, Executive Secretary
Milwaukee: (414) 482-1214 *  Fax: (414)482-1474 * Madison: (608) 2591212 *  Fax: (608) 259-1213




We are told that if a separate definition of sofi drinks were not included in the NCSL model. it
could not be added later, effectively eliminating the tax on our beverages. Currently, 33 states
tax soft drinks, including Wisconsin (17 of these states also tax tood). For our industry,
however, that means 13 states do not currently tax soft drinks and might be inclined to do so
should they adopt the uniform sales tax model. The threat of taxation in these states will bring
about significant soft drink industry opposition to the uniform sales tax program. Soft drink
bottlers believe that individual states should make their own decisions regarding which products
to carve out under the food definition.

Thank you for your consideration of our concerns.  Please do not hesitate'to contact me should
vou need farther information.

Sincerely,
/f 7 M-—éﬁ”@“‘“ gt

Martin J. Schreiber
Executive Secretary
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November 27, 2000

Senator Bob Jauch
From:  Diane Hardt W

Subject: Forrester Research Report

Attached is a report of Forrester Research which reflects very positively on the Streamlined
Sales Tax Project. Forrester Research has indicated that “the Streamlined Sales Tax Project is
the only viable effort with the ability to preserve state sales taxes.” “The Streamlined Sales Tax
Project has momentum, wide buy-in, and timing on its side."

This is very good néws. This is the first national exposure we have received.
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 THE LANDSCAPE -
*The Net brings focus'to the sales tax debate
* Efforts to reform sales taxes have emerged on 2 number
of fronts.

ANALYSIS
*The Streamlined Sales Tax Pro;ect is at the center of sales

tax reform efforts.
* States will gain the ability to collect taxes from remote

sellers.

ACTION
* Dot Coms should get their heads in the tax game.

WHAT IT MEANS
s Real-dme tax collection will create economic indicators.




ACTION

Traditional retailers should change their tune.
While raditional retailers have helped to forward the efforts of the SSTP,
their goal has been more to burden online retailers with onerous tax collection

responsibilities than achieving simplification. By coming to the table with this
narrow motivation, brick-and-mortar chains risk missing an unprecedented
chance to work with governments to reduce tax collection burdens for all sellers.
Retailers should invite Dot Coms to the table and both should work with states
to create a truly simpler system for collecting taxes. Simpler tax structures mean
increased profitability for all retailers.

Dot Coms shounld pull their heads out of the sand.
Online retailers have been conspxcuously absent from sales tax reform deliberations.
That tactic may have worked at first, but now that states are organizing to expand
collection, Dot Coms should work with -~ rather than ignore - tax reformers.
If they remain on the sidelines while traditional retailers help shape tax policies,
Dot Coms will find themselves crippled once they are legally required to collect
taxes.

Accounting firms should buy tax collecting technology vendors.

Large systems integrators and accounting firms like EDS and Ernst & Young

should snap up tax collection technology vendors like esalestax.com or TAXWARE
“béfore: their price tags goup: Gemng mmlved in tax coliecnon automation will -
-~ “make up for the revenues their tax practices will miss out on once states ease

compliance burdens on retailers -- reducing sellers’ need for accountants.

Premocrats should make the tax issue their own.
Democrats have neither embraced nor distanced themselves from the Internet

tax debate. Republicans are divided on the issue -- caught between states’ rights
and anti-tax leanings. Democrats should endorse the streamlining efforts and push
Congress to pass enabling legislation. Though they'll initially face resistance from
anti-tax and pro-technology critics, theyll win out if they cast their proposals

as eGovernment reform. Plus, they’ll garner valuable political capital from
appreciative governors -- and fluster Republicans by highlighting an issue that
divides them.
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Making Net Sales Tax Pay

eCommerce growth exposes deficiencies in sales tax laws,
State retorms, Web-based collecton technologies, and the
changing complexion of online retail will ultimately force

retailers to collect taxes on all remore sales.

THE LANDSCAPE
* The Net brings focus to the sales tax debate.

¢ Efforts to reform sales taxes have emerged on a number
of fronts.

ANALYSIS

* The Streamlined Sales Tax Project is at the center of sales
tax reform efforts.

¢ States will gain the ability to collect taxes from remote

Cosellers, ot : '

ACTION
* Dot Coms should get their heads in the tax game.

WHAT IT MEANS

* Real-time tax collection will create economic indicators.

RELATED MATERIAL

GRAPEVINE

Dad, I can’t sleep. Tell me about your tax meedng.
We take it back.

Stupid tax-exemption tricks.

Are tax jokes funny? It depends.
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THE LANDSCAPE

The Net Brings Tax Debate To The Fore

State governments had given up on going after sales taxes on catalog
purchases. But looming revenue losses from eCommerce combined with
eroding tax bases have spurred them into action. States are now working
together to simplify their sales tax systems in hopes of collecting taxes on

all remote sales.

ONLINE TRADE'S GROWTH HAS CAPTURED TAX ATTENTION

Sales tax laws that date back to the 1930s are ill-equipped to preside over the borderless
world of eCommerce (see Figure 1). Their shortcomings will become even more starkly
apparent as online trade explodes -- with US business-to-consumer (B2C) and business-
to-business (B2B) eCommerce growing to $207 billion and $2.7 willion, respectively, by
2004 (see the September 2000 Forrester Report “Online Retail’s Ripple Effect” and see

the F ebmary 2000 Forrester Report “eMarketplaces Boost BZB Trade”).

' "Ner. sales exacerbate two issues that have i{mg p}agued pizbhc tax admm:strators and
tax counsels at retail companies: 1) uncertainty about how to tax commerce in which
the buyer and seller are in different states, and 2) administering and complying with
an increasingly complex and varied web of sales tax laws. But the debate over how to
collect taxes on Web transactions has moved to center stage because:

¢ Eroding tax bases bring a sense of urgency to the debate. The economy has
tilted toward services -- which are largely untaxed -~ and only 40% of consumption
is presently subject to sales raxes, according to one estimate. To compensate, states
have steadily raised rates. When sales taxes were first introduced during the Great
Depression, rates were below 1%; now they are estimated to average 6% nationally.
Even in good economic times, states fear their surpluses will evaporate unless new
revenue sources are found.

* Physical-presence requirements limit tax collection. The Supreme Court has
ruled that a firm -~ online or offline -- must have nexus, physical presence, within
a state or it can’t be required to collect sales taxes from customers in that state.
Consumers are supposed to pay taxes on anything they purchase from 2 catalog
over the Internet, but no one does. States have done litde to collect these “use
taxes” or educate constituents about them.
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Figure 1 The Evolution Of Sales Tax

g The Depression forces states to find new revenue sources
1932 Mississippl is the first state to introduce a sales tax to help increase laggmg revenues anci
broaden its tax base |

1967

1992"

1998

2000

Source: Forrester Research, tnc.

' ':c(;bzxizné:.fég'.tai_.:i?}%tﬁs'p;’éaominate, Many believe - incorrectly -- that the
Internet Tax Freedom Act (I'TFA) passed by Congress in 1998 made the Internet
tax free. It did nor. Consumers are charged taxes on Internet purchases from
companies that have nexus in their state, and they are supposed to pay use taxes
on the rest of their online purchases. ITFA legislation merely prevents states from

adopting new Internet-specific taxes.

The Net Has Emerged As A Catalyst For Long-Languishing Tax Reform Efforts

The states have been confronted with a buzz about eCommerce and predictions that Net
sales will soon dwarf catalog sales. In this environment, previously unpalatable proposals
o reform the US sales tax system have been resuscitated:

* The Streamlined Sales Tax Project (SSTP) owns the most mindshare. States
are working to create model legislation intended to simplify their current buffet of
more than 7,500 tax codes (see Figure 2). Tax administrators from 27 participating
and 12 observing states comprise the group and have high hopes for simplification
efforts (see Figure 3).
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Tax Project’s Agenda

Streamiined Sales
Tax Prdjet:t {55TP}
. Estabizshed in March 2000
«Comprisestax
administrators from
39 states

Sourge: Forrester Research, Inc.

B "**R}er_iégadg state initiatives dot the Iﬁﬁdsc’a’pei Tndividual states hava-aire’édy begun
working on their own to expand collection of taxes from remote sellers. Farlier
this year, the California legislature proposed expanding the definition of physical
presence in the state for the purpose Qf tax collection (thou&rh Gov. Gray Davis
subsequentiy vemed ik

*Many have stepped up use tax collection efforts. A number of states have
made short-term efforts to recoup lost sales tax revenue. Some, such as Maine
and North Carolina, include a line on their income tax return forms prompting
taxpayers to report taxable out-of-state purchases. North Carolina and Connecticut
have also entered into agreements with other states to share audit information and
go after negligent purchasers.

