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2003 SENATE STANDING COMMITTEE MINUTES 

BILL/RESOLUTION NO, S82095 

Senate Finance and Taxation Committee 

□ Conference Committee 

Hearing Date January 29, 2003 

Ta e Number 

1 

Committee Clerk Si nature "C'· 

Minutes: 

Side A 
X 

Side B Meter # ----f-----------1 
1-end 

X 

Senator Urlacher opened the h~aring on 8B2095. All committee members are present. This bill 

relates to adoption of the streamlined sales and use tax agreement as adopted by member states of 

the streamlines sales tax project. 

Senator Dwight Cook, business owner, (mtr #32) - Herc as a collector of sales tax for the state of 

North Dakota. Opened business in 1989, at that time found I had to collect and remit sales tax 

for the state of North Dakota. In 1995 received a letter that I was part of a random audit to ensure 

compliance with State Tax Law, Found some honest errors in audit which I took care of, Issue 

is that remote sellers (catalog sales) do not have to collect and remit sales tax. The citizen 

purchasing the product is responsible for remitting sales t~x. Catalog companies <lo not need to 

collect and remit because they would have to know 4S different tax laws. Challenging this 

committee to find a solution to the problem, However, you can not mandate it. This bill does not 

mandate remote sellers to collect and remit sales tax, It is proposmg a tax lnw that would apply to 
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Page 2 
Senate Finance and Taxation Committee 
Bill/Resolution Number 8B2095 
Hearing Date January 29, 2003 

all member states. Additionally, audit should include a "hold hannless" clause for honest 

mistakes. Suggr,sting a third party could collect and remit sales tax for remote sellers. The 

system must protect the sovereignty of North Dakota. Urging a Do Pass for S82095 ei.nd 

8B2096. 

Senator Wardner (mtr #965) N Do you envision more than one third party collecting tax for tho 

remote sellers? 

Senator Cook (mtr #989) - Yes, that would be possible. 

Senator Wardner (mtr #1033) M When talking definitions, example candy, if taxing candy, the 

same items have to be candy, 

Senator Cook (mtr #1060) - Right now, retailers decide the definition of ca, Jy. I envision 

_,,,-..___ definition goes to manufacturer. Could be embedded in the bar code on the product. 

Senator Wardner (mtr #1141) - Could have situation I one state could sales tax vs. another state 

may not tax, this would still work? 

Senator Cook (mtr #1158) - Yes, that is correct. 

Senator Tollefson (mtr #1187) M It is not a mandate now, what would be the effect if an 

organization did not want to be involved. 

Senator Cook (mtr #1220) - Under this law, remote sellers would have to chose whether they are 

going collect and remit. Feel many will voluntarily collect because burden of process has been 

removed. 

Senator Wardner (mtr #1260) N At a previous statewide event, sponsor was frustrated with sales 

tax setup, Would this bill help, 
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Page 3 
Senate Finance and Taxation Committee 
Bill/Resolution Number SB209S 
Hearing Date January 29, 2003 

Senator Cook (mtr #1323) - 3rd party would be used by remote vendors. Cities would retain the 

right to tax differently so 3rd party would not work. 

Senator Nichols (mtr #1380) - How do you see audit process working for remote sellers? 

Senator Cook (mtr #1390) - That will be addressed in within the two bills. 

Gary Anderson, Division Director of Sales and Special Taxes, ND Office of State Tax 

Commissioner (mtr#1460) - Written testimony and Q and A attached. Tax Commissioner 

requests the committee's favorable consideration of this bill. 

Senator Urlacher (mtr #2400) - You have attended meetings in the formulation of this 

agreement? 

Mr. Anderson - Yes, began participation in Maroh of 2002 in Denver and many since. 

Senator Urlacher (mtr #2459) - Another committee that consisted of Sen.Cook and Rep.Drovdal 

and myself that attended meetings for the past year. 

Senator Seymour (mtr #2500) .. Referencing the Q & A sheet, #7, fifth bullet point, states "with 

congressional action" please define. 

Mr. Anderson (mtr #2528) - In past sessions, legislation introduced many times, that requires 

states to simplify their sales taxes. Once states have fonned compact, congress would provide 

authority to those states tax remote sellers. 

Senator Tollefson (mtr #2735) M The mandate issue. In a competitive industry, sales tax can 

mean the difference between a sale and no sale, Why would remote sellers agree to this? 

Mr. Anderson (mtr #2819) - Remote sellers are concerned about the cost of collecting and 

remitting taxes with the additional work of using 45 systems, Remote seller would use 

technology or 3rd party vendors. At this time have five remote seller vendors that would to 
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Senate Finance and Taxation Committee 
Bill/Resolution Number SB2095 
Hearing Date Janual'y 29, 2003 

register here, Feel a system of unifonnity would be established. The streamlined sales and use 

tax system talces away their liability, 

Representative David Drovdal (mtr #3229) - Believes in this issue. Colleoting and remitting 

sales tax since 1967. Have lost sales to remote sellers more than Internet sellers. In small 

communities businesses continue to lose. This bill helps main street. Urges support of this bill, 

it wi11 help ND. 

Representative Lonny Winrich (mtr #4294) - Supports 2095 and 2096. Cautions to study bi11 

carefully. Important to realize what it is not. Addresses the issue of equity. 

Representative Ron Iverson (mtr #4520) - Testified in opposition to 2095 and 2096. Feels it is a 

mistake for North Dakota, Written testimony is attached. Referenced map in handout. Urges 

Do Not Pass. 

Senator Wardner (mtr #5308) - What benefits would a state get if they didn't participate? 

Representative Iverson (mtr #S330) .. Businesses can move there and the system would continue 

as is. If we are goirJg to have an agreement, it needs to be a national agreement. 

Senator Wardner (mtr #5398)- Regarding California, what benefit would they receive? 

Representative Iverson (mtr #5413) .. Business that don't want to be a part of this can move there 

to get away from SST. We would have to change constitution to enact. 

Senator Urlacher (mtr #5536) - Address sovereignty and constitutionality of SB2095. 

Mr. Anderson (mtr #5593) - In regards to the responsibility of the retailer to report taxes, the law 

states that if the retailer has a presence the state it has an obligation to collect and report taxes for 

that state. On Internet sales, have the same requirements. Not obligated to collect if they do not 

0per1ttiriis1;natur• 
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Page 5 
Senate Finance and Taxation Committee 
Bill/Resolution Number S82095 
Hearing Date January 29, 2003 

have a presence in the state, This bill enables remote sellers to come forward and register with 

the state. 

Senator Wardner (mtr #6125) -A business as a remote seller, does not have to participate, 

Mr. Anderson - That is correct, no obligation. The seller has to voluntarily register and collect 

taxes. 

Tape l, Side B 

Senator Tollefson (mtr #15) .. What is the fiscal effect? 

Mr. Anderson (mtr #23) - Will address in 8B2096. 

Bruce Furness, Mayor of Pargo (mtr #50) .. Fargo is a main retail center of ND, Fargo businesses 

feel they are at a competitive disadvantage to Internet sales. Support concept of all retailers 

being equal. Urges committee to move forward with amendments to allow ND to continue 

participation in pr~ject. 

Senator Urlacher - The purpose of this hearing is to gather facts, 

Connie SpryucZ)'l'latyk, North Dakota League of Cities (mtr #215)- We see competitive 

disadvantage from lack of tax on sales from remote providers, Cities will work in partnership 
I 

with legislature. Urges passage and will work with committee to that end. 

Paul Thomas, Administrator of the North Dakota Ag Coalition (mtr #400) .. Testified in 

opposition to SB2095. Written testimony attached. Urges Do Not Pass. 

Curley Haugland, President, Recreation Supply Company (mtr #525) - Testified in opposition to 

SB209S and S82096. In 1987 statute was defeated. Written testimony attached. 

Senator Wardner (mtr #941) .. We do have compacts with other states for other purposes. 

Mr. Haugland (mtr #970) .. Key is "without congressional approval" 
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Senate Finance and Taxation Committee 
Bill/Resolution Number S820~5 
Hearing Date January 29, 2003 

Senator Nichols (mtr #992) - Are you concerned about the voluntary provisions? 

Mr, Haugland (mtr #1020) .. More than voluntary, privacy needs to be addressed, Would be a 

huge compromise in how we do business, We should not do an unconstitutional act, 

Sandy Clark, North Dakota Farm Bureau, Public Policy Team (mtr # 1165) .. Testified in 

opposition to S82095 and S82096. Written testimony attached. 

Senator Urlacher - Can constitutionality be addressed? 

Daniel L. Rouse, Legal Counsel, Tax Department (mtr #1955) .. Supremacy clause has been 

raised, Opinion on it is on its way from the Attorney Generals Office, US Supreme Court case 

similar case, a similar multi-state compact was upheld. Feel SST could be upheld on similar 

ground, The test on that kind of supremacy clause is whether the compact, SST, would increase 

the political powers of the state by way encroachment on the supremacy powers granted to the 

federal government. If it did encroach, it would require congressional approval, 

Senator Urla~her w Closed the hearing on SB2095 
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2003 SENATE ST ANDING COMMITTEE MINUTES 

BILLJRESOLUTION NO. SB2095 

Senate Finance and Ta.,:ation Committee 

□ Conference Committee 

Hearing Date February 3, 2003 

Ta Number Side A 
2 X 

Committee Clerk Si 

Minutes: 

SideB Meter# 
4260 

o Senator Urlacher opened discussion on S82095. All committee are present, This bill relates to 

the streamlined sales tax. Gary Anderson will be speaking to Democratic caucus. 

Senator Nichols (mtr #4400) - I have heard enough to make a decision. 

Senator Urlacher - Bill has no fiscal effect. 

Senator Tollefson (mtr #44 77) .. Why is there no fiscal note. 

Senator Urlaoher (mtr #4505) - 2095 is the authorization to move forward. 

Senator Tollefson .. Tax Department can't project that? 

Senator Nichols • 2096 carries the fiscal note, 2095 carries the language. 

Senator Tollefson - Question still stands on the fiscal note. 

Senator W ardnor (mtr #4 769) .. There is a fiscal note on 2096. 

Senator Nichols (mtr #4854) .. Question regarding the dollar amount of the cap. 

,_J Senator Urlaoher .. That would be up to the cities to define and adjust. 
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Senate Finance and Taxation Committee 
Bill/Resolution Number 882095 

(', Hearing Date February 3, 2003 

0 

Senator Nichols (mtr #4999) • Question pertains mostly to implement sales. 

Senator Urlacher • Implement sales would be taken out as is defined differently, 

Senator Wardner (mtr #S 110) - Exempt items will remain the same. 

Senator Wardner (mtr #5220) - Move Do Pass on SB209S, 2nd Senator Tollefson. 

Roll call vote, 6 yea, 0 nay, o absent. 
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2003 SENATE STANDING COMMITTEE MINUTES 

BILURESOLUTION NO. S82095 

Senate Finance and Taxation Committee 

□ Conference Committee 

Hearing Date February 4, 2003 

Ta eNwnber Side A SideB 
2 X 

Committee Clerk Si 

Minutes: 

Meter# 

Senator Urlacher opened the discussion on SB209S. All committee members are present. This 

bill relates to the streamlined sales and use tax. 

Senator Wardner (mtr #698) Motioned to reconsider committee action on 2095. 2nd to 

• reconsider by Senator Seymour, Voice vote to bring bill back, 6 yea, 0 nay, 0 absent. 

Senator Wardner (mtr #730) M We have an amendment from the Tax Department which is .0101. 

Wording needed to be clarified and reviewed amendment. 

Senator Urlacher (mtr #846) - We have the bill before us as amended. 

Senator Tollefson motioned to amend as proposed by Tax Dept with amendment .0101. 2nd by 

Senator Wardner. Roll call vote 6 yea, 0 nay, 0 absent. 

Senator Wardner motioned a Do Pass as Amended. 2nd by ~onator Nichold Roll call vote 6 yea, 

0 nayt O absent. Carrler Senator Ur1acher, 
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Amendment to: SB 2095 

FISCAL NOTE 
Requested by Leglslatlve Councfl 

02/13/2003 

1A. State flscal effeot: Identify the state fiscal effect and the fiscal effect on agency appropriations compered to 
fu di t I d rl I I n na eves an anDroD at ons ant o/oated under ourrent law. 

2001-2003 Biennium 2003-2005 Biennium 2005-2007 Bhmnlum 
General Othar Funds General Other Funds General Other Funds 

Fund Fund Fund 
~ 

Revenues --Expenditures -·-Appropriations 

1B. County. oltv, and school district fiscal affect: ldfJntlfv the fiscal effect on the aoDrol)r/ate l)O/ltlcal subdivision. 
2001-2003 Biennium 2003-2005 Biennium 2005-2007 Biennium 

School School School 
Counties Cltl•• Districts Counties Cities District• Counties Cities Dh1ttlcta 

2. Narrative: Identify the aspects of the measure which cause flsc al Impact and Include any comments relevant to 
your analysis. 

Engrossed SB 2095 Is a statutory reference blll that deals with the adoption of the streamlined sales and use tax 
agreement. This blll has no fiscal Impact. 

3. State fiscal effect detall: For Information shown under state fiscal effect In 1A, please: 
A. Revenues: Explain the revenue amounts, Provide detail, when appropriate, for each revenue typ13 and 

fund affected and any amounts Included In the executive budget, 

B, ExPftndltura1: Explain the expenditure amounts. Provide detall, when appropriate, for each agency, llne 
Item, and fund affected and the number of FTE positions affected. 

C, Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, of the effltot on 
the biennial appropriation for each agency and fund affected and any amounts Included In the executive 
budget. Indicate the relationship between thl"' .: 1,nounts shown for axpsndltures and appropriations, 

Name: Kathryn L. Strombeck Agency: Tax Dept. 
Phone Number: 328~3402 Data Prepared: 02/14/2002 
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BIii/Resolution No.: SB 2095 

FISCAL NOTE 
Requested by Leglslatlve Council 

01/03/2003 

1 A. State flaoal effect: Identify the state fiscal effect and the f/$oal effect on agency appropriations compared to 
~ di I I d rl Ii t d un na eves an aoorolJ at ons ant cloated un er current law, 

2001-2003 Biennium 2003-2005 Biennium 2005-2007 Biennium 
General other Funds General Other Fund• General other Fund• 

Fund Fund Fund 
Revenues 
Expenditures -Appropriation a 

1B, Countv, cltv, and acho.>I district fiscal effect: Jgentllv the fiscal offset on the £JoJ:Jro1Jrlate 1Jolltloal subdivision. 
2001-20('13 Biennium 2003-2005 Biennium 2005•2007 Biennium --I School School School 

Counties Cities Dlatrlcta Counties Cities Dlatrlct4' Counties Cities Districts 
I 

2. Narrative: Identify the aspects of the measure which cause fiscal Impact e1nd Include any comments relevant to 
your an!Jlys/s, 

SB 2095 ls a !1tatutory reference bill that deals with the adoption of the streamlined salcis and use tax agreement, This bill has no 
fiscal impact. 

3. State fiscal effect detall: For Information shown under state t1soal effect In 1A, please: 
A. Revenues: Explain the r;JVsnue amounts. Provide deta/1, when appropriate, for each revenue type and 

fund affected and any amounts Included In the executive budget, 

B. Expenditures: Explain the expenditure amounts. Provide detall, when appropriate, for each agency, line 
Item, and fur1d affect9d and the number of FTE positions affected, 

C, Appropriation,: Explain the appropriation amounts. Provide detail, when appropriate, of the effect on 
the biennial appropriation for 9aah agency and fund affocted and any amounts Included In the executive 
budget, Indicate the relationship between the amounts shown for expenditures and appropriations. 

Nan11: Kathryn L. Strombeck ___ Agenc~: Tax Dept. 
Phone Number: 328·3402 Date Prepared! 01/28/2003 
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2003 SENATE STANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. v~~~ ~ 

Senate Finance and Taxation Committee 

0 Check here for Conference Committee 

Legislative Council Amendment Number ~...J.~...,;,-)"-'''-->i'<H~.,;.:,.~ ..... ~~---------­

Action Taken 

Motion Made By~ \,__,:::.;J .. \1\~a,.~ b Seconded By .~'C:\ .C°\'-.J\ \\;\;\,\lb 

Senators Yes No Senators Yes No 
Senator Urlacher - Chainnan ....... 

"\ Senator Nichols ......... w 
Senator Wardner - Vice Chainnan ..., Senator Seymour --.... r--,....\ r--,_~ 

Senator Syverson 
-----

.. 
.....__ 1 

Senator Tollefson ........_ 
\ 

-
Total 

Absent 

(Yes) ___ 6 __________ - No __ ...=,.,.,t.. _________ _ 

Floor Assignment 

If the vote is on an amendmentt briefly indicate intent: 
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J 



r 

I 

0 

\ 
I 

/ 
I 

. "'llt.11/¥1"" ,-.._..._,~, I 

' 

f 
' 

38188.0101 
Tltle,0200 

/1,,....--::, ! 
/ / ~ { Prepared by the Leglslatlve Council staff for L--f· ()~···•"·· 1 Senate Finance and Tar.atlon / 

February 41 2003 1 
. ,..,.."':, 

PROPOSED AMENDMENTS TO SENATE BILL NO, 2095 

Page 1, llne 3, after the semicolon Insert "to repeal chapter 57-39.4 of the North Dakota 
Century Code, relating to participation In multlstate dlsc~Jsslons and entering the 
streamlined sales and use tax agreement;" 

Page 23, after line 30, Insert: 

"SECTION 2. REPEAL. Chapter 57-39.4 of the North Dakota Century Code, as 
It exists on July 31, 2003, Is repealed." 

Page 24 1 line 1, replace "Thls 11 with "Section 1 of this" 

Renumber accordlngly 

Page No. 1 

• I r IV: ' 'l t • • • • 1 ~ l , 1, I , f 1 1 
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Date: ;), ·'-\ ,C.::/~ 
Roll Call Vote #: \ 

2003 SENATE ST ANDING COMMITT}~E ROLL CALL VOTES 
BILL/RESOLUTION NO. '~ c:-.~ ~) 

Senate Finance and Taxation Committee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Senators Yes 
Senator Urlacher - Chainnan ~r'----j 
Senator Wardner - Vice Chairman · f'-.._.\ 
Senator Syverson r---.J 

Senator Tollefson -.... 
r---..j 

-

Total 

Absent 

(Yes) ____ b __ _ 

No Senators Yet No 
Senator Nichols "'~ 
Senator Seymour I'--..\ 

" 

I " 

F1oor Assignment -----------------------
If the vote is on an amendmentJ briefly indicate jntent: 

··-- .. --~ .. ,,_ 
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wtr• ff Md fn th• l"ftUltr ~our11 of bwifMH. The photoarephfo process rn&eU atandardt of the Atntrf can Natf onal ltandlrdl lnttftut1 .J·. 
!~~SJ) for 1rchfvat Mfcrofflll!. .,OTICS1 If the fltmed f1111ge above isle ler,fble then tMa Not fee, it h due to the qual fty of th• 
-11111nt befna f fllllld. ~ . 
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Roll Call Vote #: ~ 

2003 SENATE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. ~,::}:~, ~ 

Senate Finance and Taxation Committee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

ActlonTaken ~-:.i~~ (~\ ~~.i..~ 
f 

Motion Made By ~'i:D ~~~~~ Seconded By kiY"' ~~l'X\s.,)\ ~ 

Senators Yes No Senators Yes 
Senator Urtacher • Chainnan ... ~ 

r-,..~ Senator Nichols I'-_\ 

Senator Wardner .. Vice Chainnan -- r-.~ Senator Seymour r-,....~ 
Senator Syy_erson "'-\ 

Senator Tollefson -
~ 
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No 

Total (Yes) No __ _:O~--------
Absent 
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REfORT OF STANDING COMMITTEE (410) 
February&, 2003 12:43 p.m. 

Module No: SR-22-1707 
Carrier: Wardner 

Insert LC: 38188.0101 Tltle: .0200 

REPORT OF STANDING COMMmEE 
SB 2096: Finance and Taxation Committee (Sen. Urtacher, Chairman) recommends 

AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS 
(6 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). SB 2095 was placed on the Sixth 
order on the oolendar. 

Page 1, tlna 3, after the semicolon lnuert ,o repeal chapter 67-39.4 of the North Dakota 
Century Code, relatlng to participation In multlstate discussions and entering the 
streamlined sales and use tax agreement: 11 

Page 23, after tine 30, Insert: 

11SECTION 2. REPEAL. Chapter 57-39.4 of the North Dakota Century Code, 
as It exists on July 31, 2003, Is repealed.• 

Page 24, llne 1, replace ll'fhls• with •section 1 of this• 

Renumber accordingly 

Page No. 1 SR,22•1707 
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2003 HOUSE FINANCE AND TAXATION 

SB 2095 

The mlcrographlc Images on t~la film are docurate reproductions of records delivered to Modern Information Systems for microfilming and 
Wtrt filmed In the regular courae of business, The photographfo procesR meets standards of the American National Standards Institute 
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2003 HOUSE STANDING COMMITTEE MXNUTES 

BILIJRESOLUTION NO. SB 209! 

House Finance and Taxation Committee 

□ Conference Committee 

Hearing Date March 11, 2003 

Ta Nwnber Side A 
1 X 

Committee Clerk Si ature 

Minutes: 

SideB 

REP. WES BELTER.. CHAIRMAN Called the hearing to order. 

Meter# 
o.s 

SEN. DWIGHT COOK. DIST, 34, Introduced the bill. Gave his comments on both SB 2095 

and SB 2096, He stated he signed in as a Senator from Dist. 34 and a business owner and a tax 

cotleotor. Gave his perspective as a business owner and tax collector, Related to a book he 

received from the Tax Department which gave him instructions on how to collect and remit sales 

tax, He stated, besides collecting sales tax for our state, he also had to collect for Minnesota and 

South Dakota, as he had customers located there. He related to an audit which he was involved 

in. He stated he paid sales tax money to Minnesota instead of North Dakota. He related to states 

who do not collect sates tax, stating it is because there are 4S different tax collections in as many 

different states, and testified there should only be one tax collection for every state. 
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REP. BELTER The illustration you gave us with the different books, if these two bills were 

passed, we still wouldn't have any authority to coUeot the sales tax from the shoe company you 

related to. 

SEN, COOK We would not have any authority whatsoever to mandate that shoe company Gt 

any other remote seller collects or remits our sales tax. I beJieve with the burden removed, they 

will voluntarily do so. 

REP, IVERSON If this B. A, Mason Company would be located in New York or Californla, 

would they be part of this sales tax propo~e!? 

SEN. COOK No they would not. 

REP, IVERSON So, states that don't participate in this, companies could move there if they 

wanted to, and get around it. They could have nexus in those states and not be part of the 

streamlined sales tax? 

SEN. COOK I believe that is correct. One of the latest states that has introduced this type of 

law, is the state of Montana, a state that does not have a sales tax, also, I believe California and 

New York are stepping to the table. 

REP, DROYJ)AL Asked him to elaborate on the effective date. 

SEN. COOK It would be January 1, 2006. Personally, I would hope as you deliberate on this 

bill, that you look at those effective dates and have a discussion with the tax commissioner. 

There is an extreme benefit) for the way this works, the first ten states, with twenty percent of the 

population in states that collect sales tax, will allow to form the governance of this process a.CJ it 

moves forward. I think there is a big advantage for North Dakota to be one of them. The 

implementing date being set where it is, is set to give us some time to work through this process, 
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however, I think it would keep us from being one of the original states, That is a question this 

committee and this legislative body should deliberate on, as to the merits of that decision, 

REP. DROVDAL Asked him to respond to North Dakota sovereignty, 

SEN, COOK Sovereign rights means we are in control. I believe we are fully in control here. 

No other state can pass a law which affects what the citizens of North Dakota's taxes are. Maybe 

an analogy which can best answer that question and let us get a handle on how our sovereignty is, 

Cantury Code 39-10-08 in our motor vehicle title, requires every citizen in North Dakota to drive 

on the right side of the road. We have the sovereign right to change that, so every citizen would 

have to drive on the left side, but it isn't a smart thing to do. I compare that to sales tax 

simplification. We have the sovereign right to do what it is we want, but hopefully, we recognize 

the benefit, especially, with this changing world of commerce we live in which doesn't recognize 

state boundaries, just like highways don't. I believe we have the sovereign right to implement a 

simplified sales tax collection. 

REP. WINRICH In response to the chainnan's question regarding what would happen with the 

shoe company, you said we would not be in a position to mandate that they collect sales tax, even 

if this passes, however, a nwnber of multi-state sellers have volunteered to join in this compact, 

have they not? 

SEN. COOK Yes, they have, The tax department could probably shed more light on that. 

REP, KEL$H lfwe adopted this, or entered into the compact, each state would still be 

responsible for conducting their own audit? 

SEN. COOK No, I don't believe that is right. Remote sellers would be subjected to one audit. 

.BEP....U.laB. Who would be responsible for conducting the audit? 
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SJ.N, COOK Deferred the question to the tax department, 

REP, KELSH Part of the presentation we saw earlier in the session by the tax department, 

North Dakota would have a sovereignty as to what was taxed, but would not have the sovereignty 

or ability to determine what that tax break would be on every product, each state would have to 

enter into an agreement that all products would have to be taxed at the same rate? 

SEN. COOK That is misinformation going around. We would determine what our sales tax 

rate is. One thing we give up, is some flexibility, you will see that in this bill. We will only be 

able to have one rate, How that affects North Dakota, as we have seven percent on alcohol and 

three percent on fann mRchinery, and the r.est of our tax rate is five percent. The solution to that 

is in the bill, when we move alcohol and fann machinery out of the sales tax definition. Eaoh 

statt'I detennines what the sales tax rate is. 

REP,, GROSZ You touched on one of my concerns, holding harmless for the remote tax 

collector, are you comfortable with the way the bill is written, to hold those people harmless? 

SEN. COOK Yes, I am comfortable with that. To hold hannless means, you are not going to be 

subjected to fines and penalties. You are subjected to an audit, to see that the proper tax is 

remitted to the proper state, out when I was audited, I was also subjected to a fine. 

REP, DAVID DRQVDAL, DIST. 39 Testified in support of both SB 2095 and SB 2096. I 

come before you not only as a legislator but as a business person. I have also had the privilege of 

representing North Dakota for the last two years on the SSTP project, streamlined sales tax 

project. I have been filling out tax returns since about 1967, When I first got excited about 

remote sales, at that time it was catalog sales, I ft1lt that I was not on a level playing field in my 

1 business, That is what got me going on the streamlined sales tax project. He stated he was asked 
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to buy raffle tickets, and b~long to all of the organizations in his community, and yet, he had to 

compete in these remote sales, all they had to do was send in a picture, and they didn't have to 

collect sales tax. That was the thom in his side, then the internet came in and they didn't have to 

collect sales tax. Related to when he started in the legislature, there were all phone calls, now it 

is all e-mail. Now, he stated he has probably gotten two dozen phone calls, and a thousand or 

more e-mails. I got involved in this streamlined sales tax project because of this situation, Gave 

an explanation of the meetings he attended, He stated several retailers were at these meetings, 

because they are already doing business in multi states and already have this big burden of 

administration of the sales tax. The idea at the meetings was to simphfy the taxes. 

REP. FROELICH How will this affect the city of Bismarck with the 6% sales tax and the city 

of Williston with the 5% sales tax? 

REP, DRQVDAL Each oity will have its own, they will b~ able to determine how much their 

tax is, or if they have a tax at all. They will follow the guidelines of the city, as far as deflnitfon 

goes, it is their choice, They can only have ont, rate. 

REP. BELTER Some cities have a cap, where you only pay so much in sules tax, under this 

rule, that cap would not exist? 

REP, DRQVDAL That is correct, caps and holidays are not available under these rules. There 

were different ways we were working to address that, because some cities feel it is important. 

JtUt.l.VERSON Related to Article 3, section 302, lines 18, 19 and 20, read from the article. 

BEP. DROYQAL Stated that was not true, the cities can charge what they want . 

....... ......_._ ... , 
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REP. WINRICH Stated the fiscal note is curious since it says there is no fisoal impact, what 

sort of projections did the committee have and what might be effective when this was 

implemented. What kind of gain in protective revenue are we anticipating? 

Bil, DROVDAf, lam taking it out of the state and local tax revenue losses from e-commerce, 

it is really har<l to justify that. They did come out with projections which were done in 1999, it 

shows _projections in 2001, combiued sales and local revenue losses were in 2001, 2006 and 

201 J. Take this a little bit tongue and cheek, it is not mandated, it is a voluntary system. In 

2001, they showed a projected loss of 26.2 million dollars, 2006 76.4 million dollars and 2011 

110.2 million dollars. lfwe wanted to make up that revenue in state tax, it would be about one 

percent more tax, the North Dakota retailr-trs would have to collect to make up the difference. 

REP. GROSZ You opened up by saying you wanted to be on a playing field with the catalog 

and internet sales, but this bill doesn't get you there ifwe can't mandate those companies collect 

the sales tax, how does this solve that issue, unless this is the first step of two, where the second 

step is actually mandating that all states have to go in to this compact and all sellers have to go 

in. 

REP. DRQYDAL I started out saying thaes what got me on board, and I came around about 

180 degrees. because I saw what W&i driving this, was the businesses themselves. If it makes it 

simpler for big businesses, it also makes lt simpler for small North Dakota businesses to 

U!ltlerstand the system. lt doesn't level the playing field on the fact that a lot of businesses will 

come on voluntarily. This state will never be able to mandate it ourselves, that is out of our 

control. 
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REP. GROSZ I think we need some olarlfloation then, if these large companies came to the 

table voluntarily, to see how the government is going to spend the tax, or did they come to the 

table because, if it is going to happen they want a say in how its going to happen, 

Blf. DRQVDAL I think they were invited to participate. Everybody wanted this to work on a 
I 

voluntary basis. If they aren't on hoard, it would never work. They had a vote on the definitions 

and everything, they wel'e ~ual partners. 

GARY ANDERSON. DIV. DIRECTOR OF SALES & SPECIAL TAXES. NORTH 

DAKOTA OFFICE OF THE STATE TAX COMMISSIONER Testified in support of the 

but. See attached written testimony plus streamlined sales tax system, together with a 

breakdown of the other states involved, and questions and answers relating to the streamlined 

sales tax system. 

REP. BELTER Can cities still hav~ their different rates of sales tax? 

GARY ANDERSON Yes, the provision that Rep. Iverson was looking at, refers to common 

tax base. That is not the same as common tax rate. Tax base is the items you base your tax on. 

Tax rates is in a section on the following page. Cities have the ability to apply their own separate 

tax rate, bot it indicates they have to have one tax rate. Grand Forks is the only city that currently 

has two tax rates. They have a one and three quarters percent and a quarter percent for 

restaurant, alcohol type entertaiM1cmt tax, which they would have to bundle together with this 

bill. This will not change anything. 

REP. BELTER For instance, if you buy a car in Fargo right now, the city sales tax is capped at 

$25, if this passes, ~at oap would be removed, when you start talking about $30,000 cars, that's a 

lot of money, now we are in a situation where, Fargo will have to figure out, is there such a way, 
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where Fargo will have to say, we are not going to tax cars, or another scenario is, we will have to 

develop some type of refund thing, which will oreate a lot of work for the taxpayer and the car 

dealer to get your money back? 

GARY ANDERSON The car is not the best situation, because they are subject to the excise tax 

law, and that law is not affected by this agree111ent. This applies only to the North Dakota Sales 

& Use Tax Law. 

REP. BELTH Let's use furniture. 

GARY ANDERSON If you buy $5,000 of furniture, and you pay one percent, you will pay $50 

on that. The city has an option, those are discussions the cities are having right now. They have 

to look at the fact, do they keep that $50 or do they work some revenue neutral percentage, or do 

they look at a refund process, In the situation regarding large vurchases, it will probably affect 

more of the larger cities in North Dakota. In the small communities, I am questioning that there 

wilt be a lot of sales over $2,500. The implement dealer may already be exempt in those small 

communities . 

. REP, KELSH Sen, Cook said Montana didn't have a sales tax, why are they even joining the 

compact~ if they don't have a sales tax? 

GARY ANDERSON I don't have the answer. I am assuming one of the things that would be 

driving that is, Montana like most stutes, are experiencing budget shortfalls, they have looked at 

the sales tax in the last two or three sessions, they continue to look at that, it may be that 

sor11ebody is looking ahead. 

REP, KELSB Who is responsible for the auditing? 
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GABY ANDEM.QN It still leaves a lot of responsibility on the state, We have main street 

businesses, which we will be auditing their businesses. We have out of state companies holding 

pennits, those companies are not part of the agreement, they continue to be bonded by us. Part of 

the process of removing the ____ here is that the large remote sellers, provide an 

opportunity to move that responsibility to a third party, called a certified ~ervice provider. It 

would take away from that company of having to deal with the tax application at all. When you 

order something over the internet, when you punch in that order, it goes directly to the third party 

provider, who has the software to detennine what the tax rate is, if it is taxable or not, what is the 

tax rate in each state or city, then it sends it back with your order. When you issue the payment 

with your credit card, the third party actually handles the money. 

REP, KELSII Are you saying, there wouldn't be anymore audits, there would be a clarification 

process through a third party provider and that would be it? 

GAR\' ANDERSON There would be audits of the third party provider or the remote sellers 

who are participating in it, and main street business who continue to hav~ representation in North 

Dakota. We would still audit some of the remote sellers, that would probably be more restricted. 

There is nothing that would preclude North Dakota from auditing a remote seller. It would 

reduce the cost of auditing. 

UP, GROSZ Your t('Stimony in regard to the fiscal note, it was estimated that all state and 

local sales and use losses for internet sales in North Dakota in 2002, would reach 22 million and 

all remote sales ranged from 17 million to SO million, however, the fiscal note showed no fiscal 

effect. Is this a way to increase tax.es on people, or if everyone is paying through the use tax now, 

so there wouldn't be a fiscal effect? 

J 



I 

r 

. I '. 

,.-......_ 
' •, 

_j 

Page 10 
House Finance and Taxation Committ~ 
Bill/Resolution Number SB 2095 
Hearing Date March 11, 2003 

GARY ANDERSON In terms of increasing taxes on taxpayers, actually what the streamlined 

sales tax would do, in tenns of bringing sellers to the table, the law already provides, and those 

tru<es should be collected and paid. Right now the retailer should be collecting and paying, and if 

they don't the customer has a responsibility to pay it to the state. Right nm,~, the tax being lost to 

the state, is not a tax increase, it is simply escaping right now. 

Mr. Anderson went on to testify in support of SB 2096 at this point. 
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BILI/RESOLUTION NO. SB 2095 

House Finance and Taxation Committee 

□ Conference Conunittee 

Hearing Date March 24, 2003 

Ta Nwnber Side A SideB 
1 X 

Committee Clerk Si ature 

Minutes: 

COMMITTEE ACTION 

Meter# 
4.6 

REP, IVERSON Presented amendments to the committee members, he stated we will not be 

able to join the streamlined sales tax until Congress lifts the moratorium on internet sales. It 

does not prohibit us from taking part in any discussions or working on a document, we just can't 

implement it until after Congress has acted. 