*The I'TFA extension clouds the issue. In 2001, Congress will consider whether
to extend the current moratorfum mandated by I'TFA on new Internet-specific
taxes. Sen. John McCain (R-AZ) has favored permanently enacting the moratorium
on new Internet taxes. Meanwhile, Sen. Byron Dorgan (D-IND) has thrown his
energy behind legislation that would sanction states” abilities ro collect use taxes if
enough of them simpiify their tax codes.
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Figure 3 The Streamlined Sales Tax Profect’s M‘embership

3-1 Who _sup_pérts the SSTP and who doesn’t

Participating states* (27}
Ohbserving states** (12)
ZNotinvolved {6}

..INo sales/use tax (5}

* Participating states are those
* that have'issued an executive order
or; enacted iagtslataon allowmg
parttcspat:on g

= Observing states Tnay attend

* hearings and have their input
recorded just as participating states,
but they exercise no voting power

32 What states think will happen

The time is right for reform

“There is much more cooperation in the
Streamiined Sales Tax Project Project than
inany. prior atteampt at reform, States, .
know that thisis anecessary andreal
opportumty forsimplificationand fcr
ensuring revenues for the future”

A sensible and realistic approach

“I think ultimately it will succeed. The
proposals are generally good and have
realisticaims. It will result in a much simpler
tax system. The commitment is to a simpler
system, easier registration, easier fi iting

and payment — simpler rules in general "

Great concerns about revenue losses
“They'll have to be successful if the sales tax
and associated revenue s to be preserved.
There will be too big a toss in revenug and
too much of a shift in business to the

Dot Com world to ignore. We will succeed
only together, cooperatively.”

Everybody wins with simplification
“These simplifications are good for retailers,
good for manufacturers. Narrowing down
definitions may present some minor
problems, butf can't see anyone as against
simplification.” '

Based on interviews with 27 state and local tax administrators

Source: Forrester Research, Inc.
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Remote Sellers Will Ultimately Collect Taxes

After decades of wrangling, the one-two punch of watered-down
simplification and improved tax collection technology will be enough
to compel Congress to mandate that remote sellers remit use taxes --
but not before 2005.

A LACK-OF VIABILITY WILL DERAIL MOST SOLUTIONS

States’ sales tax laws reflect 70 years of logrolling by parochial interests. The labyrinth
of issues under discussion, tangled legal precedents, and the political combustibility of
any tax changes will limit the impact of most proposed reforms.

* Federal proposals will go nowhere. Federal legislators are loath to open the
sovereignty can of worms that comes with any new law regarding sales tax collection
on remote sales. They would risk angering taxpayers and the states, while receiving
no federal revenue in return. For ncw, federal legmlation W;II oniy serve as a club

: .;_',m spur statf: ac::wn i e '

. Renegade states Won’t be able to go it a}one Efforts by states hke Cahfomm
to expand collection will merely scare away businesses and mire states in legal
challenges from angry retailers. With more than 7,500 individual tax jurisdicdons
in the US, reform must combine a critical mass of them, or businesses will just
relocate to jurisdictions that fir their needs. Forrester believes that any significant
effort to reform sales tax must include at least 20 states.

* Supreme Court action will be little more than a wild card. Some believe that
a state audit of an e-tailer not collecting taxes will make its way to the Supreme
Court and generate a ruling on nexus and eCommerce that will resolve the debate.
But judicial resolution won'’t corae before years of appeals make their way up
through the courts. Even if the Supreme Court acts, the judicial branch has shown
its strong preference that Congress legislate any redefinition of nexus.

Streamlined Sales Tax Effort Controls The Debate

Despite the Streamlined Sales Tax Project’s limited visibility and even more limited
resources, Forrester believes that the SSTP is the only viable effort with the ability to
preserve state sales taxes. The group has assumed the central place in the debate by:

BRRNG Forrpiler Noswar it jno Bepetwiostion Srobibil
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* Targeting long-problematic administration and tax code complexity.
Differences among individual states” and tax jurisdictions’ product definitions

have grown more complex as states have carved out exemptions to attract business.

And sellers are burdened by administrative tasks like anthenticating and storing
tax-exemption certificates. In response, the SSTP is creating common definitions
for goods and looking at automating and transferring the burden of proof for
exemptions to buyers,

* Bringing a broad coalition of players to the rable. State tax administrators
lead the project, but since its beginning, the group has sought assistance from
the busmess commumty (see F;vure 4). The ‘project has held public hearings to
elicit comiments, and it will rely on the lobbying muscle of sympathetic retail

chains when it subiiiits model legislation to state legislatures early next year,

* Bundling policy reform with new technology solutions. The SSTP is attacking
the definitional and administrative problems that predate the Internet and fusing
its proposals for resolution with recommendations for employing new Net-based
tax collection software. A pilot project wherein vendors will remit use taxes to four
states using new tax collection technology starts this month.

. STATES: WlLL CLEAR HURDLES TO REACH SALES TAX RESOLUTION .

" 'The Streamlmed Saies 'I‘ax ?m;ect has momanmm Wade buy—m, and 1 mmmv on its mde
Workmv with states, the group will help 1o compel Concress to require Tnternet retailers
to collect use taxes on purchases -- but not before 2003. Prior to gaining the ability to
collect taxes, state effores will face a series of hurdles through four phases (see Figure 5).

1) Educating (2000-2001). Tax reform groups will scramble to draft legislation
while informing legislatures about the necessity of reform.

p§) Legfsiaﬁﬁg (2002-2084} State legisla.tures will pass politically palatable laws that
lighten businesses’ administrative responsibilities.

3) Dealmaking (2003-2005). After initially kowtowing to retailers, states will work
to coerce remote sellers to voluntarily collect use taxes.

4) Collecting (2005+). The combination of light simplification and advanced
technology will compel Congress to mandate remote sales tax collection.




Making Net Sales Tax Pay
ANALYSTES

Figure 4 SSTP Decision-makers Have A Range Of Motivations

é} Who'sin

What they say
Our burdensome and overly

What they mean
The Net presents a great opportunity

State ; L7
governments complex sales tax system is ripe to get revenue from remote sales and
for reform usurp local taxing authority
Traditional YWe would like for the tax system We're tired of these Dot Coms getting
retailers 10 D@ streamlined to reduce the away without paying these taxes.
burden for everyone If we have to pay, they should, o
Technology With the cooperation of the We want 1o help the states simplify
v én dors states, the technology exists to the tax code but not to the point
ST crafta national tax system where our services are not needed
Q Who's out " What they say What they mean
" Local
governments
e-tailors
B2B Sector

Figure 5 SSTP Will Way To Refo

Streamiined
Sales Tax
Project

20042005
- Dealmeking . |
States will broker

deals with local
governments to

2002-2003
. Legislating .

2000-2007

" Educating |

]SSTP must inform
state legislatures
about the necessity
of tax reform

States will adopt
administrative
reform to lighten
the tax collection
burdens on seflers

pass legislation
and railroad
retailers into
signing on to
cellect use taxes
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Phase One: Educating {2000-2001)

Dissemnination and education efforts will consume streamlined sales tax advocates for the
immediate future. Few state legislators even know that a project is underway to allow
states to begin collecting use taxes from remote sellers. Streamliners had hoped to pass
legislation in at least four states next year, but Forrester believes they’ve underestimated
the work needed to educate legislatures about the need for streamlining. For the next
year, tax reformers will work to assure state and federal representatives that proposed
legislation does not impose new taxes on eCommerce. At the same time, they'll closely
monitor the progress of the technolog“y pxiot o

. SST? will p:ws the bamn to the NCSL The Nauonal Confereﬂce of State
Legxslatures (N CSL) pians first. to tweak ;md then to endorse the commg model
i legislation. When ieglsiamres convene next year, the National Governors’
Association (NGA) will join the NCSL, in proselytizmg sales tax s:mphﬁcation
legislation to states as a means of reducing government bureaucracy.

* Tax technology will take a test-drive. Working with Kansas, Michigan, North
Carolina, and Wisconsin, volunteer retailers will test the ability of technology o
make collecting taxes easier. Tax software vendors TAXWARE, Vertex Software,
and esalestax.com will get their shot to prove that technology can solve much of
the tax collection problem (see the February 7, 2000 Forrester Brief “Internet

.. Sales Taxes Don’t Need A 'Tea Party™). The pilot will test the certified automated
service's \ '_ g use tax coiiectmn and rﬁmzttance {see F;gnre 6)
) States hope to announce their results in 2001.

od of automa_

. Congress will extend ITFA with minimal additions. States will closely watch the
progress of a rider to the TTFA moratorium extension proposed by Sen. Dorgan
that would grant states the abaht} to collect use taxes once 20 states simplify their
systems uniformly. Though the TTFA moratorium will likely be extended,

‘Dorgan’s automatic trigger will likely be defeated -- because Congress would
prefer to postpone discussions about expanding states’ ability to collect taxes. But
deliberations over the rider’ fate will presage how Congress will respond to the
expansion of states’ tax collection responsibilities.

Phase Two: Legislating (2002.2004)

In the second phase of sales tax deliberations, streamliners’ efforts will focus on building
legislative momentum. Having educated legislatares about the issues at stake, the SSTP
will focus on actually gerting something passed. By the end of this phase, advocates will
finally begin to convince skeptics that the debate can be resolved -- pointing to their
political victories and successful returns from the technology pilots.
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Figure € Tax Collection Technology Models

Remotebuyer - [ Traditional retailer with proprietary

S -colfection/remittance system :

' ' Retailer remits directly
to tax jurisdiction

Retailer taxsystem pings Certified Automated .
R :Sys_tem_ {CAS} fa_r.pmpe_r taxrate.

Seller remits tax to
appropriate jurisdiction

‘Remote buyer Retailer notifies CAS of buyer
I location and amount of sale

store.comy|

and files directly with
appropriate jurisdiction

E

Source: Forrester Research, Inc.

s States will trumpet pilot results to dispel collection burden concerns: In
the wake of the 2001 holiday season, states will announce favorable results from
the pilot tax collection effort — highlighting the ease of the system for retailers.
Streamlining advocates will craft politically viable legislation that highlights states’
ability to reduce burdens by standardizing administrative hassles like tax

remiteance frequency.

» Five states will take the lead in passing new regulations. Though advocates had
hoped legislation would be passed earlier, they’ll sign on their first five states in 2002.
The first to approve will be North Carolina, Michigan, and Florida (see Figure 7).
Legislatures will bundle reforms to Web-enable exemption processing and seller
registration with popular eGovernment initiatives.

* States will use momentum to bring locals aboard. In return for a share of new
revenues, locals in holdout states like Pennsylvania will soften their hard-line
stances and allow their tax bases to match the states’ -- one of the prerequisites for
streamlined legislation. However, streamlining efforts in the three states that have
tax home rule will stall -- Denver’s already projected that it would lose 27% of its
revenue if it cuts the number of items it taxes to sync with the state of Colorado.
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Figure 7 States Will Adopt Tax Simplification Legislation At Different Times

Proving ground
states Cautious optimists SSTP swing states
{2001-2002) {2002-2004) {2004+) Holdouts
States that are States with uniform States that rely less on sales States with no sales
participating inthe  bases will wait until tax revenue and have more tax or great local
technology pilot the first wave of complex tax codes will take control over tax
project and depend  state adoption longer to adopt streamlined bases and rates may

heavily on salestax  proves successful legistation nevertake the

revenue witlbe the  before passing
first1o'2dopt SSTP legislation |
“egislation R

necessary steps to
streamline thelrtax
systems,

+Florida -
+Kansas -

* Michigan

» Mississippi

- North Carolina
« Wisconsin

Source: Forrester Research, inc.

‘» Lessening of liability will drive voluntary retailer sign-ups. Sellers with both
online operations and a wide physical presence like JCPenney will be the first to
sign on to remit taxes. They'll reduce audit liability and shift the burden of proof
for tax exemption to buyers in return for collecting taxes they would have had to
collect anyway. It makes sense; Forrester’s research shows that consumers don’t
care that much about paying sales tax online anyway -- shipping charges are a far
greater concern {see the February 24, 2000 Forrester Brief “States Lose Half A
Billion In Taxes To Web Retail™),

Phase Three: Dealmaking (2003-2005)

In this phase, streamlined system advocates will bargain in many states -~ forsaking
contentious definition legislaton to get more acceprable administrative streamlining
approved. States will also play hardball with retailers to force them to voluntarily remit
sales and use taxes. By 2003, a renewed sense of urgency will pervade the Net sales tax
debate. By this time, there will likely be 2 slowdown in the economy. Online retail will
reach $135 billion -- almost four times its total in 2000. Combined with increased
business utilizadon of eMarketplaces, states” potential revenue loss will be $14 billion if
no measures are taken to expand their coliecdon of use taxes (see Figure 8).
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Figure 8 eCommerce Sales Tax Loss Will Grow fo $13 Billion By 2004
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Source: Forrester Research, Inc.
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While states will pass administrative simplification legislation, many will hesitate
to redefine their state’s tax definitions out of fear that they’ll lose the ability to
attract and retain businesses in their states. Reformers will begin to give states
more legislative ﬁexﬂ:}iﬁfjr to decide if they want to revise definitions. Theyll present
legislation with mandatory administrative elements and an optional,  la carte set
of definitions from which states can choose in areas like food and clothing.

* Threatened lawsuits will force participation of nexus-dodging retailers.
Early on, brick and mortars like Barnes & Noble and Wal-Mart ran an end-around
against existing nexus laws by spinning off Dot Com businesses as separate entities.
But now that they've realized that a brick-and-mortar presence is an asset, they're
accepting in-store returns and offering cross-promotions. States that have passed
streamlined legislation will use the threat of legal action to coerce retailers like
Walmart.com to begin to use the SSTP system to remit taxes.

* States will audit B2B eMarketplaces. Though states have focused their
attention on the retail sector, by 2003 they’ll realize that the larger opportunity
is lost revenue from businesses failing to remit use taxes. States will run use tax
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education campaigns aimed at businesses and audit office-supply eMarketplaces

like PurchasingCenter.com to nab small and medium-sized businesses that haven'’t
paid use taxes on nonproduction materials they've bought online.

* Efforts to bring Dot Coms on board will sputter. Current policies limit the
credits states can offer retailers in retum for collecting taxes. Because states are
leery about giving special weatment to remote sellers, they won't be able to grant
significant incentives to Net retailers to collect use taxes. Pure-play Dot Coms will
hold out on voluntarily collecting while struggling to differentate themselves in an
environment requiring profit-oriented business models. -

Phase Four: Collecting (2005+)
By 2005, the tax issue will begin to lose its political combustibility. Most surviving Dot
Com retailers will necessarily expand their presence to meet customers’ needs with
warehouses, strategically placed stores, and local delivery parmerships (see the April
2000 Forrester Report “The Demise Of Dot Com Retailers™). As a result, Dot Coms
will be collecting taxes they had previously avoided -- tax reform or not. States will use
a few highly publicized audits of businesses negligent in remitting use taxes to scare the
rest into complying with reporting. Legisfative action, brought by the new Congress in
January 2005, will be packaged as an eGovernment initiative -- rewarding with revenue
: th(}se states that slmpiify busmesses remore. salcs tax burdens.

L. States wﬂl upgrade their mternal systems. As retasiers remoi coﬂecaon systems B
and plug in to tax collection technology solutions, states will focus efforts on their
own tax collection back ends. To reduce retailers” burdens, they’ll encourage online
reporting and eﬁmh&éte_ monthly forms in favor of automated transfers. Retailers
will be ablé to file at their convenience - ranging from daily ro annually.

* Businesses will focus lobbying efforts on burden reduction. Realizing that
Congressional action is inevitable, businesses will lobby Congress to mandate that
states must simplify to the point of one tax rate per state in order to collect remote
taxes. Lobbyists will advocate the creation of a sales tax structure like that of the
International Fuel Tax Association (IFTAY. Within IFTA, truckers submit fuel tax
returns to their home states, relying on them to remit to any other owed states.

* Congressional action will occur as an eGovernment play. After more than
two-thirds of states have done the dirty work of streamlining their systems, the
issue will have cooled off enough for Congress to step in. Congress will craft a
bill as an eGovernment incentive package for states -- thus ducking antd-tax
proponents. In return for upgrading their collection systems and simplifying
requirements placed on vendors, states will receive taxes from remote sales.
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ACTION

ACTION

Traditional retailers should change their tune.
While traditional retailers have helped to forward the efforts of the SSTP,
their goal has been more to burden online retailers with onerous tax collection

responsibilities than achieving simplification. By coming to the table with this
narrow motivation, brick-and-mortar chains risk missing an unprecedented
chance to work with govermncnts to reduce tax collectjon burdens for all sellers.
Retailers should invite Dot Coms to the table and both should work with states
to create a truly sunpler system for coliectmcr taxes Simpler tax structures mean
increased proﬁtabihty for ai} reta;iers '

Dot Coms should pull their heads out of the sand.

Online retailers have been conspicuously absent from sales tax reform deliberations.
That tactic may have worked at first, but now that states are organizing to expand
collection, Dot Coms should work with -- rather than ignore -- tax reformers.
If they remain on the sidelines while traditional retailers help shape tax policies,
Dot Coms will find themselves crippled once they are legally required o

collect taxes.

. Accounting firms should buy tax collecting technology vendors.
Large systems integrators and accounting firms like EDS and Emst & Young
should snap up tax collection technology vendors like esalestax.com or TAXWARE
before their price tags go up. Getting involved in tax collection automation will
make up for the revenues their tax prac.tices will miss out on once states ease
compliance burdens on retailers -- reducing sellers’ need for accountants.

Dremocrass should make the tax issue their own,
Democrats have neither embraced nor distanced themselves from the Internet

tax debate. Republicans are divided on the issue -~ canght between states’ rights
and anti-tax leanings. Democrats should endorse the streamlining efforts and push
Congress to pass enabling legislation. Though they'll initially face resistance from
anti-tax and pro~-technology critics, they’ll win out if they cast their proposals

as eGovernment reform. Plus, they'll garner valuable political capital from
appreciative governors -- and fluster Republicans by highlighting an issue that

divides them.
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WHAT IT MEANS

The implications of simplified taxes and remote seller collecdon of use taxes are
significant:

SS5TP will provide a model for future state deliberations.
The ageographical nature of the Internet will spark further showdowns between

fragmented state-level policies and the need for uniform standards, States will
ttirn' t_g ‘the §STP model as they scramble for :;dni_:rb;i_bx?er issﬁés_ like state
franchise laws, insurance, and ﬁnanéiai'privacy policies. By collaborating closely
in crafting new policies, states retain their sovereignty while ehmmatmg the

' newky glaring inconsistencies in individual states’ policies.