REP. DRQYDAL Stated this agreement has to do with North Dakota's sales tax, he stated these 

amendments would take us away from the table, He felt this was an unfiiendly amendment to the 

bill and would not serve the retailers of North Dakota. 

REP, IVERSON Stated he visited with Mr, Walstad at the Legislative Council, and he said this 

amendment would not prevent us from taking part in the streamlined sales tax. We just could not 

implement until Congress has acted. 
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REP. WINRICH This amendment would also prevent North Dakota sellers and merchants from 

taking advantage of the simplification that the streamlined sales tax provides for collecting tax 

and administering the sales tax. 

REP. IVERSON No, all it does is, until Congress lifts the moratoriunt, we would not be 

collecting the tax. 

REP, WINRICH I thought you said, we could not implement the streamlined sales tax, that 

applies to in-state sellers as well. 

REP, IVERSON That is correct. 

REP. DROVDAL If we don't implement this act, then we don't comply with the agreement, we 

cannot go to the table, until we implement this act. It does affect us. 

REP. CLARK Unless Congress lifts the moratorium. on internet sales, we will never be able to 

collect tu.es on internet sales. The way I read this amendment, this act becomes effective after 

Congress lifts the moratorium on internet sales. 

REP. BELTER Took a voice vote on adopting the amendment, the motion failed. 

REP. DROVDAL Made a motion for a DO PASS 

REP. WINRICH Second the motion. MOTION CARRIED 

9 YES 3 NO l ABSENT 

REP. CLARK Was given the floor assignment, 
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T~stlmony before the Senate Finance aud Taxation Committee 
Senate Bill 2095 

January 29, 2003 

Prepared by Gary Anderson, Division Director of Sales & Special Taxes 
'North Dakota Office of State Tax Commissioner 
Phone: 328-3471 
E-mail: ganderson@state.nd.us 

Good morning Chairman Urlacher and Members of the Senate Finance and Taxation 

Committee. 

Introduction 

My name is Gary Anderson. I am the Division Director for Sales and Special 

Taxes, and I am here representing the North Dakota Office of State Tax Commissioner. 

Senate Bill 2095, which is a companion bill to Senate Bill 2096j iR introduced at the Tax 

Commissioner's request. Senate Bill 2095 re]ates to the adoption of the Streamlined 

Sales and Use Tax Agreement as previously adopted by member states of the StreamJined 

Sales Tax Project on November 12, 2002. 

Purpose of bill 

The Agreement speaks to the criteria that participating states must comply in 

order to become part of a multistate tax compact whose purpose is to simplify the sales 

and use tax system utilize by sellers to collect and report taxes, and .in tum, provide states 

an opportunity to legally collect taxes on remote sales. 

The Agreement represents the work of 40 states and the District of Columbia. 36 of 

these states were voting participants that had previously received authorization from their 

legislature or their Governor to participate in multistate discussions leading to the 

development of the Streamlined Sales and Use Tax Agreement. North Dakota received 
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('-.. legislative authority during the 2001 Legislative Session through the creation of North • Dakota Century Code chapter 57-39.4. 5 additional states participated in these 

discussions as non~ voting states, and were identified as "observer states." (There are a 

total of 45 states and the District of Columbia that currently impose sales and use taxes,) 

Senate Bill 2095 does not, in itself, amend North Dakota's existing sa]es and use 

tax laws. The changes that are necessary to bring North Dakota's tax laws into 

compliance with the Streamlined Sales and Use Tax Agreement's criteria are addressed 

in Senate Bill 2096. Senate Bill 2095 should be regarded as a template, in that it would 

be used as a guide in defining the simplifications that would be necessary to achieve and 

maintain streamlined sales and use tax system consistent with other participating states. 

BIIJ's J,>rovlslons 

0 In addressing the language of the bit'l, I would Jike to bring to your attention the • attachment to my testimony entitled Streamlined Sales Tax System Question & Answer.,. 

Section 1 of the bill begins by providing for the adoption of the Streamlined Sales 

and Use Tax Agreement. as referenced by 57 .. 39.4 .. 01 (Pagr. 11 Lines 7 through l 0), A 

complete copy of the Agreement is also being provided with my testimony. 

Following 57 .. 39,4 .. 01, which provides for the adoption of the Agreement. the 

remainder of Senate Bill 2095 sets out in total the requirement that a state must accept to 

participate under the provisions ofthfo Agreement. The requirements include: 

(301) State level administration - state administration of local sales and use taxes. 

(302) State and locaJ tax base~ - the tax base for local sales and use taxes must be 

identical to the state tax base, with exceptio~1 of items reflected on page 2, 

lines 1 and 2. • '•,,.-' 
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(303) Seller registration - requires the availability of an online sales and use tax 

(304) 

(305) 

registration system. 

Notice of state tax changes - as practical, provides sellers with adequate 

notification of rate and tax base cha~ges and limit effective date on rate 

changes to first day of calendar quarter, 

Local rate and boundary changes - provide se1lers with adequate notification 

of rate and boundary changes, and establish a database that uses an address or 

zip code for determining a purchaser's taxing jurisdiction (state and applicable . 

loca) tax rates). 

(306) Relief from certain liabiJity - relieves sellers from liability for incorrect 

collection of sa]es taxes when the sellers rely on erroneous data provided by 

states or local taxing jurisdictions. 

(307) Data base requirements and exceptions - electronic data bases provided for in 

the Agreement are to be available in a downloadable format. 

(308} State and local tax rates - the state may not have multiple sales and use tax 

rate, except on food and food ingredients and drugs; and also excludes natural 

gas (currently 2%) and new mobile homes (currently 3%). Local taxing 

jurisdictions may not have multiple sales and use tax rates (currently only one 

of the local taxing jurisdictions impose more than one sates and use tax rate). 

(309) Application of general sourcing rules and exclusions from the rules - sourcing 

rules are the same for tangible personal property, digital goods, aud services 

when the se11er is detennining responsibilities to collect sales and use taxes. 

(310) General sourcing rules - provides unifonn sourcing rules 
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a. A product received at the se11er's business location is sourced to the • business location, 

b, A product received by the purchaser at a location other than the seller's 

business location is taxable at the delivery location, 

c, If (a) or (b) does not apply, the product received by the purchaser is 

sourced to the purchaser's address. 

d, If (a), (b), or (c) does not apply, the product received by the purchaser is 

sourced to the location indicated by the address of the purchaser's 

payment instrument. 

e. When none of the previous rules apply, the product received by the 

purchaser is sourced to the address from which the property was shipped 

<) from or originated from. • (311) General sourcing definitions - defines "receive" and "receipt", 

(312) Multiple points of use - a purchaser who is not a direct pennit holder may 

purchase items tax-free and instead self report the sales or use tax on items 

that are purchased as one transaction but delivered to multiple taxing 

jurhidictions. 

(313) Direct mail sourcing- a purchaser who is not a direi::,t pennit holder shall · 

prov:ide to the seller (often times a printer) the direct mail infonnation 

detailing the taxing jurisdictions where the direct mail is mailed. 

(314) Telecommunications sourcing - defines the sourcing rules applying to call .. by .. 

can telecommunications charges, as well as charges sold on a basis other than 

call .. by .. call, • .. . ., __ .,. 
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/-\ (31S) Telecommunications sourcing definitions - defines several 

i 
i telecommunications tenns. 

i 
(316) Enactment of exemptions - addresses the enactment of product-based, entity-I 

I 

I based or use-based exemptions. 
' '1 

(317) Administration of exemptions - detai]s the information the seller would obtain 

and administrative process that a seller shall complete to support and 

exemption, 

(318) U,iiform tax returns - requires only one tax return per seller. 

(319) Unifonn rules for remittance of funds - establishes requirements for remitting 

tax payments, and provides for electronic payment options. 

(320) Unifonn rules for recovery of bad debts - identifies the adn1inistrative 

0 procedures necessary for a seller to claim a bad debt deduction for sales tax 

purposes. 

(321) Confidentiality and privacy protections under model 1 - establishes the rules 

that a model 1 "certified service provider0 needs to adhere to insure the 

privacy of customer information is maintained. (Model 1 certified service 

provider is a third-party service provider that contracts with a seller to perform 

aU of the seller's sales tax functions - detennines the amount of tax due on a 

sales transaction, pays the tax to the state, and files returns with the state,) 

(322) Sales tax holidays - pennits a state to initiate sales tax holidays on items that 

have been defined by the Agreement. 

(323) Caps and threshold - eliminates the use of caps and thresholds that may apply 

on state and local sales and use taxes. 
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/,--... (324) Rounding - to calculate tax, the seller would calculate the tax to the third • decimal point, and round to a whole cent usins a method that rounds up to the 

next cent whenever the third decimal place is greater than four. 

(325) Customer refund procedums - identifies the procedures for a purchaser to 

seek a refund of over-collected sales taxes. 

(326) Direct pay pennits - enables very large businesses having a very large 

quantity of purchases to purchase everything tax free, and then self-report the 

sales or use tax directly to the state, 

(327) Library of definitions - maintains a record of all definitions provided by the 

Agreement (Reference Appendix B of the Streamlined Sales and Use Tax 

Agreement for a complete llsting of tenns that have been defined ond 

0 Appendix C to review the definitions,) • (328) Taxability matrix - matrix that will be provided by the state that signifies 

whether a product is taxable or exempt. 

(329) Effective date of rate changes - defines the effective date of rate changes for 

' services, 

Section 2 of Senate Bin 2095 provides for an effective date after December 31, 

2005. 

Summary 

The Streamlined Sales and Use Tax Agreement provides the gui<lc for otates and 

local taxingjurisdictions that apply sales and use taxes. As indicated previously, it is 

intended to provi~e a means of improving upon the reliability of the sales and use tax 

system as a major revenue source. by creating a system that can be utilized by main- • 
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street businesses in this state and remote sellers while incurring minimal compliance 

costs or at no costs. This provides the opportunity for remote sellers or outMof-state 

sellers to come forward voluntarily to collect sales tax on their sales. It is true that 

remote sellers that do not have a physical presence in this state cannot be required to 

collect and remit a state's sales and use taxes. And it is true that one of the primary 

concerns of remote sellers that do not have a physica] presence is the issue of the 

compliance costs associated with the collection of taxes for not only fortyMfive states 

and the District of Columbia, but also the costs associated with the collection of taxes 

for over 7,500 local taxing jurisdictions. It is with this concern that the Streamlined 

Sales Tax Project was established and subsequently resulted in the Streamlined Sales 

and Use Tax Agreement. 

The Agreeme11t, if adopted, would represent the guide for creating unifonnity 

among states, It would be reflective of a system that utilizes unifonn definitions and 

administrative processes that would provide overall efficiencies to the sales tax 

system; it would be reflective of the simplification of sales tax laws; and 

simplification of the sales and use tax administration through the utilization of 

technology and third-party service providers, identified as certified service providers 

for calculating, collecting, reporting, and paying taxes on behalf of the sellers. 

I would also like to note an additional aspect of the Streamlined Sales Tax 

Agreement is the development of a multistate compact that would be achieved once 

ten or more states are in compliance with the provisions of the Agreement. Once the 

multistate compact is in place, it would require that a remote seller wishing to 
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r·---. voluntarily register in one of the compact states to also register and collect sales taxes • I 

in all of the compact states. 

It is important to note that the Streamlined Sales and Use Tax Agreement is not 

simply a product of many states working together. Instead it represents a culmination 

of three years of hard work and active participation from representatives of states, 

local taxingjurisdictions, national and regional retailers, trade associations, 

manufacturers, direct marketers, technology companies, and many other business 

associations. 

The Agreement sets forth the requirements to participate and to develop a more 

I 
simple, unifonn, and fair system for the administration of state and local sales and use 

taxes, provides for a reduction in the compliance costs incurred by retailers, and 

~ 
preserves state and local sovereignty. t:) • The first step in achieving this goal is the adoption of the Stream1ined Sales and 

Use Tax Agreement by the State of North Dakota. That Tax Commissioner requests 

the committee's favorable consideration of this bil1. Mr. Chairman, if the committee 

~ has any questions, I would be happy to respond to them at this time. 
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Streamlined Sales Tax System 
Questions & Answers 

The following Question~ and Answers have been developed by the Streamlined Sales 
Tax Project for leglslatlve sponsors and others Involved In state leglslatlon. For 
addltlonal Information, please refer to "A Lawmaker's Gulde to the Streamlined Sales 
Tax Project: 2003, The Year of Decision," Also refer to the Streamlined Sales Tax 
Project web site at: www.streamllnedsalestax.org. 

1. WIii uniformity as proposed by the Streamlined Sales Tax Project reduce autonomy 
of states and their legislatures? 

State legislatures stlll determine what Is taxable or exempt and what the rate of tax In 
their state Is. Uniformity In the Streamlined Sales Tax System requires uniform 
definitions and uniform administrative procedures-not uniform taxes, Some may 
perceive this uniformity as reduced autonomy, However, the U.S. Supreme Court 
( Qui/I versus North Dakota, 1992) has said that the complicated state and local sales 
tax systems across this country have created an undue burden on selle,,s. If states 
are unwilling to accept uniformity in definitions and administrative procedures to 
reduce or ellmlnate burdens on sellers, It Is likely that Congress may Impose far 
more stringent requirements on the states, 

2. Do the slmpllflcatlons go far enough to overcome past U.S. Supreme Court decisions 
( Qui/I versus North Dakota, 1992) which said that sales tax systems across the 
country are too complex to require collection from sellers with no physical presence 
In a state? 

Only Congress can determine If the slmpllflcatlons are ~nough for a mandate for 
collectlon. The Streamlined Sales Tax Systam Includes dramatic slmpllflcatlons In 
exemption processing, uniform definitions, state level administration of local taxes, a 
reduced number of sales tax rates, determining the appropriate tax rate, and reduced 
audit burdens for sellers using the state~certlfled technology, The System provides 
dramatic simplification In almost every aspect of sales and use tax collection and 
administration, especially for multlwstate sellers. 

3. Does the Streamlined Sales Tax System Impede Internet development? 

No. The Streamlined Sales Tax System Is about slmpllfylng the collectlon and 
administration of sales taxes for all types of sellers so that the burden of compliance 
Is reduced for everyone. The Streamlined Sales Tax System provides an opportunity 
for all buslnesses--from Main Street to the Internet-to reduce the complexity 
associated with tax administration while at the same time providing an avenue for 
sellers to grow their businesses Into new areas absent the concern that their new 
business structure could run afoul of state sales tax laws, 
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6. 

7, 

If Congress mandates collectlon of sales taxes on multl-state sellers with no physlr.al 
presence In a state, Is this taxation without representation. 

No. The sales tax Is a tax on consumers and not sellers. Also, Congress wlll not 
mandate collection unless a state has taken the necessary steps to reduce the sales 
tax collection burden on sellers. 

Are states Increasing taxes by taxing Internet transactions? 

No. Purchases made over the Internet are taxable now-but most consumers don't 
know this and the current laws are almost lmposslble to enforce against Individual 
consumers. Consumers rnust pay a complementary use tax when the seller does 
not collect a sales tax at the point of sale on a taxable transaction. The Streamlined 
Sales Tax System was cre1ated by government and businesses to enable sales tax 
collactlon with reduced compliance burdens on sellers. This Is not about new taxes. 

WIii states expand their tax bases through the uniform definitions? 

No. Business and government representatives Jointly developed the uniform 
definitions to simplify tax collection and administration, not Increase taxes. The 
definitions were designed U> model current tax bases to the extent possible so that 
Increased or decreased taxc3s would be minimized. To achieve the uniform 
definitions, some states may choose to make changes to their tax base, but the 
decision to do so lies solely in the hands of state legislatures. 

How does the Streamllned Sales Tax System and related leglslatlon help small 
businesses? 

The Streamlined Sales Tax gystem and related legislation provides the following 
benefits to small businesses: 

• Slmpllfles exemption pro1:esslng with protection for sellerc; that accept exemption 
certificates, 

• Provides one uniform tax return for all states with the ellmlnatlon of local tax 
returns. 

• Allows a small business the option to use state-certified software or a Certified 
Service Provider to reduce or ellmlnate sales tax administration burdens. 

• Makes It easier for buslne1sses to expand to markets In other states or via the 
Internet because all state.s will use the uniform definitions and administrative 
procedures. 

• With Congresslonal action, levels the playing field between (1) small Main Street 
businesses who collect si~les taxes and (2) large, multl-state businesses that are 
not required to collect sal·es taxes because they have no physical presence In a 
state. 

a. Why don't some of the Streamlined Sales Tax System provisions take effect until 
January 11 2006? 

Sales tax Is a slgnlficat,t r~1v1mue source for many states. Sales tax laws and 
systems are complex. Radll,al slmpllfJoatlon requires time for state and local 
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governments to Implement the changes and provide adequate notice to sellers, The 
,..-··--.... Streamlined Sales Tax System allows states to slmpllfy Immediately and work toward 

the more dlfflcult provisions that might affect their revenue sources, 

9. Should business activity taxes be addressed at the same time as we are slmpllfylng 
sales taxes? 

Some are suggesting that states and Congress clarify business activity tax nexus 
standards (e.g., corporation Income or franchise taxes) at the same time they are 
enacting sales tax slmpllflcatlons. Business activity tax Issues and sales tax 
simplification are separate and unrelated Issues. Both taxes are complex and need 
more uniformity. The Streamlined Sales Tax System provides a model methodology 
that should be used In simplifying other taxes. This cooperative effort between 
multlple govemments and businesses Is unprecedented. Still, It would not be wise to 
hold up state and Congressional action on the Streamlined Sales Tax System to 
address business activity taxes. Business activity t~xes require a deliberate effort 
similar to what has been done In streamllnlng sales taxes. 