Streamlined project will pave the way for a VAT discussion.
Even as legislators sort out sales tax in the US, they’ll be preparing to take their

discussions international. Global eCommerce will continue to grow -- forcing
countries to discuss how to administer taxes on eCommerce purchases that
travel across borders. Most of the rest of the world uses a value-added tax (VAT),
which at present would be political impossible in the US. But after legislators
S _spend five years; overhauling tax systems, the VAT might be easier to xmagme as
a wav of easing USwmtemational trade disc;:epancms '

States will use Net cash registers to ease retailers’ pain.

Once states start collecting taxes from remote sellers, they’ll turn their focus to
small and medium-sized retailers within their borders. States will offer these
sellers assistance to buy and implement Web cash registers from NCR and IBM.
Oftering registers that automate tax remittance will help states get their hands
on taxes more quack}y and easﬂy, and it will free retailers from their current
audit risks.

The tax system will create 2 real-time cconomic indicator

When remote sellers are collecting taxes on all purchases and traditional retailers
are using Net cash registers to ring up sales, the result will be a wellspring of
retail data. With immediate information about buyers’ spending habits, clothing

makers will be able to see which styles are selling where and adjust distribution
accordingly. More significant, governments will be able to release daily retail
indexes charting consumer attitudes and the economy’s health.
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WHAT IT MEANS

Improved collection will force states to cut rates.
Ag states have historically exempted more purchases from taxes, they have

responded by raising tax rates, Taxing remote sales will -~ at least temporarily -~
reverse this trend, allowing states to expand some of their shrinking base. It
won’t be long before consumers rally for their tax rates to be cut. States will
respond in kind -- once they’re gaining new revenue and spending less pursuing
tax dodgers, they'll be able to reduce sales tax rates without having to downsize
police departments.

Retailers will race ro recast themselves as s_éfwice providers.
Product sellers are increasingly turning toward bundled services to differentiate

their offerings. Most states don’t tax services. The trend toward bundled services
will accelerate as sellers continue to look for loopholes to avoid charging taxes to
consumers. On-demand deliverers like Peapod.com will classify their business as
a grocery-replenishing service. States will have to make another effort to
streamline definitions -- this time, between goods and services -~ or risk missing
out on a new generation of tax revenue,

eMuarketplaces will plug in use tax services as a value-add.

As states expand efforts to collect use taxes from businesses, smart eMarketplaces

will ping mtax collection- ﬁféviée_t_‘s like TAX’WARE o '_off_e:_'.'- buyers the service -
of automadically collécting and rémitting use taxes on goods. Business buyers
will welcome the service, anxious to avoid audits on their buying. Governments
will sanetion the process and offer incentives to eMarketplaces thar take the
initiative in assumning this responsibility.
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For this report, Forrester spoke with 26 state and local tax administrators, as well as
with accounting firms, tradidonal retailers, technology vendors, government groups,
lawyers, and academics. .
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GRAPEVINE

Dad, I can’t sleep. Tell me about your tax meeting.

One of our interviewees talked about how he had to take his son to a National Tax
Association meeting last summer. The meeting passed uneventfully, and Dad had
forgotten about the event undl his son recently asked him some further questons about
it, He was flattered that his son was taking an interest in his work -- until he found out
his son was writing an essay on “The Most Boring Thing P've Ever Done.”

nnnnnnnn

‘We take it back
‘Robert: Molloy, VP at Stapies, cirﬁw some chuckles at the Streamlined Sales Tax Project’s
October 26, 2000, public meeting during his testimony to the Project’s heads. Speaking
abour the 1992 Quill v. North Dakota Supreme Court case, Molloy mentioned that since
the case Staples has acquired Quill, and “we wish that we could simply assert the liigant
was wrong” -- meaning that they could reverse the Court’s ruling that remote sellers
do not have to collect use tax. Molloy’s statement ilfustrates just how much waditdonal
retailers like Staples want to expand tax burdens of remote sellers.

;;;;;;

: .Smpxd tax~cxempﬁon tncks : L
In the course of our research, we came across a startlzncr array of s:range and ccnﬁlsmg tax
codes implemented by states and lccalities over time. A few of our favorites: In Wisconsin,
juices are tax exempt unless the label uses the words cocktail, drink, punch, ade, or nectar.
In Pennsylvania, doughnuts are tax exempt unless they are sold at a carnival. In Minnesota,
boots are tax exempt, unless they go above the knee. There are a lot more where these
came from -- showing just how tough it’s going to be for states to streamline this tangled
web of definitions. '

Are tax jokes funny? It depends.

Apologizing beforehand, Lee Walthall, CEO of Nationtax Online, shared a well-raveled
tax joke as we were wrapping up our conversation abous his company’s work at sutomating
tax filings for businesses. “In a certain jurisdiction, adult diapers are tax exempt, while
diapers for babies are taxed. Looking at this jurisdicdon you might ask, ‘are diapers
raxable®” . .. Depends.”
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ACTION

Traditional vetailers should change their tune.

‘While raditional retailers have helped to forward the efforts of the SSTF,

their goal has been more to burden online retailers with onerous tax collection
responsibiliies than achieving simplification. By coming to the table with this
narrow motivation, brick-and-mortar chains risk missing an unprecedented
chance to work with governments to reduce rax collection burdens for all sellers.
Retailers shoﬁld invite Dot Coms to the table and both should work with states
to create a truly simpler system for collecting taxes. Sirﬁpler £ax structures mean
increased proﬁsabiiit:y for all retailers.

J- '}f}m Cems s?zaaiﬁ }mﬁ !rhcw i]LJ.d& out'of the sami

Onlme retaﬁers have been conspicuom}y absent from sales tax reform dehberauons
That tactic may have worked at first, but now that states are orgamzmg 1o expand
coﬂﬁcx:mn Dot Coms sbould work with - - rather than ignore '~ tax reformers.
If they remain on the suieimes while traditional retailers help shape tax policies,
Dot Coms will find themselves crippled once they are legally required to collect
taxes.

Accounting frms should buy tax collecting technology vendors.
Large systems in‘tegratofs'ﬁnd accounting firms like EDS and Ernst & Young
should snap up tax coi}ectxon technclogy vendors like esalestax.com or TAXWARE
_ __beforf: thelr pnce tags_gu up Gﬂtﬁnﬂ inyolved in tax collecuon automanon WIH
i "make up for the reve:': ues their tax pmcuces will miss out on once states ease
compliance burdens on retailers - reducing sellers’ need for accountants,

Democrat ts should make the tax issue their own.

Democrats have neither embraced nor distanced themselves from the Internet
tax debate. Repubhcans are divided on the issue -~ caught between states’ rights
and anti~tax leanings. Democrats should endorse the streamlxmng efforts and push
Congress to pass énabling legislation. Though they'll initially face resistance from
anti-tax and pro-technology critics, they’ll win out if they cast their proposals
as eGovernment reform. Plus, they'll garner valuable political capital from
appreciative governors -~ and fluster Republicans by highlighting an issue that
divides them.




UNIFORM SALES AND USE TAX

ADMINISTRATION ACT
DRAFT 11/28/00

SECTION 1 TITLE

Section 1 through Section 11 shall be known as and referred to as the
“Uniform Sales and Use Tax Administration Act”.

SECTION2  DEFINITIONS

As used in this act:

a. “Agreement” means the Stre:anﬂmed Sales and Use Tax

. Agreement.

b.  “Certified Automated System means software ceruﬁed
jointly by the states that are signatories to the Agreement
to calculate the tax imposed by each jurisdiction on a
transaction, determine the amount of tax to remit to the
appropriate state, and maintain a record of the
transaction.

c. “Certified Service Provider” means an agent certified
jointly by the states that are signatories to the Agreement
to perform all of the seller’s sales tax functions.

- dv . “Person” means an individual, trust; estate, fiduciary,
* partnership, limited liability company, limited lability
partnership, corporation, or any other legal entity.
“Person” does not include a State or a subdivision of a

State.

e. “Seller” means any person making sales of personal
property or services.

f. “State” means any state of the United States and the
District of Columbia.

SECTION 3 LEGISLATIVE FINDING (OPTIONAL)

The (LEGISLATIVE BODY) finds that this state should enter into an
agreement with one or more states to simplify and modernize sales and use
tax administration in order to substantially reduce the burden of tax
compliance for all sellers and for all types of commerce.




SECTION 4 AUTHORITY TO ENTER AGREEMENT

The (STATE TAXING AUTHORITY) is authorized and directed to enter
into the Streamlined Sales and Use Tax Agreement with one or more states
to simplify and modernize sales and use tax administration in order to
substantially reduce the burden of tax compliance for all sellers and for all
types of commerce. In furtherance of the Agreement, the (STATE TAXING
AUTHORITY) is authorized to act jointly with other states that are members
of the Agreement to establish standards for certification of a certified service
provider and certified automated system: and establish performance
standards for multistate sellers.

The (STATE TAXING AU’I’HOR}TY) is further authorized to take other
actions reasonably required to implement the provisions set forth in this Act
or to otherwise substantially reduce the administrative burdens associated -
with sales and use tax compliance. Other actions authorized by this section
include, but are not limited to, the adoption of rules and regulations and the
joint procurement, with other member states, of goods and services in
furtherance of the cooperative agreement.

The (STATE TAXING AUTHORITY) or the (AUTHORITY'S) designee is
authorized to represent this state before the other states that are signatories to
the Agreement

SECTIONS  AGREEMENT REQUIREMENTS

The (STATE TAXING AUTHORITY) shall not enter into the Streamlined
Sales and Use Tax Agreement unless the agreement requires each state to
abide by the following requirements:
a. Uniform State Rate. The Agreement must set restrictions
to achieve more uniform state rates through the following:
1. Limiting the number of state rates.
2. Eliminating maximums on the amount of state
tax that is due on a transaction.
3. Eliminating thresholds on the application of
state tax.
b. Uniform Standards. The Agreement must establish
uniform standards for the following:
}. The sourcing of transactions to taxing
jurisdictions.

b2



2. The administration of exempt sales.
3. The allowances a seller can take for bad debts.
4. Sales and use tax returns and remittances.

c. Uniform Definitions. The Agreement must require states to
develop and adopt uniform definitions of sales and use tax
terms. The definitions must enable a state to preserve its
ability to make policy choices not inconsistent with the
uniform definitions.

d. Central Registration. = The Agreement must provide a
central, electronic registration system that allows a seller to
register to collect and remit sales and use taxes for all
signatory states. .

e. No Nexus Attribution. The Agreement must provide that
registration with the central registration system and the
collection of sales and use taxes in the signatory states will

_ not be used as a factor in determining whether the seller has
¥ nexus with a state for any tax. | .

f. Local Sales and Use Taxes. The Agreement must provide
for reduction of the burdens of complying with local sales
and use taxes through the following:

1. Restricting and eliminating variances between
the state and local tax bases.

2. Requiring states to administer any sales and

.- use taxes levied by local jurisdictions within
‘the state so.that sellers collecting and remitting
these taxes will not have to register or file
returns with, remit funds to, or be subject to
independent audits from local taxing
jurisdictions.

3. Restricting the frequency of changes in the
local sales and use tax rates and setting
effective dates for the application of local
jurisdictional boundary changes to local sales
and use taxes.

4. Providing notice of changes in local sales and
use tax rates and of changes in the boundaries

- of local taxing jurisdictions.

g. Monetary Allowances. The Agreement must outline any
monetary allowances that are to be provided by the states to
sellers or certified service providers.

Lk




h. State Compliance. The Agreement must require each state
to certify compliance with the terms of the Agreement prior
to joining and to maintain compliance, under the laws of the
member state, with all provisions of the Agreement while a
member.

1. Consumer Privacy. The Agreement must require each state
to adopt a uniform policy for certified service providers that
protects the privacy of consumers and maintains the
confidentiality of tax information.

SECTION 6 CERTIFICATE OF COMPLIANCE

Before the (STATE TAXING AUTHORITY) joins the Streamlined Sales
and Use Tax Agreement, the (STATE TAXING AUTHORITY) must
prepare - a Cemﬁcate of Compliance. This certificate must list the
requirements in Section 5 of this act and any other requirements of the
"Agreement and establish, by reference to the appropriate stanite, rule,
regulation, or other authority, how the state meets the requirements. If the
requirements of the agreement change while the state is a member of the
agreement, the (STATE TAXING AUTHORITY) must amend the
certificate to reflect how the state meets the changed requirements. The
(STATE TAXING AUTHORITY) must make the Certificate of Compliance
avaalabie te the pubhc

i -SECTIOV 7 SELLER AND THIRD PARTY LIABLITY 5

a. A Certified Service Provider is the agent of a seller, with whom the
Certified Service Provider has contracted, for the collection and remittance
of sales and use taxes. As the seller’s agent, the Certified Service Provider
is liable for sales and use tax due each member state on all sales transactions
1t processes for the seller except as set out in this section.

A seller that contracts with a Certified Service Provider is not liable to the
state for sales or use tax due on transactions processed by the Certified
Service Provider unless the seller misrepresented the type of items it sells or
committed fraud. In the absence of misrepresentation or fraud, a seller that
contracts with a Certified Service Provider is not subject to audit on the
transactions processed by the Certified Service Provider. A seller is subject
to audit for transactions not processed by the Certified Service Provider.
The member states acting jointly may perform a system check of the seller
and review the seller’s procedures to determine if the Certified Service



Provider’s system is functioning properly and the extent to which the seller’s
transactions are being processed by the Certified Setvice Provider.

b. A person that provides a Certified Automated System is responsible for
the proper functioning of that system and is liable to the state for
underpayments of tax attributable to errors in the functioning of the Certified
Automated System. A seller that uses a Certified Automated System
remains responsible and is liable to the state for reporting and remitting tax.
c. A seller that has a proprietary system for determining the amount of tax
due on transactions and has signed an agreement establishing a performance
standard for that system is liable for the failure of the system to meet the
performance standard.

SECTION 8 COOPERATING SOVEREIGNS

The Agreement authorized by this Act is an accord among individual
cooperating ‘sovereigns in furtherance of their governmental functions. The
Agreement provides a mechanism among the member states to establish and
maintain a cooperative, simplified system for the application and
administration of sales and use taxes under the duly adopted law of each
member state.

SECTION 9 RELATIONSHIP TO STATE LAW

- No provision of the Agreement authorized by this Act in whole or part-
 invalidates or amends any provision of the law of this state. Adoption of the
Agreement by this state does not amend or modify any law of this State.
Implementation of any condition of the Agreement in this state, whether
adopted before, at, or after membership of this state in the Agreement, must

be by the action of this state.

SECTION10  LIMITED BINDING AND BENEFICIAL EFFECT

The Agreement authorized by this Act binds and inures only to the benefit of
this state and the other member states. No person is an intended beneficiary
of the Agreement.




SECTION 11 EFFECT OF AGREEMENT WITH RESPECT TO
PRIVATE REMEDIES

Any benefit to a person is established by the law of this state and the other
member states and not by the terms of the Agreement. No law of this state,
or the application thereof, may be declared invalid as to any person or
circumstance on the ground that the provision or application is inconsistent
with the Agreement. No person shall have any cause of action or defense
under the Agreement or by virtue of this state’s approval of the Agreement.
No person may challenge, in any action brought under any provision of law,
any action or inaction by any department, agency, or other instrumentality of
this state, or any political subdivision of this state .on the ground that the
action or inaction is inconsistent with the Agreement.

SECTIONS 12 THROUGH _
INDIVIDUAL STATE AMENDMENTS

These sections are reserved for each individual state to make statutory

amendments necessary to bring it into compliance with the Streamlined

Sales and Use Tax Agreement. Some examples would be amending the

state’s current sourcing rule to comply with the new uniform rule, making

the effective dates of local rate changes to the first day of a calendar quarter

- .and providing for a sixty (60) day notice, or enacting exemptions necessary -
~-to’ preserve, to-the extent consistent’ with the uniform definitions, current

non-taxability of various goods and services.

SECTION ___ EFFECTIVE DATE (OPTIONAL)

Sections 1 through 11 of this act are effective upon ratification (or whatever
phrase is used in your state to indicate that the act is effective immediately)
or specific date.

Sections 12 through _ of this act becomes effective on the date this state
becomes a member of the Streamlined Sales and Use Tax Agreement.
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STREAMLINED SALES AND USE TAX AGREEMENT

ARTICLE |
PURPOSE AND PRINCIPLE

100 THLE

This mullistate Agreement shall be referred to, cited and known as the
Streamlined Sales and Use Tax Agreement.

102 FUNDAMENTAL PURPOSE

It is the purpose of this Agreement to simplify and modernize sales and use tax
administration in the member states in order to substantially reduce the burden of
tax compliance. The Agreement focuses on improving sales and use tax
administration systems for all sellers and for all types of commerce through all of
the following:

a. State level administration of sales and use tax collections.

b. Uniformity in the state and local tax bases.

c. Central, electronic registration system for all member states.

d. Szmpl flcat;on of state and local tax rates

“e. Uniform sourcmg mles for all taxable transact;ons

f.  Uniform definitions within tax bases.

g. Simplified administration of exemptions.
h. Simplified tax returns.

i.  Uniform rules for deductions of bad debts.
|- Simplification of tax remittances.

k. Protection of consumer privacy.
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ARTICLE I}
DEFINITIONS

The following definitions apply in this Agreement:

200 AGENT

A person appointed by a seller to represent the seller before the member states.
202 AGREEMENT

Th_e Streamlined Sales and Use Tax Agreement and as subsequently amended.
204 cs;m#;m AUTOMATED SYSTEM (cAs)

SoﬁWére c;éftiﬁed .unde.r th.e Agraé?ﬁe_ﬁt to caleulate ihe tax imposed by each
jurisdiction on’ a transaction, determine the amount of tax to remit fo the
appropriate state, and maintain a record of the transaction.