10. Should there be a federal judicial review of decisions made by the member states of 
the Streamlined Sales Tax System? 

No. State courts have Interpreted tax law for many years. The Streamlined Sales 
Tax Agreement between states provides adequate mechanisms to resolve disputes. 
Sales tax administration Is a state Issue. State sovereignty should be protected. 

t) 11. What are the costs to sellers If they U!le state certified software or a Certified Service 
Provider for their tax collectlon functlo11s? 

The Streamlined Sales Tax System provides new technology options to sellers for 
sales tax administration. A seller can use a Certified Service Provider (CSP) or 
acquire state certified software. If a seller uses a CSP, the states agree to work 
together to pay for the costs of the CSPs that will be selected through a combined 
contract. The CSPs are responsible for developing software that determines the tax 
application, rate and Jurisdiction. The CSPs will provide the necessary software to 
Integrate with the seller's order processing and accounting systems. The CSPs will 
file applicable tax returns for the sellers. A seller's tax collection burden Is eliminated 
under this option. 

The states wlll also collectively certify software for use by sellers. This Is called a 
Certified Automated System (GAS). The seller obtains the CAS and will receive a 
compensation allowance from the states for two years for acquiring the CAS. The 
amount of the allowance wlll be based on the cost of the CSPs. The seller remains 
llable for flllng returns and remitting the tax with a CAS. 

12. What other technology features are Included In the Streamlined Sales Tax System? 

The Streamlined Sales Tax System Includes new technolooy to make tax collectlon 
easier Including: 

• Uniform returns that can be filed electronlcally . 
.. ,./ 
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• Central regl!»tratlon system to provide one-stop service for voluntary collectors. 
The system wlll be eventually expanded to all buslnessos. 

• State-approved data bases matching rates with Jurisdictions. Sellers using the 
data bases wlll not be held responsible for errors In tax collection. 

• A state-by-state taxablllty matrix that wlll list Items and services and the taxablllty 
determination for each state. Sellers using the matrix wlll not be held responslble 
for errors In tax collectlon. 
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Alabama 

Arkansas 

Florida 

Idaho 

Ullnols 

Indiana 

Iowa 

Kansas 

Kentucky 

Maine 

Maryland 

Michigan 

Missouri 

2003 Streamlined Sales Tax Legislative Tracking 
(Updated 01/28/03) 

I .. . .. '; (- . ' . ' ' 
.... - ; . . ~ ' . ., ' ' , . ' ... 

2003 4.447, 100 Drafting legislation 
·-

2003 2,679,733 Drafting legislation 

2003 16,028,890 Drafting feglslatlon 1 .. 16-03 Senate 
Committee on 
Finance & Taxation 
Project Report 
recommending 
Florida come In to 
compliance 

2003 1,297,274 Sen. Andreason Legislative Hearing 
Drafting leglslatlon - Boise, 01/15/03 

2003 12,439,042 Sen. Rauschenberger 

2003 6,090,782 Drafting leglslatlon SB 0465 and HB 
Sen. Borst 1815 have been 

Introduced 

2003 2,926,300 Drafting legislation 

2003 2,693,824 Drafting legislation 
Sen. Corbin 

2003 4,041,800 Drafting legislation 

2003 1,274,923 Drafting legislation 

2004 5,307,886 Sen. Hogan & Del. 
Hixson 

2003 9,955,829 Drafting legislation 

2003 5,595,211 Drafting legislation 
--

Montana 2003 902,195 Sen, Kitzenberg SB 224 to create a 
sales tax wing 
SSTIS Agreement 

Nebraska 2003 1,715,369 Drafting legislation Introduced LB 282 
Sen. Landis Hearing on 

01/24/03 
·-

Nevada 2003 1,998.257 Drafting leglslation 
-
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( New Jersey 2003 8,424,354 Drafting leglslatlon 

North Carolina 2003 8,067,673 Drafting leglslatlon 

North Dakota 2003 643,756 Drafting completed Introduced In two 
Office of State Tax bills 
Commissioner 

Ohio 2003 11,353,100 Drafting leglslatlon 

Oklahoma 2003 3,458,819 Drafting legislation 
Sen. Monson, Rep. 
Pope 

-
Pennsylvania 2003 12,300,670 Drafting leglslatlon 

Rep. Stell 

South Carolina 2003 4,025,061 Drafting leglslatlon 

South Dakota 2003 756,874 Drafting leglslatlon Leg. Hearing .. 
Sen. McCracken, Pierre .. 01 /16/03 
Rep. Smidt Bill Introduced 

Tennessee 2003 5,700,037 Drafting legislation 
Sen. Clabough 

Texas 2003 20,903,994 Drafting leglslatlon 
Sen. Fraser, Sen. 
VandePutte 

Utah 2003 2,236,714 Drafting leglslatlon 
Sen. HIiiyard I Rep 
Harper 

Virginia 2004 7,100,702 Drafting leglslatlon Expected to pass 
Sen. Hangar resolution of Intent 

for 2004 

Washington 2003 5,908,684 Drafting Completed 

West Virginia 2003 1,813,077 Drafting leglslatlon Leg. Hearing to 
Del. Doyle educate 

Charleston -
01/28/03 (NCSL 
attending) 

Wi.sconsln 2003 5,371,210 Drafting leglslatlon 
Rep. Lehman / Sen. 
Panzer 
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,,....____ 
Chairman Urlacher and Committee members ! 

My name Is Rep. Ron Iverson, I represent District 27 which Is SW Fargo 
Today I am here to testify against S82095. 

This bill would be a huge mistake for North Dakota to make. It would 
abdicate our sovereignty as a state to make decisions regarding how we 
formulate our own tax policy. 

Numerous provisions In the latest draft of the SSTP limit state sovereignty 
In a manner that will erode these Important constitutional protections: 

' States have their ablllty to give local jurisdictions a modicum of 
sales tax flexibility curtailed, since the agreement provides that 
11 

•• the tax base for local Jurisdictions shall be Identical to the state 

{: 
tax base, unless otherwise prohibited by federal law" 

,1 

1,1 

Each state that joins SSTP must have only one rate of sales ~. I 

I 
l' taxation, with the exception of food and drugs ' ' 1) 

,~~ I The SSTP agreement requires the adoption of uniform tax returns ,, 
>' 

' I as well as uniform dates as to when the returns are due t.., , __ ,, 

• The agreement places restrictions on str1te and local sales tax 
1 

holidays 
1; 

• The agreement forbids states from having caps or thresholds on 
exemptions based on the value of the transaction 

. Proposed language would force a state to adopt terms and 
definitions that comply with the agreement's 11Llbrary of Definitions" 

• The agreement requires a state to levy sales and use tax on "all 
products or services Included within each definition or exempt from 
sales and use tax all products or services within each deflnltlon11 

. Amnesty must be offered to registered sellers In certain 
circumstances 

I Each member state must annually certify compliance with the 

.....,) 
agreement 



· Administration of the agreement Is through a governing board, 
which may take "any action necessary .. to fulfill the purposes" of the 
agreement, Including allocating the costs of administration among 
the member states, and most actk>ns taken by the board only 
require a simple majority 

· If a single member state requires ctlrtaln information to be 
protected from disclosure, the gove1nlng board can close its 
meetings to the public, regardfess of law In other members states 

· A closed session of the governing board can be convened on a 
majority vote of the board 

A member state's withdrawal cannot be effective until after 60 days 
have elapsed from notice given of withdrawal 

Optional language includes a restriction on a state's ability to 
determine whether a business has nexus In that state afterthe 
state exits the agreement 

Sanctions can be levied against mernbers states upon a vote of 
three--fourths of participating member statest and the accused state 
cannot cast a vote 

· Amendments and Interpretations can be adopted by a vote of 
three--fourths of the members of the governing board 

The Issue resolution processt Including allocation of costs all 
Hfurther details" deemed necessary, Is completely unresolved In the 
current draft agreer:nent, meaning the governing board could adopt 
rules significantly impacting a member state after the state Joins the 
agreement 

· Standing to sue a state agency or department, on the grounds that 
state action Is consistent or Inconsistent with the agreementt Is 
flatly barred 



I 

Using the excuse that they want to "streamline" and "simplify" retail sales 
taxes so that there wlfl be a "level playlng field" between Main Street 
merchants and e-commerce, state and local polltlclans are asking for 
unprecedented power to Impose taxes on transactions that take place 
out$lde their borders. 

The Issue Is not whether to tax Internet sales. Instead, the debate Is about 
whether Congress should pass a law that allows taxation without 
representation. Should there be a national law, for example, atlowlng Utah 
to compel a Colorado business to collect and remit Utah taxes If that 
business sells something to a Utah resident? 

The Constitution explicitly bars one state from regulating the commerce of 
another, which In this case means taxing retailers located across state 
llnes. In the 1992 Quill decision, the Supreme Court affirmed this prlnclple 
by ruling that a state can only collect sales tax from businesses that have a 
"nexus," or substantial physical presence, In that state. 

Yet State and local politicians want to overturn this decision by getting 
Congress to approve a state sales tax cartel. Requests to establish this 
destination-based tax authority should be denied. 

Such a regime would create an anti-consumer sales tax cartel for the 
benefit of profligate governments. It also would undermine privacy by 
requiring the collection of data on lndlvldual purchases and It would violate 
Important constitutional prlnclples by giving state and local governments 
the power to Impose their own taxes on businesses In other states. 

A Threat to Privacy 
In addition to being bad tax pollcys the destination-based regime, or SSTP, 
Is a threat to privacy. The system envisioned by the NGA and NCSL, which 
Is the model for this legislation, requires merchants to verify the residence 
of every customer and then Impose the state and local taxes that apply In 
that locale. For this system to work, however, state and local bureaucrats 
would have the right to Inspect records of transactlont3. At best, this 
approach means that personal flnanclal Information 2md buying patterns 
would cease to be private. On a more ominous note, this type of system 
would dramatically Increase opportunities for such crimes as Identity theft 
and credit card fraud. Proponents assert that "trustf'jd third parties" could 

---~--
The rnlorooraphlc fmegH on t~f s ff lm are accurate reproduction• of records del fvereito Moderl'I lnforn1atton svatema for mf croft lMlno and 
Wt(Af.8•1

f)f!med In the reoular course of business, The photographic proceaa meets utend~rds of the American National Standards 1n,tttutt 
...1~~ 1 or archival mtcrofflm, NOtlCE1 If the ftlffl(l(j Image above h le a legible than this Notice, it Is due to the qualf ty of tht 
I.Mlun&nt being ff lrnod, 1 

\ 

l (', . ' 



• 

f 

act as Intermediaries to guard against these problems, but cosmetic 
gestures will not deter hackers and others who misuse private Information. 

SSTP was developed to simplify and modernize sales and use tftX 
collection and adn1inlstratlon. In Its place It provides a bureaucraoy that 
dictates tax policy to member states at a cost of their state sover,3ignty and 
at the risk of the citizens of those same member states. 

SSTP also creates a situation In which non .. member states would reap the 
greatest benefit by providing nontax havens for companies to which they 
could relocate. Currently California, New York, Arizona, Virginia, Oregon, 
Idaho, Montana, Colorado, Utah, Georgia, Connecticut, Massachusetts 
and New Hampshire are not part of the SSTP cartel. They are classified as 
"Observer State~s" although the document does not define what that means. 
These states would be the beneficiaries of SSTP not the member states. 

I would like to ptesent a Memo that I received from the Str.1te Tax 
Department stating that SSTP Is totally and completely unenforceable In 
non participating States. So If a retailer chooses not to participate and Is 
located In a State that Is not part of the cartel there Is NOTHING that can 
be done about It. 

Chairman Urlacher and members of the committee It Is with a humble heart 
and a heavy conscience that I urge you In the strongest terms possible to 
give a DNP recommendation to SB 2095 

< ,, ·~. ·~---

The mtcrographfo tmage& on t~l;fllm are -~·~c~-~------- . -·-
were f llrned tn the regular courae of busfnea;ateTheproductf ons ol records dtllvered to Modern !nformatfon sv1.1tet11S for mfcrotflmfng •nc.l 
(ANSI) for archival mfcrolllm, HOTICl:1 If the H~ phrlographfboe proceee meats standards of tha Arnc!rlcan National Standards Instftute 
doct111ent being f1 ltned, . 

1 
.., maga • l '" 'f' loglblo than thla Notloa, It fa due to the qual tty of the 

\_ L I l n c 1:x· ( ·-, -_,. ,,; j 0 -$;. t '-< · . I l .. •· 
Oporator 1a s gnMure - ~ ),CG /i, / 4 · (/,3 

Date 



Interoffice Me1110 
To, Representative Ron Iverson, Jr. 

From, Myles Vosberg -"711 ft6 
REs Streamlined Sales Tax Agreement 

Date& Tuesday, January 28, 2003 

This memo is a follow-up to our conversation this afternoon regarding the Streamlined 
sales tax agreement. You asked if a state that becomes a member of the agreement can 
require out-ofwstate businesses to co11ect its sales tax on goods delivered into the state. 

Currently, if a business has no physical presence within North Dakota, we cannot require 
that business to collect our sales/use tax. Participation in the Streamlined sales tax 
agreement is voluntary for a business that does not have a physical presence within a 
state. Therefore, North Dakota could not require a retailer that has no physical presence 
within North Dakota and that does not volunteer to become part of the Strerunliued sales 
project to collect our tax. 

I hope this infonnat.ion is helpful. Please contact me if you have additional questions. 

Confidential 
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, Untitled Document 

.. ..., 

Page 1 of l 

List of Participating States 

"Participating States II are those States that support the mission of the project and for which an elected 
official or body of elected officials has committed the State to participate in the Streamlined Sales Tax 
Project. 

• Alabama 
• Arkansas 
• District of 

Columbia 
• Florida 
• 11linois 
• Indiana 
• Iowa 
• Kansas 
• Kentucky 
• Louisiana 
~ Maine 
• Maryland 
• Michigan 
• Minnesota 
• Mississippi 
• Missouri 
• Nebraska 
• New 

Jersey 

• Nevada. 
• North Carolina 
• North Dakota 
• Ohio 
• Oklahoma 
• Pennsylvania 
• Rhode Js1and 
• South Carolina 
• South Dakota 
• Tennessee 
• Texas 
• Utah 
• Vermont 
• Washington 
• West Virginia 
• Wisconsin 
• Wyoming 

Other states represented in the Project are "Observer States". 

http://www.geocitics.com/strcamlincd2000/participatingstatcs.htm1 1/28/2003 
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North Dakota 

Ag Coalition 

Chairman Url.acher, members of the Senate Finance and Tax Committee, I am 
Paul Thomas, adminigtrator of the North Dakota Ag Coalition, I am here today to testify 
in opposition to SB 2095, 

Members of the North Dakota Ag Coalition are concerned with prnvisions in this 
bill that may be detrimental to North Dakota Agriculture. Our greatest concern is with 
the uncertain effect it would have on our current machinery tax, and increases in the city 
special taxes by removlng caps on each purchase. Many cities in North Dakota have 
adopted an additional 1 % sales tax to aid in eco110mic development. The tax is otien 
capped at a certain d(JllM amount on large purchases. Under this bill that cap would no 
longer be in place, Because of production agricultures large capital purchases this bill 
would result in a direct ·iax increase on the agriculture sector as well as many other capital 
intense industries such as construct.ion, 

Chairman Urlacher and members of the committee I urge a do not pass on Senate 
Bill 2095. 

A 11111111111·1/.11111 .~1111111 rl{' or11,1111:111lm11· /111·0/1 ,,tf 111 lfll ,1111,•1 ·11 11/ ,1~n, ·11/1/11, I !ri,,1111:,•d ill 
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Recreation SupplJ Companv 
\ P.O. Box 2157 Bismarck ND 58502-2157 
• • 

January I 51 2003 

North Dakota Legislators 

Re: Tnx Department's Soles Tax Initiative 

In 1987, then tax collector Heidi Heitkamp asked the legislature to pass HB 1195 to change the definition 
of "retailer" to Include out ofstnte mail order firms. She knew the statutue she sought was In conflict with 
the U. S, Constitution, but needed lt to fom1 the basis of her lawsuit Quill vs. North Dakota, 

Today, tax collector Rick Clayburgh is asking you to do It again: pass an unconstitutional statute to help 
further a larger agenda, 

Article I, Section l O of the Constitution states "No state shall, without the consent of Congress, ... enter into 
any agreement or compact with another state .. ,", 

NCSL document attached clearly charncterizes this agreement as something they hope will provide 
"justification for Congress to overturn the Bellas /less and Qui/I decisions". 

Clearly, Congress has not consented to this ngrcemcnt! Senate Bill 2095, by its own terms, binds North 
Dakota in a multi-state agreement, 

I have ulso attached some older materials on this Issue 10 entertnin you. and provide other perspectives on 
this Issue. 

The two pages from the article by Atkinson and Court reveal much about ihis issue, First, Atkinson is the 
director of the Progressive Policy lnstute"s Technology and New Economy Project (see www.ppionllne.org 
and www.ndol.org) and largely responsible for the "New Economy" movement in this country, GNDA's 
New Economy Initiative Is modeled after his works. 

The second page from that article (page,~ of 6), provides us with the clues to what the "end game" of this 
initiative is in the pnrogrnph "Beyond the Internet, Beyond the United States" last sentence, 

Thank you very much for your consideration of these points. Please feel free to cotttact me at any time if 
you would like further information on this subject. 

Phone: t701J 222-4880 • Toll free: CBOOJ 437·8072 • Fax 0011255 .. 7995 • Email: !»a,es@recsupplv.com 
www.recsuppfV.com 
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UNCTED STATES CONSTITUTION Art. 2, § 1 

To make all lnws which shall be necessary and proper for carrying into 
execution the foregoing powers, and all other powers vested by this Consti­
tution In the government of the United States, or in any department or 
officer thereof. 

§ 9, The migration or importation of such persons as any of the 1Jtates 
now existing shall think proper to admit, shall not be prohibited by the 
Congress prior to the year one thousand eight hundred and eight, but a 
ta:< or duty may be Imposed on such importation, not exceeding ten dollars 
for each rerson. 

The pnvilege of the writ of habeas corpus shall not be suspended, unless 
when in cases of rebellion or invasion the public safety may require it, 

No bill of a.ttainder or ex post facto law shall be passed. 
No capitation or other direct tax shall be laid, unless in proportion to 

the census or enumeration herein before directed to be taken. 
No tn:< or duty ~hull be laid on articles exported from any state, 
No preference shall be given by any regulntion of commerce or revenue 

to the pot·ts or one state over those ot' another; nor shall vessels bound 
to, or from, one state, be obliged to enter, clear, or pay duties in nnother. 

No money shall be drawn from the treasury but in consequence of nppro­
pri11tio11s made by law; nnd a regular statement and account of the receipts 
and nxpcnditures of all public money shall be published from time to time, 

No title of nobility shall be granted by the United States; and no person 
holding any office of profit or trust under them, shall, without the consent 
of the Congress, accept ot' any present, emolument, office, or title, of any 
kind whatever, from any king, prince, or foreign state, 

§ 10. No state shall enter into any treaty, alHance or confederation; 
grant letters o{ marque nnd reprisal; coin money; emit bills of credit; make 
anything but gold and sliver coin a tender in payment of debts; pn:is any 
bill of attainder, e:< post facto law, or law impairing the obligatlons of con­
tracts or grant any title of nobility, 

No state shall, without the consent of the Congress, lny any imposts or 
duties on imports or exports, except what may be absolutely necessary for 
executing its inspection laws; and the net produce of all duties and imposts, 
laid by any state on imports or exports, shall be for the use of the treasur~· 
of the United Stutes; and nil such laws shall be subject to the revision and 
control of the Congress. 

No state shall, without the consent of Congress) lay any duty on tonnage, 
keep troops or ships of war in time of pence, enter lnto any agreement 
or compact with another state or with a foreign power or en~uge in war 
unless actually invaded, or in such imminent danger mi will not admit of 
delay. 

ARTICLE 2 

THE EXECU11IVE 

§ l. The executive powe.r shall be vested In a president of the United 
States of America, He shall hold his office during the term of four year~1 • 

30 
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• Requirements for Direct Pay Procedures 
• Provisions for governance of the Agreement that ensure legislative participation, 

certainty for sellers and Issue dispute resolution procedure with non-binding third party 
arbitration (NCSL Task Force recommendation) 

Nothing In the Agreement binds any state to take any action, rather a state that wishes to 
participate will need to make the necessary statutory changes to comply with the terms of 
the Agreement. 

\/vhen the federal moratorium on state and local taxes on Internet access expires In 
November 2003, Congress will likely address the Issue of whether st~tes will be granted the 
authority to require all sellers to collect the states' sales and use taxes. Ihe Streamllne_d 
Sales and J.,)_se TaxlDt~rstate Agreem~_oiP-tMd.e§. tb~_.$tat.e.s with a blueprint to create a 
§.I.D1Rlifled sales and use tax collectlon system.that removes the burden and coslfr.Qfil_$el!ers 
and thus allows justification for Congress to o~rturn the Bellas Hess and Quill declsi~ 

------------------------------•~-.... -
Streamlined Sales Tax Implementing States 
September 2002 

Alabama 
Arizona 
Arkansas 
District of Columbia 
Florida 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Michigan 
Minnesota 
Missouri 
Nebraska 
Nevada 

For More Information: 

NCSL STAFF 

:'le81 Osten, Senior Committee Director 
202-624-8660 

http://www.ncsl.org/programs/fiscnl/sstlsupdate.htm 

New Jersey 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
V\yomlng 

1/11/03 
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VrRGINIA JouRNAL of LAW and TECHNOLOGY 

UN1ve~TY0F VrRorNrA ic- SYMPOSIUM 2000 IQ VA. J.L. & TECH, 1 

Overview 

Internet Taxation: A Soft.ware Solution 

Robert D. Atkinson[.~] 

Randolph H. Court[~.:] 

I. The growth of Internet commerce has presented policy makers with n host of complex new 
issues over the last few years, from encryption to broadband access. One of the most vexing 
problems, however, is not a new issue, but nn age-old one: taxation. On the one hand, free-... 
market libertarians argue that online retail transactions should stay beyond the reach of the Tn.x 
Man (and if new technologies should sound the death knell for nearly all government, so much 
the better). On the other hand, state and local officinls, in pnrticulnr, view the Internet as n tide 
that will erode local and regional tax bases with devastating C!onsequences us more and more 

r~ sales move from the brick•and~mortur retailers on "Main Streetu to the ether of Cyberspace. 

2. Federal lawmakers have rightly taken a delibernte, go•slow approach to the problem, The 
Internet Tax Freedom Act of 1998 wisely imposed a three-year moratorium on new 
11 discriminntory 11 taxes on the Intemet,UJ and created the Advisory Commission on Electronic 
Commerce to study the Internet taxation issue,lJJ The nineteen-member commission, which 
has three representative~ from the federal government. eight from state and local government. 
and eight from the electronic commerce industry, will report its findings to Congress ln the 
spring of 2000. 

J. In the interim, seven! Internet tax bills have been introduced in Congress. In January of this 
year, Senator Bob Smith (R-NH) introduced S. 328,LlJ a bill that would make the moratorium 
permanent. In July, Senator Ernest Hollings (0-SC) introduct.!d S. 1433, which would impose a 
five percent national sales tux on all remote snl~s. including Internet, mail-order cntalogues. 
and by phone.[_4,] The Smith bill has been refen·ed to the Commerce Committee, while the 
Hollings bill was referred to the Finance Committee, but no other actions have been taken on 
either ... We believe that neither bill adequately oddresses the issue and that a third wuy is needed 
with regard to lnternet taxation . 

..i. The Internet Tax Freedom Act prohibits the cmntion of new state. locnL or federal taxes on 
Internet access or electronic commerce until October 200 l .fj] Therefore, as the Advisory 
Commission works to fulfill its mandate, now is the timr'! to move beyond simplistic rhetoric 
and dire warnings. and to explore workable solutions to what the Progressive Policy Institute 
(PP!) believes should be the obvious conclusion: states and municipalities should bt! able to ta.'< 
Internet sales. 

Principles 

http://\V\VW.vjolt.net/vol5/symp2000/v5! 1 a !-Atkinson_ Court.html l/~5/0 I 
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l 
·/ software that listed the state and local sales ta.'< rates on all categories of items for all state and 

local tax districts in the nation. Retailers would download the free "shareware" software over 
the Internet. The system would be technologically neutral, designed to be incorporated easily 
into commercial web sites running on any computing platform. When a consumer makes an 
online purchase, the software would check the tax rates in the area to which the consumer hns 
the product shipped. If the product is software or music that is downloaded instead of 
physically shipped, the tax would be detennined according to the consumer's home or work 
address, as appropriate. The software would then display the ta'{ rate along with all other 
charges, as on any standard receipt. When the conswner makes the purchase, he or she would 
simply pay the full amount (purchase price, sales tax, shipping and handling, etc.) 
electronically, most likely by credit card. The sotlware would include routing numbers for each 
sales tax jurisdiction bank account, and the merchant's software would automatically transfer 
the sales tax funds via electronic funds transfers directly to the government bank account(s). 
For example, if a merchant collected $600 in sales tax from residents in a particular county in a 
particular state, where the state sales tax is four percent and the local is two percent for a total 
ta.x of six percent, the software would remit $400 to the state's bank account (nlong '1/ith an 
electronic form that lists the merchant's name and other pertinent information), and $200 to the 
county bank account. 

19. One of the main benefits of a system like this is that it would allow state and local governments 
to maintain their independent discretion in determining tax rates. Obviously, this would mean 
that tax rates will continue to fluctuate over time. Therefore, for this system to work, state and 
local governments would huve to be able to update the mnster system on an annual basis with 
their current tax rates, Retailers, in tum, will hnve to regularly download the latest versions of 
the sotlware. 

20. Contrary to the dire predictions of the cyber-libertarian c.:rowd, such a software system could 
actually add value for online consumers. For example, if the system were developed with open 
source code (that i~, with the core programming instructions freely available to anyone), 
personal finance software developers could write computiblt.! programs to help consumers keep 
track of their online spending, perhaps by automatically tiling "e-receipts 11 under appropriately 
defined categories on their home computers. 

Beyond the Internet, Beyond the United States 

2 l. The Internet Tux Freedom Act directed the Advisory Commission on Ele,~tronic Commerce to 
ensure that any rcc.:ornmcndation submitted to CongrP.ss apply to nil forms of remote 
commerce, not just to e-commerce conducted over the Internet. LJ_QJ This is ns it should be, A 
system thnt taxed e-commerce but not other remote transactions would be neither fair nor 
econornicnlly efficient. Such a system would essentially penalize the channel, giving 
cf>nsumers incentive to exploit the differences to find the best prices (e.g., finding the item to 
purchase online, and then ordering by phone to avoid paying a sales tux), Clearly, the snme 
niles should apply to nil remote sales. Therefore, in order fo1· a software-driven system to work 
properly. there will n~ed to be several versions of the riothvare. allowing easy integration into 
any business buck office computer systems. Furth1:;rmore. for small businesses w,ithout 
complex order processing systems, a dutabuse of state 1md local soles ta:< rates will need to be 
nvnilnble for use over the Internet. Smull business owners should simply be nble to go to a Web 

) 

site, plug in an address~ and find the appropriate tax rate for a sale to a customer in that .. 
location, Once this system is developed and effectively implemented in the United Stutes. the ~ 
U.S. government should work through the World Trude Orgonlzation, the Organization for \ 

consensus on this ~ort of software mechanism for collecting and remitting local, regional. and _.. 
\,, ( Economic Cooperation nnd Development. and other appropriate bodies to reach \Vorld ). ·A 

r,·utionnl sales taxes, ----
Conclusion 
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Recreation Supply Company 
P.O. BOX 2757 • BISMARCK, ND 58502 • 701·222•4860 

TO: All ND Legislators Janutlry 14, 199 2 

Attached is a lP~t~~ I recently received from the Ohio Tax 
Departmant as ~ell as my reply, both a result of North Dakota 
Tax Co~~issioner Heidi Heitkarnp's persecution of Quill 
corporation. 

Heitkamp has thus far successfully misdirected attention and 
created the illusion that somehow this na~3ty 11 out-of-state 0 

corporation is taking unfair advantage of North Dakota and is 
"costing" the stute "millions". 

Sales tax is not a tax on corporations; it is a tax on 
consumer$. Uncollected taxes due on mail-order purchases are 
owed to the state; but not by the business that made the 
sale. 

Heitkamp knew when she ask~d the legislature to pass HB 1195 
that its provisions were in conflict with the u.s. 
Constitution, yet she pressed on under the guise of 
"protecting main street". 

The narrow view will surely see competition with business 
from "outside" as a threat; however, that same competition 
~~erts downward pressure on prices consumers pay, thus saving 
t--h.rth Dakotans many mot·e 11 millions 11 than North Dakota "losas" 
.in ta>e revenue. 

In other words, Heitkamp would like 'to see North Dakotans in 
he "lose/lose" situation of higher prices and higher taxes. 

one hundred ''Growing North Dakotas" could not undo the damage 
done to the state's business image by this anti-business 
action. The world now knows North Dakota's business climate 
is as cold as its legendary winters. 

What if North Dakota passed a law prohibiting membership in 
the Catholic church? Lutherans, Baptists, Muslims, and 
others might like such a law to protect their "main street"; 
howevor, I think we all agree that the legislature would 
n~var pass such a law because it would violate the First 
Amendment to the u.s. Constitution. 

Likewlse, I believe that had legislators known, as Heitkamp 
did, that HB 1195 was in direct conflict with Article 1, 
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Section a of the U.S. constitution, they would never have 
considered voting for it since to do so would be to violate 
their oath of office. 

This Quill matter is the result of only one of many bad laws 
passed each session which begin as bills introduced directly 
by officials in the executive and judicial branches. Please 
support a change in the Legislative Rules to end this 
practice. 

SincerelA4 ~a . 0 
~ugla~' 
President 

78294,0100 

Fiftieth 
~egisl•tive Assell\bty 
ot North Dakota 

Introduced by 

HOUSE BILL NO. 1195 

Committee on Finance and Taxation 

(At the ~eqUest of the Tax Commissioner) 
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NOVEMBER 15, 1991 

IMPORTANT NOTICE TO DIRECT MARKETERS 

Ohio 
DEPARTMENT OF 
TAXATION 

No doubt you have been cont,lcted by Ohio or other states in the past and 
encour.aged to register. and 1..iol l eat use taxes. Th is is not merely another 
letter suggesting voluntary registration. The state and local tax 
environment is changing dramatically. Please take the time to review this 
information very carefully and give it your sincere consideration. 

On Oatober 7, 1991, the United States Supreme Court announced that it would 
hear the appeal of Quill C~rp, v. North Dakota, In that case, the North 
Dakota Tax Commissioner assessed Quill Corp. (the large Illinois direct 
marketer of office supplies), contending that Quill had nexus with the 
state. The state supreme court affirmed the assessment, holding that 
National Bellas HesE! was "obsolete" and need no longer be followed. 

Many people on both "sides" of this it~sue believe that the supreme Court's 
acceptance of Quill's appeal signals their intention to finally overrule 
their 1967 Bellas Hess decision. Of course, no one 11 knows 11 thts for sure. 

awever, , should this in fact happen, the results for you.r company could be 
ry serious. 

~ 

Few court decisions are only "prospective" i.n their application. If the 
Court merely affirms the North Dakota decision and overrules Bellas Bess, 
states will be ~ble to assess direct marketers on sales made over many 
~ars. Since 45 states and the District of Columbia levy sa~i'es and us·e 
taxes, this could be financially overwhelming to your business. 

We believe it is in your company's best interest to begin collecting Ohio 
1 use tax now. By doing, so you will reduce your potential liability on 

~-• ,:~ sales made before the Court's decision, should the Court overturn Bel las 
t Hess • The Oep~rtment of Taxation intends to issue assessments for 
~ liability due as a result of that decision. 
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An application is enclos~d for your use. If you have interest in 
registration, but have questions about prior liability, I encourage you to 
contact this office at (614) 466-7350. 

Sincerely, 

Will~shall, Acting 
Sales and Use Tax Division 

.... _ --""•·· 

P.O. Box 530 
Columbus, Ohio 43266-0030 
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Recreation Supply Comp8ny 
P,O, BOX 2757 • BISMARCK, ND 58502 • 701·222-4860 

Mr. William D. Marshall, Acting Administrator 
Sales and Use Tax Division 
Ohio Department of Taxation 
P.O. Box 530 
Columbus, OH 43266-0030 January 13, 1992 

Dear Mr. Marshall; 

RE: Intimidation 
Letter to 
Direct Sellers 

I am in receipt of your 11-15-91 letter threatening 
retroactive application of a non-existant legal requirement 
fo~ my firm to oolleot and remit Ohio sale$ and use taxes, 

Your attempt to intimidate and harass my firm, and apparently 
many other firms, is repugnant. 

In your letter, you say that "stat~s will be able to assess 
direct marketers on sales madl~ over many years, 11 and you 
ominously suggest " •.. this could be financiall~ overwhelming 
to your business 11 • 

Well, sir, I think you're getting way ahead of yourself, and 
certainly way beyond the law. 

You apparently don't believe that the Quill Corporation will 
withstand North Dakota's assault on their constitutionally 
protected rights. I, however, think they will. 

You see, prior to 1987, our state laws were in harmony with 
the U. s. Constitution and the determinations contained in 
,li_4..tional Bellas Hess. 

In that year, HB 1195 changed the definition of "retailer" to 
include commercial activity protected from state interference 
by Bellas Hess with the obvious and stated intention of 
neutralizing that decisd.on in North Dakota. 

state Tax commissioner Heidi Heitkamp and Attorney General 
Nicolas Spaeth successfully accomplished a "partial 
secession" from the Union by introducing and lobbying 
successfully for the passage of HB1195. 

HB 1195 was introduced directly to the legislative assembly 
by Tax com.missioner Heitkamp, an executive branoh official. 
It had no legislative sponsor. 

I ,11,, 
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Heitkamp lied to the legislature in her testimony supporting 
HB 1195 saying that her only reason for seeking passage of 
the bill was to be prepared for the swift implementation of 
anticipated changes in federal law. 

She knew all the while that HB 1195 was violative of the u.s. 
constitution and, in faot, her apparent motive was to create 
the opportunity for her to use the resources of the state of 
North Dakota in the current attempt to overturn the Bellas 
Hess oase. 

North Dakota public officials' oath of off ice starts 11 ! do 
solemnly swear that I will support the constitution of the 
United stat.es .•. 11 • 

Further, Article l, Section 2 3 of the North Dakota 
Constitution states "The state of North Dakota is an 
inseparable part of the American Union and the constitution 
of the United states is the suprelne Law of the Land." 

Y'ou state that "people on bc,th 'sides' of this issue believe 
that the Supreme Court's ~ooeptanoa of Quill's appeal signals 
their intention to finally overrule ••• Bellas Hess.". 

Well, I think not. I think the court agreed to hear the case 
to defend and reaffirm Quill's Constitutional right to freely 
engage in interstate commerce and to scold North Dakota for 
attempting to enact and enforce state laws that are contrary 
to the u.s. Constitution. 