206 CERTIFIED SERVICE PROVIDER {(CSP)

An agent certified under the Agreement to perform all the seller’s sales and use
tax functions.

208 MODEL1SELLER

‘A seller that has selected a CSP as its agent to perform all the seller’s sales and

use tax functions.
210 MODEL 2 SELLER

A seller that has selected a CAS to perform part of its sales and use tax
functions, but retains responsibility for remitting the tax.

212 MODEL 3 SELLER

A seller that has sales in at least five member states, has total annuat sales
revenue of at least One Billion Dollars ($1,000,000,000), has a proprietary
system that calculates the amount of tax due each jurisdiction, and has entered
into a performance agreement with the member states that establishes a tax
performance standard for the seller.
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94
95
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100
161
102
103
104
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106
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214 PERSON

An individual, trust, estate, fiduciary, partnership, limited ilabzttty company, limited
iiabiitty partnership, corporation, or any other legal entity. “Person” does not
include a State or subdivision of a State.

216 FURCHASER

A-person to whom a sale of personal property is made or to whom a service is
fum;shed

218 REGISTERED UNDER THIS AGREEMENT

Reg;stration by a seller with the member states under the central registration
system provrded in Artsct IV of this Agreement.

220 SELLER

A person making sales of personal property or services to persons within a
member state.

222 STATE

Any state of the United States and the District of Columbia.
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ARTICLE il
REQUIREMENTS EACH STATE MUST
ACCEPT TO PARTICIPATE

300 COMPLIANCE
As a requ&s;te to. entermg into and remaining a member of the Agreement, each
State must.comply with the provisions of this Agreement in acc:orciance with: the

provasaoas Of Amcie Vi! of this Agreement

302 STATE ABMIN!STRATION

" Each State must pmwde state leve! adm;n;strataon of sales and use taxes.
. Sellers.are onfy required to regzster with; file returns with, and remit funds to the

state taxing authority. - The State must collect any local taxes and distribute them

to the appropriate taxing ;urlsciactmns ‘Member states must conduct all audits of

the sellers registered under this Agreement and local jurisdictions shall not
conduct independent sales or use tax audits.

304 STATE AND LOCAL TAX BASES

Through Dénember 31, 2005, if a member state has local jurisdictions that levy a

‘sales or.use tax, all local jurisdictions in the State must have a common tax base.

After December 31, 2005 the tax base for-local Jurlsd;ctlons must be sdent;cal to

_ :_the state tax base unless otherwsse prohlbttad by federai Iaw

"306 SELLER Rf:':GiSTRATIGN

Each State must part cipate in an online sales and use tax registration sysiem in
cooperaiscn w;th the o’sher member states Under this-system:

oa A selier regastermg under the Agreement is reg;stered in each of
" the member states. -

b. The member states agree not to requare the payment of any
registration fees or other charges for a seller to register in a
State in which the selier has no physical presence.

A written signature from the seller is not required.

An agent may register a seller.

e. A seller may cancel its registration under the system at any
time. Cancellation does not relieve the seller of its liability from
remitting to the proper states any taxes collected.

& O



158 308 STATE AND LOCAL TAX LEVIES

159
160 a. To reduce the complexity and administrative burden of collecting sales and

161 use taxes, all member states must comply with the foliowing:
162 -

163 1. Lessen the difficulties faced by sellers when there is a change in a
164 state sales or use tax rate or base by making every effort to do all
165 of the following:

166 a. Provide seliers with as much advance notice as

167 practicable of a rate change.

168 b. Limit the effective date of a rate change to the first day

169 of a calendar guarter.

170 c. Notify sellers of legislative changes in the tax base and

171 ‘amendments to sales and use tax rules and regulations.

172 .. 2. Not: ;::Iace caps or. thfeshoids on the appi;cat;on of state sales or
173  use tax rates or exempt:ons that are basad on the value of the
174 transaction oritem. - :

175 3. Not have muittpie state tax rates on ttems of personal property or
176 services after December 31, 2005. A State may continue to have a
177 generally appilcabie state tax rate and additional state rates until
178 that date.

179 4. Provide that the tax rate equals the combination of the state and
180 local sales tax rates. In computing the tax to be collected as the
181 result of- any-transaction, the tax amount must be carried to the third
182 decimal place. Amounts of tax less than one-half of one cent shall

.183. .. be disregarded and -amounts of tax of one-half cent or more shall

184 be considered an ‘additional cent. Sellers may elect to compute the -
185 ~ tax due on transactions on an item or invoice basis. The election
186 must be applied consistently for all transactions.

187

188 b. Member states that provide iocai jurisdictions with the option of levying a
189  sales or use tax must: _

190
191 1. Not' ha‘ve 'mo're than one sales tax rate or more than one use tax
192 rate per local taxing jurisdiction. If the local jurisdiction levies both a
193 sales tax and a use tax, the rates must be identical.

194 2. Not place caps or thresholds on the application of local sales or use
195 tax rates or exemptions that are based on the value of the
196 transaction or item.

197 3. Provide that local rate changes will be effective only on the first day
198 of a calendar quarter after a minimum of sixty (60) days notice to
199 sellers.

200 4. Apply local sales tax rate changes to purchases from printed
201 catalogs wherein the purchaser computed the tax based upon local
202 tax rates published in the catalog only on the first day of a calendar
203 quarter after a minimum of 120 days notice to sellers.
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. For sales and use tax purposes only, apply local jurisdiction

boundary changes only on the first day of a calendar quarter after a
minimum of sixty (60) days notice to sellers.

. Provide and maintain a database that describes boundary changes

for all taxing jurisdictions. This database must include a description
of the change and the effective date of the change for sales and
use tax purposes.

. Provide and maintain a database of all sales and use tax rates for

alt of the jurisdictions levying taxes within the State. For the
identification of states, counties, cities, and parishes, codes
corresponding to the rates must be provided according to Federal
Information Processing Standards (FIPS) as developed by the
National Institute of Standards and Technology. For the
zdentaftcatzon of all other jurisdictions, codes corresponding to the
rates. must be in the format determmed Jointly by the member
states.

. Provide and. 'mamtam a database that ass;gns each nine (9) digit

zip code within the State to the proper tax rates and jurisdictions.
The State must apply the lowest tax rate imposed in the zip code
area if the area includes more than one taxing jurisdiction in any
level of taxmg jurisdictions. If a nine (9) digit zip code designation is
not available, the State must apply the lowest tax rate in the five (5)
digit zip code area. If a seller is unable to determine the nine (9)
digit zip code designation of a purchaser, the seller may apply the
rate for the five (5) digit zip code area.

8. Participate with- other member states in. the development of an
'_address-based system  for. assagnmg tax;ng jurisdictions;- The

system ‘must meet ‘the requirements developed pursuant to the
federal Mobile Telecommunications Sourcing Act. At a future date,
member states acting jointly may require sellers to use an address-
based system prawded by-a member state. If any State develops
an address-based asszgnment system. pursuant to the Mobile
Telecommunications Sourcing Act, a seller may use that system in
place of the system provided for in paragraph 8 of this section.

10.Hold sellers harmless for charging and collecting the incorrect

amount of sales or use tax resulting from the seller relying on
erroneous data provided by a State on tax rates, boundaries, or
taxing jurisdiction assignments. This hold harmless provision shall
also apply to a seller employing an address-based system for
assigning taxing jurisdictions pursuant to the federal Mobile
Telecommunications Sourcing Act.

¢. The electronic databases, provided for in paragraphs (b)(6), (b)7), (b)X8), and
(b)(9) of this section, must be in a downloadable format approved by the member
states acting jointly.
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d. The provisions of paragraphs (b}(8) and (b}9) do not apply when the
purchased product is received at the business location of the seller.

e. The databases provided by (b)(8), (0)(7), and (b)(8) are not a requirement of
a State prior to entering into the Agreement. The effective dates will be
determined by the member states acting jointly.

f. If a member state allows for temporary exemption periods, commonly referred
to as sales tax holidays, the State must not apply an exemption after December
31, 2003 uniéss the item exempted has been defined under the provisions of
Section 312. Further, if the State provides local jurisdictions with the option of
levying a sales or use tax, the State must provide notice of the exemption period
at least sixty (60) days prior to the first day of the calendar quarter in which the

B exemptm penod wﬂt begm and apply the- exempt;ons to both state and IocaE tax
".base& SR . | o

'3'!(} UN!FORM SOGRC#NG Ri}LES

The member states agree to require seilers to source the sale of a product in

accordance with the following provisions. These provisions apply regardiess of
the characterization of a product as tangible personal property, a digital good, or
services {(excluding for the present telecommunications). These provisions do
not apply to the obligation of a purchaser to pay tax on use or consumption of
the product purchased

a. When. the product is received by the purchaser at a business ioc:aisan o
: _-_of the seller, the sale is sourced to that business location: Ea o

b. When “‘the product is not received by the purchaser at a buszness
location of the seller, the sale is sourced to the location where receipt
by the purchaser (or the purchaser's donee, designated as such by the

: purchaser) ocecurs,including the location indicated by deiivery
instructions, known to the seller.

c. When (a) and (b) do not apply, the sale is sourced to the location
indicated by an address for the purchaser that is available from the
business records of the seller that are maintained in the ordinary
course of the seller's business when use of this address does not
constitute bad faith.

d. When (a), (b), and (c) do not apply, the sale is sourced to the location
indicated by an address for the purchaser obtained during the
consummation of the sale, including the address of a purchaser's
payment instrument, if no other address is available, when use of this
address does not constitute bad faith.

e. When none of the previous rules of (a), (b), (c), or (d) apply, including
the circumstance where the seller is without sufficient information to
apply the previous rules, then the location will be determined by the
address from which the digital good was first available for transmission

10



295 by the seller or the service was provided (disregarding for these

296 purposes any location that merely provided the digital transfer of the
297 product sold).
208 f. Notwithstanding the previously stated rules, a business purchaser
299 knowing at the time of its purchase of a digital good or a service that
300 the digital good or service will be concurrently available for use in more
301 than one jurisdiction shall deliver to the seller in conjunction with its
302 purchase a form: dzsciosmg this fact (“Multiple Points of Use or MPU"
303 Exemptzcn Fﬂrm)
304 1." - Upon receipt of the MPU Exemptton Form, the seller is -
305 relieved of all obligation to collect, pay or remit the
306 applicable tax and the purchaser shall be obligated to
307 collect, pay, or remat the appilcable tax on a dsract pay
308 . ‘basis.
309 20 A purchaser delwersng the MPU Exempﬂcn Form may
310 Couse -any.’ reasonable; but conSistent and  uniform,
in .method of apport;onment that is supported by the
312 -purchaser’s business records as they exist at the t:me
313 of the consummation of the sale.
314 3. The MPU Exemption Form will remain in effect for all
315 future sales by the seller to the purchaser (except as to
316 specific apportionment that is governed by the facts
317 existing at the time of ihe saie) U!’ltil it is revoked in
318 - '-wrzting :
319 g. The terms ‘receive” and ‘receipt’” mean the purchaser taking actual
- 320 . possession of tangible parsonai preperty, first.use of services, or the .
321 purchasers actual possession or ;;urchasers first use of digital goods - -
3227 whichever comes first, excluding possession or first use by a shipping
323 company.
324 h. This section is reserved for a specific sourcing rule applicable to
325 teiecommunicataans and possibly additional specific sourcing rules for
326 other services as necessary to effect the intent of providing for uniform
327 sourcing of transactions. Until the speczf ic sourcing. rule for:
328 telecommunications is adopted, the sourcing rules presently applicable
329 to telecommunications will remain in effect in each State.
330
331 312 UNIFORM DEFINITIONS
332

333 A. Nothing in this agreement shall be construed to require any member state to
334 tax or not tax any item or service, except that a member state must use the
335 definitions specified by the Agreement if it chooses to tax or not tax the items or
336 services covered by those definitions. Each State may create an exemption for a
337 particular definition, a set of definitions, or all. A State must include all itemns
338 within the definitions as provided herein. A member state may not vary from any
339 definition except as otherwise specifically provided by this Agreement. The terms

11
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“includes” and “including” when used in a definition contained in this section does
not exclude other things otherwise within the meaning of the term defined.

CLOTHING AND RELATED ITEMS

. “Clothing” shall mean all human wearing apparel suitable for general use.
The following list is intended to be examples and not an all inclusive list of
possibilities.

a. Clothing shall include:

Aprons, household and shop
Athletic supporters

Baby receiving blankets

Bathing suits and caps

Beach capes and coats

Belts and suspenders
Boots

Coats and jackets
. Costumes

10. Diapers (children and adults - including disposables)
11.Ear muffs

12.Footlets
13.Formal wear

14.Garters and garter belts

15.Girdles _

16.Gloves and mittens for general use

PENDO B WM

_ 17.Hatsandcaps
18 Hosiery .
19. Insoles for shoes

20.Lab coats
21.Neckties
22.0Overshoes
23.Pantyhose
24.Rainwear

25.Rubber pants
26.Sandals

27.Scarves

28.Shoes and shoe laces
29.Slippers

30. Sneakers

31.8ocks and stockings
32. Steel toed shoes
33.Underwear
34.Uniforms, athletic and non-athletic
35.Wedding apparel

12



386 " b. Clothing shall not include:

387 1. Belt buckies sold separately
388 2. Costume masks sold separately
389 3. Patches and emblems sold separately
390 4. Sewing equipment and supplies (knitting needles,
391 patterns, pins, scissors, sewing machines, sewing
392 needles, tape measures, thimbles)
393 -5 Seng' materials that become part of ciothing (buttons,
394 G .fabnc ace thread yam zappers)
395 '
396 2. The foliowmg defmatsons are mutua}iy exclusive of the term “clothing” and
397 each other '
398 o -
399 “Cioihmg accessones or. equment” shall mean mcndenta! items worn
400 _on the person or:in con;unction with clothing. The following list is intended
401 - tobe exampies and not'an all mclussve list of poss;bzhtles
402 Ciothtng accessanes shall include:
403
404 1. Bnefcases
403 2. Cosmetics
406 3. Hair notions, including barrettes, hair bows, hair nets, etc.
407 4. _Handbags
408 5. Handkerchiefs
409 6. _Jeweiry

o A10. . 7. Sunglasses, non- prescrzpnon )

At oo 81 Umbrel Eas L .

412 U9 Wallets
413 10.Watches
414 ~11.Wigs and hair pieces
415 T T .
416 b. “Sport or recreational equipment” shall mean items designed for
417 hurnan use and worn in conjunction with an athletic or recreational activity
418 that are not- smtabie for general use. The following list is intended to be
419 examples and not an all inclusive list of possibilities.
420 Sport or recreational equipment shall include:
421 .
422 1. Ballet and tap shoes
423 2. Cleated or spiked athletic shoes
424 3. Gloves {baseball, bowling, boxing, hockey, golf, etc.)
425 4. Goggles .
426 5. Hand and elbow guards
427 6. Life preservers and vests
428 7. Mouth guards
429 - 8. Roller and ice skates
430 9. Shin guards

13




10. Shoulder pads
11. Ski boots

12. Waders

13. Wetsuits and fins

c. “Protective equipment” shall mean items for human wear and designed
as protection of the wearer against injury or disease or as protection
against damage or injury of other persons or property but not suitable for
general use. The following list is intended to be examples and not an all
inclusive list of possibitities.

Protective equipment shall include:

Breathing masks
~Clean room apparel and equipment
-Ear and hearing protectors
‘Face shields

Finger guards

Hard hats

Helmets

Paint or dust resptrators
Protective gloves
10 Safety glasses and goggles
11.Safety belts
12.Tool belts -
13. Welders gioves and masks

wm&@ﬁ?wwe

N o&wv&avcaaaeﬁs

“Delivery charges” means charges by the seller for preparation and delivery fo
a location designated by the purchaser of personal property or services including,
but not limited to, transportation, shipping, postage, handiing, crating and
packing. .

D. FOOD AND FOOD INGREDIENTS

1. “Food and food ingredients” means substances, whether in liquid,
concentrated, solid, frozen, dried, or dehydrated form, that are sold for
ingestion or chewing by humans and are consumed for their taste or
nutritional value. "Food and food ingredients” does not include:

a. “Alcoholic Beverages” which means beverages that
are suitable for human consumption and contain one-half
of one per cent or more of alcohol by volume, and

b. “Tobacco” which means cigarettes, cigars, chewing or
pipe tobacco, or any other item that contains tobacco.

14



2. The following definitions are categories within the definition of the term “food
and food ingredients” and are mutually exclusive of each other,

E.

“Candy” means a preparation of sugar, honey, or other natural
or artificial sweeteners in combination with chocolate, fruits, nuts or other
ingredients or flavorings in the form of bars, drops, or pieces. Candy shall
not include any preparation containing flour and shall require no
refrigeration.

“Dietary supplement” means any product, other than tobacco,
intended to supplement the diet that:

1. Contains one or more of the following dietary ingredients:
a vitamin;
a mineral;
an herb or other botanical;
an amino acid;
a dietary substance for use by humans to
supplement the diet by i mcreaszng the total
dietary intake; or
f. aconcentrate, metabolite, constituent,
extract, or combination of any ingredient
described in above; and
2. ls intended for ingestion in tablet, capsule, powder,

softgel, gelcap, or liquid form, or if not intended for

ingestion in such a form, is not represented as

conventional food and is not represented for use as a

. sole item of a meal orof the diet, and -
3.1s feqmred to-be %abe led asa dzetary supplement :
© identifiable by the “Supplement Facts” box found on the

label and as required pursuant to 21 C.F.R §101.36.