As a North Dakota businessman, I am asha:med of the 11 bus.iness 
bashing" actions of my state officials in this case, and you, 
sir, should be ashamed of yourself for your bureaucratic 
11 bushwhackingu. 

ram looking forward to no further communication from you or 
your depart:ment regarding this matter, 

Sinoerel}.:L_F 

~augland 
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North Dakota Farm Bureau 

.lt1tt H11dqu1rtt11: 
4023 State St 
P.O, Box 2793 
Bismarck, NO 56502 
701-224-0330 • 1·800-932-8869 
Fax: 701-224-9486 

www.ndfb.org 

Senate Finance and Tax Committee 
January .i9, 2003 

T~stimony presented by North Dakota Farm Bureau 
presented by Sandy Clark. public policy team 

Good morning, Mr, Chairman and members 0f the committee. For the record my 

name is Sandy Clark and I represent the 26,000 members of North Dakota Farm Bureau. 

North Dakota Farm Bureau opposes SB2095 and SB2096 on several levels. Farm 

Bureau began studying this streamlined sales tax project last winter. We've read and 

asked questions, 

Without question this is a complicated issue and until now not a lot of information 

has been distributed to the public, This is a major change in tax policy in this state and it 

certainly does impact industry, consumers and retailers. NDFB urges you to proceed with 

extreme caution. 

First, we have concern that participation in the streamlined sales tax program will 

malign state sovereignty. The agreement requires that each state have only one sales tax 

base rate, That alone has taken away North Dakota's right to have the multiple tax rates 

we have now. 

If it did not infringe on state's rights, you wouldn't have to be considering all the 

changes you are today. This would be a one .. page bill rather than two bills totaling 50 

pages. 

Furthermore, you are being asked to adopt an agreement that hasn't even been 

completed. Definitions of all goods and services need to be written. That process is not 

complete and will take a great deal of time to conclude. 

It also indicates that if you give a tax exemption, you must exempt everything within 

the definition of that product or none of it. You can't pick and choose withiu a definition 

One future. One voice. 
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Currently, these bills only require changes in the way you handle sale!l of new 

machinery and alcohol. Can you guarantee that will be the case in the future or will other 

products be effected as the definitions are completed? 

As time goes on, the governing body of states can make changes to the agreement, 

with 3/4 of the states agreeing, With so many large states participating, we question how 

much clout North Dakota will have in that process. 

Another major concern focuses on those home rule cities and counties that a local 

sales tax. Under this system, the caps on local sales tax would be removed, This will have 

a huge impact on those industries that have high inputs and big-ticket items, like 

agriculture, There will be several other industries negatively impacted, as well. 

For instance, if you make a $10,000 purchase, the sales tax might currently cap at 

$25, Under this system, you would pay $100. That will add up over time with all the 

purchases made by farmers and ranchers, The same will be true for all consumers on 

purchases of large ticket items. 

We have read the Agreement between the states and have some concerns, as well. 

NDFB is opposed to a section in the Agreement that states that purchasers of tax 

exempt products must be issued an identification number that shall be presented to the 

seller at the time of sale. I assume this means that all farmers and ranchers must have a 

personal ID#? This will be another form of cumbersome bul'eaucracy for ag producers, 

And then, sel,ers must provide records of tax exempt sales to the state when requested, 

There at'e several references to the fact that sellers must collect personal information 

from purchasers, but it doesn't necessarily just indicate name and address, Granted the 

Agreement has several provisions for privacy of how that information is used and 

protected. But, what's to stop the government from keeping track of what individual 

citizens are buying, when they'.re buying it and from whom? 

Finally, NDFB also has tu question if once this system is established, could it easily 

lead to a national sales tax structure, by simply requiring states to all charge the same 

sales tax rate? 

Again this is a major change in tax policy and North Dakota Fann Bureau urges a no 

vote on this bill. Thank you for your consideration. I would be happy to e!'itertain any 

questions you might have 
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Section 101: TITLE 

A_RTICLEI 

fJJRPOSE AND PRINCIPLE 

This multistate Agreement shall be referred to, cited, and known as the Streamlined Sales and 

Use Tax Agreement. 

Section 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. Uniformity of major tax base definitions. 

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

E. Simplification of state and local tax rates, 

F. Uniform sourcing rules for all taxable transactions. 

G. Simplified administration of exemptions. 

H. Simplified tax returns. 

I. Simplification of tax remittances. 

J. Protection of consumer privacy, 

Section 103: TAXING AUTHORITY PRESERVED 

This Agreement shall not be construed as intending to influence a member state to impose a tax 

on OX' provide an exemption from tax for any item or service. However, if a member state 

chooses to tax an item or exempt an item from tax, that state shall adhere to the provisions 

concerning definitions as set out in Article Ill of this Agreement. 
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Section 104: DEFINED TERMS 

This Agreement defines tenns for use within the Agreement and for application in the sales and 

use tax laws of the member states, The definition of a t~nn is not intended to influence the 

interpretation or application of that term with respect to other tax types. 

An alphabetical list of all the terms defined in the Agreement and their location in the Agreement 

is found in Appendix B of this Agreement, the Index of Definitions. Terms defined for use 

within this Agreement are set out in Article II of the Agretiment, Many of the unifonn definitions 

for application in the sales and use tax laws of the member states are set out in Appendix C of 

this Agreement, the Library of Definitions. Definitions that are not set out in Appendix C arc 

defined when applied in a particular section of the Agreement and are set out in that section of 

the Agreement. The appendices have the same effect as the Articles in th~ Agreement, 

Section 105: TREATMENT OF VENDING MACHINES 

The provisions of the Agreement do not apply to vending machines sales, The Agreement does 

not restrict how a member state taxes vending machine sales, 
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.....--...... 1 ARTlCLEij 

l 2 DEFINITIONS 
3 

4 The following definitfo1.,s apply in this Agreement: 

s SectJon 201: AGENT 

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

7 Section 202: CERTIFIED AUTOMATED SYSTEM (CAS) 

8 Software certified under the Agreement to calculate the tax imposed by eachjurisdiction on a 

9 transaction, determine the amount of tax to remit to thti appropriate state, and maintain a record 

10 of the transaction. 
t , 11 Section 203: CERTIFIED SERVICE PROVIDER (CSP) 

12 An agent certified under the Agreement to perform all the seller's sales and use tax functions, 

13 other than the seller's obligation to remit tax on its own purchases. 

14 Section 204: ENTITY .. BASED EXEMPTION 

15 An exemption based on who purchases the product or who sells the product. 

16 Section 205: MODEL 1 SELLER 

0 17 A seller that bas selected a CSP as its agent to perform all the seller's sales and use tax functions, 

18 ,other than the seller's obligation to remit tax on its own purchases. 
J 

19 Section 206: MODEL 2 SELLER I, 

A seller that has selected a CAS to perform part of its sales and use tax functions, but retains ~ 
20 

f 
21 responsibility for remitting the tax. ~'. 

( 
,I 
; 

22 SectJon 207: MODEL 3 SELLER ;; 
I ,, 

23 A seller that has sales in at least five member states, has total annual sales revenue of at least five i 
ti 

24 hundred million dol1ars, has a proprietary system that calculates the amount of tax due each 

25 jurisdiction, and has entered into a perfonnance agreement with the member states that 

26 establishes a tax performance standard for the seller. As used in this definition, a seller include,s 

27 an affiliated group of sellers using the same proprietary system. 

28 Section 208: PERSON 

29 An individual, trust, estate, fiduciary, partnership, limited liability company, limited liability 

30 partnership, corporation, or any other legal entity. 
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Section 209: PRODUCT-BASED EXEMPTION 

An exemption based on the description of the product and not based on who purchases the 

product or how the purchaser intends to use the product, 

Section 210: PURCHASER 

A person to whom a sale of personal property is made or to whom a service is furnished, 

Section 211: REGISTERED UNDER THIS AGREEMENT 

Registration by a seller with the member states under the central registration system provided in 

Article IV of this Agreement. 

Section 212: SELLER 

A person making sales, leases, or rentals of personal property or services, 

Section 213: STATE 

Any state of the United States and the District of Columbia, 

Section 214: USE-BASED EXEMPTION 

An exemption based on the purchaser's use of the product. 
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ARTICLE JD 
B,EOUJREMENTS EACH STATE MUST ACCEPT TO PARTIClPATE 

Section 301: STATE LEVEL ADMINISTRATION 

Each member state shall provide state level administration of sales and use taxes, The state level 

administration may be perfonned by a rnember state's Tax Commission, Department of Revenue, 

or any other single entity designated by state law. Sellers are only required to register with, flJc 

returns with, and remit funds to the state level authority. Each member state shall provide for 

collection of any local taxes and distribution of them to the appropriate taxing jurisdictions. 

E.ac,h member state shall conduct, or authorize others to conduct on its behalf, all audits of the 

sel1ers registered under the Agreement for that state's tax and the tax of its local jurisdictions, 

and local jurisdiction~ shall not conduct independent sales or use tax audits of sellers registered 

under the Agreement. 

Section 302: STATE AND LOCAL TAX BASES 

Through December 3 l, 2005, if a member state bas local jurisdictions that levy a sales or use tax, 

all local jurisdictions in the state shall have a common tax base, After December 31, 200S, the 

tax base for local jurisdictions shall be identical to the state tax base unless otherwise prohibited 

by federal law. This section docs not apply to sales or use taxes levied on the retail sale or 

transfer of motor vehicles, aircraft, watercraft, modular homes, manufactured homes, or mobile 

homes. 

Section 303: SELLER REGISTRA TJON 

Each member state shall participate in an online sales and use tax registration system in 

cooperadon wi1h the other member states, Under this systern: 

A. A seller registering under the Agreement is registered in each of the member states. 

B. The member states agree not t.o require the payment of any registration fees or other 

charges for a seller to register in a state in which the seller has no legal requirement to 

register. 
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c. 
D. 

A written si1p1ature from the seller is .not required. 

An agent may register a seller under unifonn procedures adopted by the member states, 

E. A se11er may cancel its registration under the system at any time under unifonn 

procedures adopted by the governing board, Cancellation does not relieve the seller of its 

liability for remitting to the proper states any taxes collected. 

Section 304: NOTICE FOR STATE TAX CHANGES 

A. Each member state sbalJ lessen the difficulties faced by sellers when there is a change in 

a state sales or use tax rate or base by making a reasonable effort to do all of the 

following: 

1. Provide sellers with as much advflnce notice. as practicable of a rate change. 

2. Limit the effective date of a rate change to the first day of a calendar quarter. 

3, Notify seJlers of legislative changes in the tax base and amendments to sales and use 

tax rules and regulations. 

B. Failure of a selJer to receive notice or failure of a member state to provide notice or limit 

the effective date of a rate change shall not relieve the seller of its obligation to collect 

sales or use taxes for that member state. 

Section 305: LOCAL RA TE AND BOUNDARY CHANGES 

Each member state that bas local jwisdictions that levy a sales or use tax shall: 

A. Provide that local rate changes will be effective only on the first day of a calendar 

quarter after a minimum of sixty days' notice to sellers. 

B. Apply local sales tax rate changes to purchases from printed catalogs where.in the 

purchaser computed the tax based upon local tax rates published in the catalog only on 

the first day of a calendar quarter after a minimum of one .hundred twenty days• notice to 

sellers. 

C. 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 days' no lice to sellers. 
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D. Provide and maintain a database thnt describes boundary changes for all taxing 

jurisdictions. This database shall include a description of the change and the effective, 

date of the change for sales and use tax purposes. 

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

levying taxes witbiu the state. For the identification of states, collnties, cities, and 

parishes, codes corresponding to the rates must be provided according to Federal 

lnfonnation Processing Standards (FIPS) as developed by the National Institute of 

Standards and Technology. For the identification of all other jurisdictions, codes 

corresponding to the rates must be in the fonnat determined by the governing board. 

F. Provide and maintain a database that assigns each five digit and nine digit zip code 

within a member state to the proper tax rates and jurisdictions. The state must apply the 

lowest combined tax rate imposed in the zip code area if the area includes more than one 

tax rate in any level of taxing jurisdictions. If a nine digit zip code designation is not 

available for a street address or if a seller is unable to determine the nine digit zip code 

designation of a purchaser after exercising due diligence to detennine the desjgnation, 

the seller may apply the rate for the five digit zip code area, For the p~rposes of this. 

section, there is a rebuttable presumption that a seller has exercised due diligence if the 

seller bas attempted to detennine the nine digit zip code designation by utilizing 

software approved by the governing board that makes this designation from the street 

address and the five digit zip code of the purchaser. 

G. Participate with other member states in the development of an addresswbased system for ·111 

I 
assigning taxing jurlsdicdons. The system must meet the requirements developed 

pursuant to the federal Mobile Telecommunications Sourcing Act (4 U.S.C. Sec. 119), 

The governing board may allow a member state to require sellers that register under this 

Agreement to use an address-based system provided by that member state. If any 

member state develops an address-based assignment system pursuant to the Mobile 

Telecommunications Sourcing Act, a seller may use that system in place of the system 

provided for in subsection (F) of this section. 
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Section 306: RELIEF FROM CERTAIN LIABILITY 

Each member state shall relieve sellers and CSPs from Habillty to the member state and local 

jurisdictions for having charged and collected the incorrtct amount of sales or use tax resulting 

from the seller or CSP relying on erroneous data provided by a member state on tax rates, 

boundarles, or taxing jurisdiction assignments. A member state that provides an address-based 

system for assigning taxing jurisdictions pursuant to Section 305, subsection (G) or pursuant to 

the federal Mobile Telecommunications Sourcing Act will not be required to provide liability 

relief for errors resulting from the reliance on the infonnation provided by the member state 

under the provisions of Section 305, subsectfon (F). 

Section 307: DAT ABASE REQUIREMENTS AND EXCEPTIONS 

A. The electronic databases provided for in Section 30S, subsections (D), (E), (F), and (G) 

shall be in a downloadable format approved by the governing board. 

B, The provisions of Section 30S, subsections (F) and (G) do not apply when the purchased 

product is received by the purchaser at the business location of the seller. 

C. The databases provided by Section 305, subsections (D), (E), and (F) are not a 

requirement of a state prior to entering into the Agreement. The governing board shall 

establish the effective dates for availability and use of the databases. 

S~ction 308: ST ATE AND LOCAL TAX RA TES 

A. No member state shall have multiple state sales and use tax rates on items of personal 

property or services after December 31, 2005, except that a member state may impose a 

single additional rate, which may be zero, on food and food ingredients and drugs as 

defined by state law pursuant to the Agreement. 

B. A member state that has local jurisdictions that levy a sales or use tax shall not have 

more than one local sales tax rate or more than one local use tax rate per local 

jurisdiction. If the localjurisdicdon levies both a sales tax and use tax, the local rates 

must be identical. 

C. The provisions of this section do not apply to sales or use taxes levied on electricity, 

piped natural or artificial gas, or other heating fuels delivered by the seller, or the retail 
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sale or transfer of motor vehicles, aircraft, watercraft, ttludular homes, manufactured 

homes, or mobile homes. 

Section 309: APPL~CATION OF GENERAL SOUR(.'lNG RULES AND EXCLUSlONS 

FROM THE RULES 

A. Each member s1ate shall agree to require sellers to source the retail sale of a product in 

accordance with Section 3 J 0, The provisions of Section 310 apply regardless of the 

characterization of a product as tangible personal property, a digital good, or a service. 

The provisions of Section 310 only apply to determine a seller's obligation to pay or 

collect and remit a sates or use tax with respect to the seller's retail sale of a product. 

These provisions do not affect the obligation of a purchaser or lessee to remit tax on the 

use of the product to the taxing jurisdictions of that use. 

B. 
1. 

Section 310 does not apply to sales or use taxes levied on the following: 

The retail sale or transfer of watercraft, modular homes, manufactured homes, or 

mobile homes. These items must be sourced according to the requirements of each 

member state. 

2. The retail sa)e, excluding lease or rental, of motor vehicles, trailers, semi-trailers, or 

3. 

aircraft that do not qualify as transportation equipment, as defined in Section 31 O, 

subsection (D), The retail sale of these items shall be sourced according to the 

requirements of each member state, and the lease or rental of these items must be 

sourced according to Section 310, subsection (C), 

Telecommunications services, as set out in Section 31 S, shall be sourced in 

· accordance with Section 314. 

Section 310: GtNERAL SOURCING RULES 

A. The retail sale, excluding lease or rental, of a product shall be sourced as fallows: 

1. When the product is received by the purchaser at a business location of the selJer, the 

sale is sourced to that business location. 

2. When the product is not receiv~d by the purchaser at a business location of the seUer, 

the' sale is sourced to the location where receipt by the purchaser (or the purchaser's 
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(~., 1 donee, designated as such by the purchaser) occurs, including the location indicated • 2 by instructions for delivery to the p·urchaser (or donee), known to the seller, 

3 3. When subsections (A)(l) and (A)(2) do not app1y, the sale is sourced to the location 

~ 4 indicated by an address for the purchaser that is available from the business records of 

5 the seller that are maintained in the ordinary course of the seller's business when use 

6 of this address does not constitute bad faith. 

7 4. When subsections (A)(]), (A)(2), and (A)(3) do not apply, the sale is sourced to the 

8 location indicated by an address for the purchasor obtained during the consummation 

9 of the sale, including the address of a purchaser1s payment instrument, lf no other 

10 address is avallable1 when use of this address does not constitute bad faith. 

11 s. When none of the previous rules of subsections (A)(l ), (A)(2), (A)(3), or (A)( 4) 

12 apply, including the circumstance in which the seller is without sufficient infonnation 

13 to apply the previous rules, then the location win be determined by the address from 

14 which tangible personal property was shipped, from which the digital good or the 

15 computer software deJivered electronically was first available for transmission by the 

("~ 
16 seller, or from which the service was provided (disregarding for these purposes any 

17 location that merely provided the digital transfer of the product sold). • '~, ... -·· 
18 B. The lease or rental of tangible personal property, other than property identified in 

19 subsection (C) or subsection (D), shall be sourced as follows: 

20 1. For a ]ease or rental that requires recurring periodic payments, the first periodic 

21 payment is sourced the same as a retail sale in accordance with the provisions of 

22 subsection (A). Periodic payments made subsequent to the first payment are sourced 

' 23 to the primary property location for each period covered by the payment. The primary 

24 property location shalJ be as indicated by an address for the property provided by the 

25 lessee that is available to the lessor from its recoJ'ds maintained in the ordinary course 

26 of business, when use of this address does not constitute bad faith. The property 

27 location shall not be altered by intennittent use at different locations, such as use of 

28 business property that accompanies employees on business trips and service c&lJs. 

29 2. For a lease or rental that does not require recurring periodic payments, the payment is 

30 sourced the same as a retail sale in accordance with the provisions of subsection (A). 
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3 . This subsection docs not affect the imposition or computation of sales or use tax on 

leases or rentnJs based on a lump sum or accelerated basis, or on the acquisition of 

property for lease. 

C. The lease or rental of motor vehicles, trailers, semi-trailers, or aircraft that do not qualify 

as transportation equipment, as defined in subsection (D), shall be sourced as follows: 

l. For a lease or rental that requires recurring periodic payments, each periodic payment 

is sourced to the primary property location. The primary property location shall bc, as 

indicated by an address for the property provided by the lessee that is available to the 

lessor from its records maintained in the ordinary course of business, when use of this 

address does not constitute bad faith. This location shall not be alterfld by intennittent 

use at different locations. 

2. For a Jease or rental that does not require recwring periodic payments, the payment is 

sourced the same as a retail sale in accordance with the provisions of subsecdon (A), 

3. This subsection does not affect the imposition or computation of sales or use tax on 

leases or rentals based on a lump sum or accelerated basis. or on the acquisition of 

property for lease. 

D. The retail sale, including lease or rental, of transportation equipment shall be sourced the 

same as a retail sale in accordance with the provisions of subsection (A), 

notwithstanding the exclusion of lease or rental in subsection (A), 11Transportation 

equipment" means any of the following: 

1. Locomotives and railcars that are utilized for the carriage of persons or property in 

interstate commerce. 

2. Truck:; atJd truck-tractors with a Gross Vehlcle Weight Rating (GVWR) of 10,001 

pounds or greater, trailers, semi-trailers, or passenger buses that are: 

a. Registered through the International Registration l'lan; and 

b. Operated under authority of a carrier authorized and certificated by the U.S. 

Department of Transportation or another federal authority to engage in the 

carriage of persons or property in interstate commerce. 
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3, Aircraft that are operated by air carriers authorized and certificated by the U.S. 

Department of Transportation or another federal or a foreign authority to engage in 

the carriage of persons or property in interstate or foreign commerce. 

4. Containers designed for use on and component parts attached or secured on the Hems 

set forth in subsections (D)(J) through (D)(3), 

Section 311: GENERAL SOURCING DEFINITIONS 

8 For the pwposes of Section 310, subsection (A), the terms "receJve11 and "receipt" mean: 

9 A, Taking possession of tangible personal property, 

1 o B, Making first use of services, or 

11 c. Taking possessJon or making first use of digital goods, whichever comes first. 

12 The tenns "receive" and 11receipt" do not include possession by a shipping company o 11 behalf of 

13 the purchaser. 

14 ' 

l!l Section 312: MULTIPLE POINTS OF USE 

16 

Q1, 
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Notwithstanding the provisions of Section 31 O, a business purchaser that is not a holder of a 

direct pay pennit that knows at the time of its purchase of a digital good, computer software 

delivered electronically, or a service that the digital g,,od, computer softwan.1 delivered 

electronically, or service will be concurrently availablt, for use in more than one jurisdiction shall 

deliver to the seller in conjunction with hs purchase a form disclosing this frtct ("Multiple Points 

of Use or MPU11 Exemption Form). 

A. Upon receipt of the MPU Exemption Fonn, the s1~l1er is relieved of all obligation to 

co1Ject, pay, or remit the applicable tax and the purchaser shall be obligated to collect, 

pay, or remit the applicable tax on a direct pay bask 

B. A purchaser delivering the MPU Exemption Fonn may use any reasonable, but 

consistent and unifonn, method of apportionment that. is supported by the purchaser's 

business records as they exist at the time of the consummation of the sale. 

C. The MPU Exemption Form will remain in effect for all future sales by the seller to the 

purchaser ( except as to the subsequent sale's specific apportionment that is governed by 
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the principle of subsection (B) and the facts existing at the time of the sale) until it is 
revoked in wrltirig. 

D. A holder of a direct pay pennit shall not be required to deliver a MPU Exemption Form 

to the seller. A direct pay permit holder sbalJ follow the provisions of subsection (B) in 

apportioning the tax due on a digital good or a service.that will be concurrently available 
for use in more than one jurisdiction, 

Section 313: DIRECT MAIL SOURCING 

A. Notwithstanding Section 310, a purchaser of direct mail that is not a holder of a direct 

pay pennit shall provide to the sel1er in conjunction with the purchase either a Direct 

Mail Fonn or information to show the jurisdictions to which the direct mail is delivered 

to recipients, 

1. Upon receipt of the Direct Mail Form, the sel1er is relieved of all obligations to 

collect, pay, or remit the applicable tax and the purchaser is obligated to pay or remit 

the applicable tax on a direct pay basjs, A Direct Mail Form shall remain in effect for 

all future sales of direct mail by the seller to the purchaser until it is revoked in 

writing, 

2. Upon receipt of information from the purchaser showing the jurisdictions to which 

t11e direct mail is delivered to recipients, the seller shall collect the tax according to 

the delivery information provided by the purchaser. In the absence of bad faith, the 

fleller is relieved of any furtbei obligation to collect tRX on any transaction where the 

seller has co11ected tax pursuant to the delivery infonnation provided by the 

purchaser. 

B. If the purchaser of direct mail does not have a direct pay pennit and does not provide the 

seller with either a Direct Mail Form or delivery information, as required by subsection 

(A) of this section, the seller shall collect the tax according to Section 310, subsection 

(A)(S). Nothing in this paragraph shall limit a purchaser's obligation for sates or us~ tax 

to any state to which the direct mail is delivered, 
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I~ C, If a purchaser of direct mail provides the se11el' with documentation of direct pay 

authority, the purchaser shalt not be required to provJde a Direct Mail Form or delivery 2 

3 infonnation to the seller. 

4 

s Section 314: TELECOMMUNICATION SOURCING RULE 

6 A. Except for the defined telecommunication services in subsection (C), the sale of 

7 telecommunication service sold on a call-by-call basis shall be sourced to (i) each level 

8 

9 

JO 

J1 B. 

12 

13 

14 c. 

of taxing jurisdiction where the call originates and tenninates in that jurisdiction or (ii) 

each level of taxing jurisdiction where the call either originates or tenninates and in 

which the service address is also located. 

Except for the defined te]ecommunication services in subsection (C), a sale of 

telecommunications services sold on a basis other than a call-by-call basis, is sourced to 

the customer's place ofpritnary use. 

The sale of the following telecommunication services shall be sourced to each level of 

15 taxing jurisdiction as follows: 

,/""'\ 16 
1 

,' 17 
.................. 11 

1. A sale of mobile telecommm1ications services other than air-to~ground radiotelephone 

service and prepaid calling 1~ervice, is sourced to the customer's place of primary use 

as required by the Mobile Telecommunications Sourcing Act. 18 

19 

20 

tl 

23 

24 

25 

26 

27 

2. 

3. 

4. 

A sale of post-paid calling service is sourced to the origination point of the 

telecommunications signa.l as first identified by either (i) the seller's 

telecommunications syst,:m, or (ii) information received by the seller from its service 

provider1 where the systt:m used to transport such signals is not that of the seller. 

A sale of prepaid calling service is sourced in accordance with Section 310. Provided 

however~ in the case of a sale of mobile telecommunications service that is a prepaid 

telecommunications service, the rule provided in Section 310, subsection (A)(S) shall 

include as an option the location associated with the mobile telephone number. 

A sale of a private communication service is sourced as follows: 

28 a. Service for a separate charge related to a customer channel termination point is 

29 sourced to each level of jurisdiction in which such customer channel termination 

30 point is located. 
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b. Service where all customer termination points are located entirely within one 

jurisdiction or levels of jurisdiction is sourced iu such jurisdiction in whfoh the 

customer channel tennination points are located, 

o, Service for segments of a channel between two customer channel tennination points 

located in different jurisdictions and which segment of channel are separately charged 

is sourced fifty percent in each level of jurisdiction in which tho customer channel 

termination points are located. 

d. Service for segments of a channel located in more than one jurisdiction or levels of 

jurisdiction and which segments are not separately biJled is sourced in each 

jurisdiction based on the percentage determined by dividing the number of customer 

channel tenniuatlon points in such jurisdiction by the total number of customer 

channel termination points. 

Sectlon 315: TELECOMMUNICATION SOURCING DEFINITIONS 

For the purpose of Section .314. the following definitions apply: 

A. "Air-to-Ground Radiotelephone service11 means a radio service, as that tennis defined in 

47 CFR 22.99, in which common carriers are authorized to offer and provide radio 

telecommunications service for hire to subscribers in aircraft. 

B. 

c. 

D. 

"Call-by-call Basis" means any method of charging for telecommunications services 

where the price is measured by individual calls. 

"Communications Channel" means a physical or virtual path of communications over 

which signals are transmitted between ot among customer channel termination points, 

"Customer" means the person or entity that contracts with the selJer of 

telecommunications services, lfthe end user of telecommunications services is not the 

contracting party1 the end user of the telecommunications service is the customer of the 

telecommunication service, but this sentence only applies for the purpose of sourcing 

sales of telecommunications services under Section 314. 11Customer11 does not include a 

reseller of telecommunications service or for mobile telecommunications service of a 

serving carrier under an agreement to serve the customer outside the borne service 

provider's licensed service area, 
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r 
,,,--..__ E. "Customer Channel Termination Point" means the location w.hr.re the customer either • 2 inputs or receives the communications. 

3 F. "End user" means the person who utilizes the telecommunication service. In the case of 

4 an entity, "end usern means the individual who utilizes the service on behalf of the 

s entity, 

6 G, "Home service provider0 means the same as that tenn is defined in Section 124(5) of 

7 Public Law 106-252 (Mobile Telecommunications Sourcing Act). 

8 H. "Mobile telecommunications service" means the same as that tennis defined in Section 

9 124(5) of Public Law l 06-252 (Mobile Telecommunications Sourcing Act), 

10 I. "Place of primary use" means the street address representative of where the customer's 

l 1 use of the telecommunications service primarily occurs, which must be the residential 
I 12 street address or the primary business street address of the customer. In the case of , 

13 mobile telecommunications services, "place of primary use" must be within the licensed 

14 service area of the home service provider, 

15 J. "Post-paid calling service" means the telecommunications service obtained by making a 

16 payment on a call-by-call basis either through the use of a credit card or payment 

0 17 mechanism such as a bank card, travel cardt credit cardt or debit card, or by charge made • 18 to a telephone number which is not associated with the origination or termination of the 

19 telecommunications service. A post-paid calling service includes a telecommunications 

20 service that would be a prepaid calling service except it is not exclusively a 

21 telecommunication service. 

22 K. "Prepaid calling service" means the right to access exclusively telecommunications JI 

23 services, which must be paid for in advance and which enables the origination of calls 

24 using an access number or authorization code, whether manually or electronically dialed, 

25 and that is sold in predetermined units or dollars of which the number declines with use 

26 in a known amount. 

27 L. "Private communication service" means a telecommunication service that entitles the 

28 customer to exclusive or priority use of a communications channel or group of channels 

29 between or among tennination points, regardless of the manner in which such channel or 

30 channels are connected, and includes switching capacity, extension lines, stations, and 
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any other associated services that are provided in connection with the use of suob 

obannel or channels, 

M, "Service address 11 me1ms:. 

L The location of the telecommunications equipment to which a customer's call is 

charged and from which the call originates or terminates, regardless of where the calJ 

is billed or paid. 

2. If the location in subsection (M)(l) is not known. service address means the 

origination point of the signal of the tele1)ommunications services first identified by 

either the seller's telecommunications sy~tem or in infonnation received by the seller 

from its service provider, where the system used to transport such signals is not that 

of the seller. 

3, If the location in subsection (M)(l) and subsection {M)(2) are not known, the service 

address means the location of the custome.r's place of primary use, 

Section 316: ENACTMENT OF EXEMPTIONS 

A. A member state may enact a product-based exemption without restriction if the 

Agreement does not have a definition for the product or for a tenn that includes the 

product. If the Agreement has a definition for 'the product or for a term that includes the 

product1 a member state may exempt all items included within the definition but shall 

not exempt only part of the items included within the definition unless the Agreement 

sets out the exemption for part of the items as an acceptable variation, 

B. A membt}r state may enact an entity-based or a use-based exemption without restriction 

if the Agre~ment does not have a definition for the product whose use or purchase by a 

specific entity is exempt or for a term that includes the product. If the Agreement has a 

definition for the product whose use or specific: purchase is exempt, a member state may 

enact an entity-based or a use-based exemption. that applies to that product as long as the 

exemption utilizes the Agreement definition of'the product. lfthe Agreement does not 

have a definition for the product whose use or 1;pecific purchase is exempt but has a 

definition for a term that includes the product, a member state may enact a11 entity-based 

or a use-based exemption for the product without restriction. 
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c, For purposes of complying with the requirements in this section, the inclusion of a • product within the definition of tangible personal property is disregarded. 

Section 317: ADMINISTRATION OF EXEMPTIONS 

A. Each member state shall observe the foJJowing provisions when a purchaser claims an 

exemption: 

1. The seller shnll obtain identifying infonnation of the purchaser and the reason for 

claiming a tax exemption at the time of the purchase as determined by the governing. 

board. 

2. A purchaser is not required to provide a signature to claim au exemption from tax 

unless a paper exemption certificate is used, 

3. The seller shall use the standard form for claiming an exemption electronically as 

adopted by the governing board, 

4, The seller shall obtain the same information for proof of a claimed exemption 

regardless of the medium in which the transaction occurred. 

s. A member state may utilize a system wherein the purchaser exempt from the payment 

of the tax is issued an identification number that sbaU be presented to the seller at the • time of the sale. 

6. The seller shall maintain proper records of exempt transactions and provide them to a 

member state when requested, 

7, A member state sha11 administer use-based and entity-based exemptions when ·• 
practicable through a direct pay penniti an exemption certificate, or another means 

that does not burden sellers, 

B. Each member state shall relieve sellers that follow the requirements of this section from 

any tax otherwise applicable if h is detennined that the purchaser improperly claimed an 

exemption and to hold the purchaser liable for the nonpayment of tax, This relief from 

liability does not apply to a se11er who fraudulently fails to collect the tax or solicits 

purchasers to participate in the unlawfu] c]aim of an exemption. 

Section 318: UNIFORM TAX RETURNS 
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Each member state shall: 

A, Require that only on" tax return for each taxing period for each seller be filed for the 

member state and all the taxing jurisdictions within the member state. 

B. Require that returns be due no sooner than the twentieth day of the month following the 

month in which the transaction occurred, 

C. Allow any Mode) 1, Model 2, or Model 3 seller to submit its sales and use tax returns in 

a simplified format that does not include more data fie1ds than pennitted by the 

governing board. A member state may require additional infonnational returns to be 

submitted not more frequently than every six months under a staggered system 

developed by the governing board. 

D. Allow any seller that is registered under the Agreement, which docs not have a legal 

requirement to register in the member state, and is not a Model 1, 2, or 3 seller, to submit 

its sales and use tax returns as follows: 

1. Upon registration, a member state shall provide to the seller the returns required by 

that state. 

2, A member state may require a seller to file ii" return anytime within one year of the 

month of initial registration, and future returns may be required on an annual basis in 

succeeding years, 

3. 1n addition to the returns required in subsection (D)(2), a member state may require 

sellers to submit returns in the month fo1lowing any month in which they have 

accumulated state and local tax funds for the state in tbe amount of one thousand 

do11ars or more. 

E. Participate with other member states in developing a more uniform sales and use tax return 

tba~ when completed, would be available to all sellers. 

F. Require, at each member state's discretion, all Model 1, 2, and 3 sellers to file returns 

electronically. It is the intent of the member states that all member states have the 

capability ofreceiving electronically filed returns by January l, 2004. 

Section 319: UNIFORM RULES FOR REMITTANCES OF FUNDS 

Each member state shall: 
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A, Require only one remittance for each return except as provided in this subsection. If any • additional remittance is required, it may only be required from sellers that collect more 
l 

than thirty thousand dollars in sales and use taxes in the member state during the 
( 
I 
l 

preceding calendar year as provided herein. The amount of the additional remittance 
I 
1 
:l 

shall be detennined through a calculation method rather than actual coJJectfons and shall 
1 

) 

not require the filing of an additional return. i 
i ,, 

Require, at each member state's discretion, an remittances from sellers under Models 1, B. l , 
' 

21 and 3 to be remitted electronically. I 

l c. Allow for electronic payments by both ACH Credit and ACH Debit. J ,, 
D. Provide an alternative method for making 11same day" payments if an electronic funds ;j 

' transfer fails. ,j 

E. Provide that if a due date falls on a legal banking holiday in a member state, the taxes are J 

due to that state on the next succeeding business day, I 
F. Require that any data that accompanies a remittance be fonnatted using uniform tax type 

and payment type codes approved by the governing board. 
• 
! 