“Prepared food intended for immediate consumption”
means food prepared by the seller. For the purposes of this definition,
“prepared” means to (1) heat, or (2) mix or combine two or more food
ingredients for sale as a single item. For the purposes ‘of this section,
“prepared” does not mean to only slice, repackage, or pasteurize.

“Soft drinks” means non-alcoholic beverages that contain
natural or artificial sweeteners. Soft drinks do not include beverages that

oo o

©contain:

1. milk or milk products;
/2%. sy, rice or similar milk substitutes; or
~ 3. greater than fifty percent of vegetable or fruit juice by volume.
\J

L .
PURCHASE PRICE

“Purchase price” applies to the measure subject to use tax and has the same
meaning as “sales price”.

15
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F. RETAIL SALE

“Retail sale” or “sale at retail” means any sale for any purpose other than for
resale.

G. SALES PRICE

1. “Sales price” applies to the measure subject to sales tax and means the
total amount or consideration, including cash, credit, property, and services, for
which personal property or services are sold, leased, or rented, valued in money,
whether received in money or otherwise, without any deduction for the following:

a. The seller's cost of the property sold;

b. The cost of materials used, labor or service cost, interest, losses,
- all‘costs of transpertat:on to the seller, all taxes imposed on the
seller, and any other expense of the seller; -

C. Charges by the seller for any services necessary to compiete the
sale, including delivery and installation charges; and

d. The value of exempt personal property given to the purchaser
where taxable and exempt personal property have been bundled
together and sold by the seller as a single product or piece of
merchandise.

2. States m'ay exclude. from the sales price the amounts received for charges
included in paragraphs (c) and (d) above, if they are separately stated on the
mvo;ce bfilmg or s:mzfar dacumeﬂt gwen tc the purchaser _ :

a. Discounts, including cash, term, or coupons that are not reimbursed
by a third party that are allowed by a seller and taken by a
purchaser on a sale;

b. Interest, fmancmg and carrying charges from credit extended on
the sale “of personal property or services, if the amount is
separately stated on the invoice, bill of sale or similar document
given to the purchaser; and

c. Any taxes legally imposed directly on the consumer that are
separately stated on the invoice, bill of sale or similar document
given to the purchaser.

314 ADMINISTRATION OF EXEMPTIONS
a. To reduce the complexity and administrative burden of transactions exempt

from sales or use tax, the following provisions must be followed when a
purchaser claims an exemption:

16



568 1. The seller must obtain identifying information of the purchaser and

569 the reason for claiming a tax exemption at the time of the purchase
570 as determined by the member states acting jointly.

571 2. A purchaser is not required to provide a signature to claim an
572 exemption from tax unless a paper certificate is used.

573 3. The seller must use the standard form for claiming an exemption
574 electronically as adopted jointly by the member states.

575 4. The seller must obtain the same information for proof of a claimed
576 exemptlon regardless of . the medium in which the transaction
577 occurred.

578 5. A member state may utilize a system wherein the purchasers
579 exempt from the payment of the tax are issued an identification
580 number whsch must be presented to the setier at the time of the
581 sale.

582 6. The seller must mamtam proper records of exempt trafasactzons and
583 = -'-provsde them ?:o a member state when requested

584

585 b. The member states agrae to haid selters that foitow the requ;rements of this
586 section harmless for the tax if it is determined that the purchaser improperly
587  claimed an exemption and to hold the purchaser liable for the nonpayment of tax.
588

580 316  UNIFORM TAX RETURNS

590 :

so01  To reduce the complexity and administrative burden of preparing and filing sales
592 and use tax returns ati member states must:

.. 593

Toos04 A Requ;re that only one retum pe;‘ taxmg penod per seiler be fi ied for. the
593 State and all the taxing jurisdictions within the State. '
596 b. Require that returns be due no sooner than the 20" day of the month
597 following the month in which the transaction occurred.
598 ¢. Allow any Model 1, Model 2, or Model 3 seller to submit-its sales and
599 use tax returns in a sunplsf:ed format which does not include more data
600 fields than permitted by the member states acting jointly. States may -
601 require ‘additional informational returns to be submitted not more
602 frequently than every six months under a staggered system developed
603 jointly by the member states.
604 d. Allow any seller that is registered under this Agreement, which does
605 not have a physical presence in the member state as described in
606 Article 1V, and is not a Model 1, 2, or 3 seller to submit its sales and
607 use tax returns as follows:
608 1.  Upon registration, the State must provide to the seller
609 the returns required by that State.
610 2. A member state may require a seller to file a return
611 within one (1) vear of the month of initial registration and
612 additional returns maybe required to be filed in the same
613 month in succeeding years.

17



e.

3. In addition to the returns required in paragraph (d)(2) of
this section, a State may require sellers to submit
returns in the month following any month in which they
have accumulated state and local tax funds for a State
~ of$1,000 or more.
Part icipate with other member states in developing a more uniform
sales and use tax return form that, when completed, would be
available to ali sellers.
Require, at each member state’s discretion, all Model 1, 2, and 3
sellers to’ fle retums electronically. It is the intent of the member states
that all member states ‘have the capability of receiving electronically
filed returns by January 1, 2003.

318 UNiFORM RULES FOR QﬁDUCTiONS OF BAD DEBTS

'En order tc reduce the compiax&ty and admm:stratwe burden of taking a deductzon

for bad debts mcurred by a sef!er the member states must

a.

In compuhng the amount of tax due, allo-w a seHer to deduct bad debts
from the total amount upon which the tax is calculated for any return.
Any deduction taken or refund paid which is attributed to bad debts
shall not include interest.

Define for purposes -of this section, “bad debt” to mean any portion of
the purchase price of a transaction that a seller has reported - as
taxable and for which the seller legally claims as a bad debt deduction

- for-federal income tax purposes. Bad debts mclude but are not i;mated_ o
“to, worthless checks; worthless: credit card’ paymeﬂts and uncollectible: -

credit accounts. Bad debts do not include financing charges or interest,
sales or use taxes charged on the purchase price, uncollectible
amounts on praparty that remain in the possession of the seller until
the full purchase price is paid, expenses incurred in attempting to
collect any debt, debts sold. or ass:gned to th:rd part;es for cotlectaon
and repossessed property. :

Allow bad debts to be deducted within tweive months foiiow ng the
month in which the bad debt has been charged off for federal income
tax purposes. For purposes of this paragraph, “charged off for federal
income tax purposes” includes the charging off of unpaid balances due
on accounts as uncollectible, or declaring as uncollectible such unpaid
balance due on accounts in the instance of a seller who is not required
to file federal income tax returns.

. Require that if a deduction is taken for a bad debt and the seller

subsequently collects the debt in whole or in part, the tax on the
amount so collected must be paid and reported on the return filed for
the period in which the collection is made.
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658 e. Allow a seller to obtain a refund of tax on any amount of bad debt that

6359 exceeds the amount of taxable sales within a twelve month period
660 defined by that bad debt.

661 f. Where a seller's filing responsibilities have been assumed by a
662 certified service provider, allow the service provider to claim, on behalf
663 of the seller, any bad debt allowance provided by this section. The
664 CSP must credit or refund the full amount of any bad debt allowance or
665 refund received to the seller.

666 g. Provide that for the purposes of computing a bad debt deduction or
667 reporting @ payment received on a previously claimed bad debt, any
668 payments made on a debt or account are applied first to the price of
669 the property or service and sales tax thereon, proportionally, and
670 secondly to interest, service charges and any other charges.

671

672 320 UNiFBRM RULES FOR REM!TTANCES OF FUNDS

673

674 To reduce the Compiexzty and admlmstrat;ve burden of remtttmg funds to the
675  states, the member states agree to:

676

677  a. Require only one remittance per return except as provided in
678 this paragraph. If any additional remittance is required, it may only be
679 required from sellers that collect more than $30,000 in sales and use
680 taxes in the State during the preceding calendar year as provided
681 herein. The amount of the additional remittance must be determined
682 through a calculation method rather than actual coilectaons and must
683 - . not fequlra the filing of an additional return. -

684 b “Require, at each member state’s discretzon ali rem{ﬁénces '
685 " from se!lers under Models 1, 2, and 3 to be remitted electronically.

686 C. Allow for electronic payments by both ACH Credit and ACH
687 Debit. - : ;

688  d. Provide an alternative method for making “same day”
689 payments if electronic funds transfer fails.

690 e. Provide that if a due date falls on a legal banking holiday in a
691 " ‘member state, the taxes are due to that state on the succeeding
692 business day.

693 f. Require that any data that accompanies a remattance be
694 formatted using uniform tax type and payment type codes approved by
693 the member states acting jointly.

696

697 322 CONFIDENTIALITY AND PRIVACY PROTECTIONS

698

699 a. The purpose of this section is to set forth the member states’ policy for the
700 protection of the confidentiality rights of all participants in Models 1, 2 and 3
701 and of the privacy interests of consumers who deal with Model 1 sellers.
702 -
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