• I ,, 
Se:ction 320: UNIFORM RULES FO:R RECOVERY OF BAD DEBTS 

Esteb member state shall use the following to provide a deduction for bad debts to a selJer. To l 
the extent a member state provides a bad debt deduction to any other party, the same procedures ! 

I will apply. Each member state shall: 

A. Allow a deduction from taxable sales for bad debts, Any deduction taken that is I 

attributed to bad debts shall not include iuterest. l •• 
I 

B. Utilize the federal defmition of 11bad debt0 in 26 U,S,C. Sec. 166 as the basis for l 
I 

calculating bad debt recovery. However, thri amount calculated pursuant to 26 U.S,C. I 
' I 

Sec. 166 shall be adjusted to exclude: financing charges or interest; sales or use taxes 

charged on the purchase price; uncollectable amounts on property that remain in the 

possession of the seller until the full purchase price is paid; expenses incurred in 

attempting to collect any debt, and repossessed property, 

c. Allow bad debts to be deducted on the return for the period during which th~ bad debt is 

written off as uncollectable in the claimant's books and records and is eligible to be 
i 
I 

\ 
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(~ deducted for federal income tax purposes. For purposes of this subsection, a claimant 

2 who is not required to file federal iucome tax retun'.ls may deduct a bad debt on a return 

3 filed for the period in which the bad debt is written off as uncollectable in the claimant's 

4 books and records and would be eligible for a bad debt deduction for federal income tax 

s purposes if the claimant was required to file a federal income tax return. 

6 D, Require that, if a deduction is taken for a bad debt and the debt is subsequently collected 

7 in whole or in part, the tax on the amount so collected must be paid and reporied on the 

8 return filed for the period in which the collection is made. 

9 E. Provide that, when the amount of bad debt exceeds the amount of taxable sates for the 

10 period during whlch the bad debt is written off, a refund claim may be filed within the 

11 member state's otherwise applicable statute of limitations for refund claims; however, 

12 the statute of limitations shall be measured from the due date of the return on which the 

13 bad debt could first be claimed, 

14 F. Where filing responsibilities have been assumed by a CSP, allow the service provider to 

15 claim, on behalf of the sell er, any bad debt allowance provided b;:,- · · 1: s section. The CSP 

0 
16 must credit or refund the full amount of any bad debt allowance or refund received to the 

17 seller, 

18 o, Provide that, for the purposes of reporting a payment received on a previously claimed 

19 bad debt, any payments made on a debt or account are applied first proportionally to the 

20 taxable price of the property or service and the sales tax thereon, and secondly to 

21 interest, service charges, and any other charges. 

22 H. In situations where the books and records of the party claiming the bad debt allowance 

23 support an allocation of the bad debts among the member states, pennit the allocation. 
f 

I 24 

25 Section 321: CONFIDENTIALlTY AND PRIVACY PROTECTlONS UNDER MODEL 1 
I 

The purpose of this section is to set forth the member states' policy for the protection of 26 A, 

27 the confidentiality rights of all participants in the system and of the privacy interests of 

28 consumers who deal wHh Model l selJers. 

29 B, As used in this sectiont the tenn 11confidential taxpayer information" means a'n 

30 lnfonnatfon that is protected under a member state's laws, regulations, and privileges; the 
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tenn "personally identifiable information" means infonnation that Jdentifiefl a person; 

and the te1,n "anonymous data" means information that does not identify a person. 

C. The member states agree that a fundamental precept in Model l is to preserve the 

privacy of consumers by protecting their anonymity, With very Hmlted exceptions, a 

CSP shall perform its tax calculation, remJttance, and reporting functions without 

retaining the personally identifiable infonnation of consumers. 

D, The governing board may certify a CSP only if that CSP certifies that: 

1, Its system has been designed and tested to ensure that the fundamental precept of 

anonymity is respected; 

2. That personally identifiable information is only used and retained to the extr.nt 

necessary for the administration of Model 1 with respect to exempt purchasers; 

3, 

4 . 

It provides consumers clear and conspicuous notice of its inform:ition practices, 

including what infom1ation it collects, how it collects the information, how it uses the 

infonnation, how long, if at a11, it retains the information and whether it discloses the 

information to member states. Such notice shall be satisfied by £i written privacy 

policy statement accessible by the public on the official web site of the CSP; 

Its colleotion, use and retention of personally identifiable information will be limited 

to that required by the member stntes to ensure the validity of exemptions from 

taxation that are claimed by reason of a consumer's status or the intended use of the 

goods or services purchased; and 

S. It provides adequate technical, physical, and administrative safeguards so as to 

protect personally identifiable infonnatlon from unauthorized access and disclosure. 

E. Each member state shall provide public notification to consumers, including their exempt 

purchasers, of ihe state's practices relating to the collection, use and rtitention of 

personally identifiable information. 

F. When any personally identifiable information that has been collected and retained is no 

longer required for the purposes set fm·th in subsection (D)(4)t such infonnation shall no 

longer be retained by the member states. 

G. When personally identifiable infonnation regarding an individual is retained by or on 

behalf of a member state, such state shall provide reasonable access by such individual to 
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his or her own information in tbe state's possession and a right to correct any inaccurately 

recorded information. 

H, If anyone other than a member state, or a person authorized by that state's law or the 

Agreement, seeks to discover personally identifiable information, the state from whom 

the infvnnation is sought should make a reasonable and timely effort to notify the 

individual of such request. 

I, This privacy policy is subject to enforcement by member states' attorneys general or other 

appropriate state government authority, 

J. Each member states' laws and regulations regarding the collection, use, and maintenance 

of confidential taxpayer information remain fully applicable and binding. WHhout 

limitation, the Agreement does not enlarge or limit the member states' authority to: 

1. Conduct audits or other review as provided under the Agreement and state law, 

2. Provide records pursuant to a member state's Freedom of Infonnation Act. disclosure 

Jaws with governmental agencies. or other regulations. 

3. Prevent. consistent with state law, disclosures of confidential taxpayer information, 

4. Prevent. consistent with federal law, disclosures or misuse of federal return 

infonnation obtained under a disclosure agreement with the Internal Revenue Service, 

S, Collect. disclose, disseminat.e, or otherwise use anonymous data for governmental 

purposes . 

K, This privacy policy does not preclude the governing boa·rd from certifying n CSP whose 

privacy policy is more protective of confidential taxpayer infonnation or personally 

identifiable information than is required by the Agreement, 

Section 322: SALES TAX HOLIDAYS 

A. If a member state atlows for temporary exemption periods, commonly reforred to as sales 

tax holidays, the member state shall: 

1. Not apply an exemption after December 31, 2003, unless the items to be exempted 

are specifically defined in the Agreement and the exemptions are uniformly applied to 

state and local sales and use taxes. 
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r 
r-·-, \ 2, Provide notice of the exemption period at ]east sixty days' prior to the first day of the 

,1 2 calendar quarter in which the exemption period will begin. 
i 
I 

3 B, A member state may establish a sales tax holiday that utUizes price thresholds set f 
I 

4 by such state and the provisions of the Agreement on the use of thresholds shall 

s not apply to exemptions provided by a state during a sales tax holiday, In order to 

6 provide uniformity, a price threshold established by a member state for exempt 

7 items sha11 include only items priced below the threshold. A member state shall 

l 8 not exempt only a portion of the prJce of an individual item during a sales tax 

l 9 holiday, 
I JO C, The governing board sbaJl estabHsb procedures to provide uniformity for the j ,, 

l 11 administrative issues involved with the implementation of a sales tax holiday. These 

12 issues include, but are not limited to: 
~ 

13 1. Treatment of layaway purchases; 

14 2. Exempt and nonexempt items that are packaged together; 

15 3. Treatment of coupons or discounts; 

r~ 
16 4. Splitting of items nonnally sold together; 

I i 
17 s, Treatment of rain checks; , . .,, .......... 

18 6, Exchanges; 

19 7. Shipping and handling charges; 

20 8, Service charges; 

21 9. Restocking fees; and 

22 10. Order date/Back orders. 

23 

24 Section 323: CAPS AND THRESHOLDS 

25 A. Each member state shall: 

I 26 1. Not have caps or thresholds on the application of state sales or use tax rates or 

27 exemptions that are based on the value of the transaction or item after December 31 1 t 
/, 

2005. A member state may continue to have caps and thresholds until that date. 
,, 

28 

t 
I 

i 
' 
" 
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2. Not have caps that are based on the application of the rates unlcus tho member state 

assumes the administrative responsibility in a manner that places no additional burden 

on the retailer. 

B. Each member state that has local jurisdictions that levy a sales or use tax shall not place 

caps or thresholds on the application of local rates or use tax rates or exemptions that are 

based on the value of the transaction or item after December 31, 2005. A member state 

may continue to have caps and thresholds until that date, 

C. The provisions of this section do not apply to sales or use taxes levied on the retail sale or 

transfer of motor vehicles, aircraft, watercraft, modular homes, manufactured homes, or 

moblle homes or to instances where the burden of administration has been shifted from 

the retailer, 

Section 324: ROUNDING RULE 

A. After December 3 l, 2005, each member state shall adopt a rounding algorithm that meets 

the following criter:la: 

1. Tax computation must be carried to the third decimal place, and 

2. The tax must be rounded to a whole cent using a method that rounds up to the next 

cent whenever the third decimal place is greater than four. 

B. Each state shall allow se11ers to elect to compute the tax due on a transaction on an item 

or an invoice basis, and shalJ allow the rounding rule to be applied to the aggregated state 

and local taxes. No member state shall require a seller to collect tax based on a bracket 

system, 

Section 325: CUSTOMER REFUND PROCEDURES 

A, These customer refund procedures are provided to apply when a state allows a purchaser 

to seek a return of over-collected sales or use taxes from the seller. 

B. Nothing in this section shat] either r~quire a state to provide, or prevent a state from 

providing, a procedure by which a purchaser may seek a refund directly from the state 

arising out of sales or use taxes collected in error by a seller from the purchaser. 
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D. 

Nothing in this section shaU operate to extend any person's time to seek a refund of sales 

or use taxes collected or remitted in error, 

These customer refund procedures provide the first course of remedy available 10 

purchasers seeking a return of over-collected sales or use taxes from the seller, A cause 

of action against the seller for the over-collected sales or use taxes does not accrue until 

a purchaser bas provided written notice to a seller and the seller has had sixty days to 

respond. Such notice to the seller must contain the infom1ation necessary to determine 

the validity of the request. 

,In connection with a purchaser's request from a seller of over-collected sales or use 

taxesJ a selJer shall be presumed to have a reasonable business practice, if in the 

collection of such sales or use taxes, the seller: i) uses either a provider or a system, 

including a proprietary system, that Is certified by the state; and ii) has remitted to the 

state all taxes collected less any deductions, credits, or col1ection allowances. 

Section 326: DIRECT PAY '.PERMITS 

Each member state shall provide for a direct pay authority that aUows the holder of a direct pay 

pennit to purchase otherwise taxable goods and services without payment of tax to the supplier 

at the time of purchase. The holder oftbe direct pay pennit will make a detem1ination of the 

taxabllity and then report and pay the applicable tax due directly to the tax jurisdiction. Each 

state can set its own limits and requirements for the direct pay pennit, The governing board shall 

advise member states when setting state direct pay limits and requirements, and shall consider 

use of the Model Direct Payment Pennit Regulation as developed by the Task Force on EDI 

Audit and Legal Issues for Tax Administration. 

Section 327: LIBRARY OF DEFINITIONS 

Each member state shall utilize common definitions as provided in this section, The terms 

defined are set out in the Library of Definitions, in Appendix C of this Agreement. A member 

state shall adhere to the following principles: 

A. If a tenn defined in the Library of Definitions appears in a member state ~s sales 

and use tax statutes or administrative rules or regulations, the member state shall 
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C. 

enact or adopt the Library definition of the term in ltl> statutes or administrative 

rules or regulations in substantially the same language as the Library definition, 

A member state shall not use a Library definition in its sales or use tax statutes or 

administrative rules or regulations that is contrary to the meaning of the Library 

definition. 

Except as specifically provided in Section 3 J 6 and the Library of Defmitions, a 

member state shall impose a sales or use tax on all products or services included 

within each dt)finition or e-xempt from sales or use tax all products or services 

within each definition. 

Section 328: T AXABilJTY MA TRIX 

A. To ensure unifonn application of tenns defined in the Library of Definitions each 

member state shall complete a taxability matrix adopted by the governing board. 

The member state's entries in the matrix shall be provided and maintained in a 

database that is in a downloadable format approved by the governing board, A 

member state shall provide notice of changes in the taxability of the products or 

services listed in the taxability matrix as required by the governing board. 

B. A member state shall relieve sellers and CSFs from liability to the member state and 

its local jurisdictions for having charged and collected the incorrect amount of sales 

or use tax resulting from the seller or CSP relying on erroneous data provided by the 

member state in the taxability matrix, 

Section 329: EFFECTIVE DATE FOR RA TE CHANGES 

Each member stnte shall provide that the effective date ofrate changes for services covering a 

period starting before and ending after the statutory effective date shall be as follow1:i: 

A. For a rate increase, the new rate shall apply to the first billing period starting on or after 

the effective date. 

B. For a rate decrease, the new rate sha11 apply to bills rendered on or after the effective 

date. 

Streamlined Agreement Page 32 November 12, 2002 

JI 



("' 
2 

3 

4 

s 
6 

7 

8 

9 

10 

i 11 I 

I 12 

13 

14 

15 

1"j 16 
·,,.,,..,. 17 

18 

19 

20 

21 

22 

I 
23 

24 

l 25 

! 26 

27 I 
i 

28 

29 

I 

ARTICLEJY 

SELLER REGISTRATION 

Section 401: SELLER PARTICIPATION 

A. The member states shall provide an online registration system that will allow sellers to 

register ln alJ the member states. 

B. By registering, the seller agrees to collect and remit sales and use taxes for all taxable 

sales into the member states, including member states joining af1er the seller's 

registration. Withdrawal or revocation of a member state shall not relieve a seller of its 

responsibility to remit taxes previously or subsequently collected on behalf of the state. 

C. ln member states where the seller has a requirement to register prior to registering under 

the Agreement, the seller may be required to provide additional information to complete 

the registration process or the seller may choose to register directly with those states. 

D. A member state or a state that has withdrawn or bMn expel1ed shall not use registration 

with the central registration system and the collection of sales and use taxes in the 

member states as a factor in detennining whether the selJer has nexus with that state for 

any tax at any time. 

Secfton 402: AMNESTY FOR REGISTRATION 

A. Subject to the limitations in this section: 

1. A member state shalt provide amnesty for uncollected or unpaid sales or use tax to a 

se11er who registers to pay or to collect and remit applicable sales or use tax on sales 

made to purchasers in the state in accordance with the terms of the Agreement, 

provided that the seller was not so registered in that state in the twelve~month period 

preceding the effective date of the state's participation in the Agreement. 

2. The amnesty will preclude assessment for uncollected or unpaid sales or use tax 

together with penalty or interest for sates made during the period thr. seller was not 

registered in the state, provided registration occurs within twelve months of the 

effective date of the state's participation in the Agreement. 
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B. 

c. 

3. Amnesty similarly shall be provided by any additional state that joins the Agreement 

after the seller has registered. 

The amnesty is not available to a seller with respect to any matter or matters for which 

the seller received notice of the commencement of an audit and which audit is not yet 

finally resolved including any related administrative and judicial processes. 

The amnesty is not available for sa]es or use taxes already paid or remitted to the state or 

to taxes collected by the seller. 

D, The amnesty is fully effective, absent the seller's fraud or intentional misrepresentation of 

a material fact, as long as the seller continues registration and continues payment or 

collection and remittance of applicable sales or use taxes for a period of at least thirty.six 

months, Each member state shall toll its statute of limitations applicable to asserting a tax 

liability during this thirty-six month period, 

E. The antnesty is applicable only to sales or use taxes due from a seller in its capacity as a 

seller and not to sales or use taxes due from a sel1er in its capacity as a buyer. 

F. A member state may allow amnesty on tenns and conditions more favorable to a selfor 

than the tenns required by this section, 

Section 403: METHOD OF REMITTANCE 

Wben registering, the seller may select one of the following methods of remittances or other 

method allowed by state law to remit the taxes collected: 

A, MODEL 1, wherein a se1ler selects a CSP as an agent to perfonn all the seller's sales or 

use tax functions, other than the sener's obligation to remit tax on its own purchases, 

B. MODEL 2, wherein a seller selects a CAS to use which calculates the amount of tax due 

on a transaction, 

C. MODEL 3, wherein a seller utilizes its own proprietary automated sales tax tystem that 

has been certified as a CAS. 

Section 404: REGISTRATION BY AN AGENT 

A seller may be registered by an agent, Such appointment shall be in writing and submitted to a 

member state if requested by the member state. 
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ARTJCLEV 

PROVIDER AND SYSTEM CERTIFICATIOI:i 

Section 501: CERTIFICATION OF SERVICE PROVIDERS AND AUTOMATED 

SYSTEMS 

A. 1be governing board shall certify automated systems and service providers to aid in the 

administration of sale and use tax coUections, 

B. The governing board may certify a person as a CSP iftbe person mee.ts all oftbe 

following requirements: 

1, The person uses a CAS; 

2, The person integrates its CAS with the system of a seller for whom the person 

collects tax so that the tax due on a sale is detennined at the time of the sale; 

3, The person agrees to remit the taxes it collects at the time and in the manner specified 

by the member states; 

4. The person agrees to file returns on behalf of the sellers for whom it collects tax; 

s. The person agrees to protect the privacy of tax infonnation it obtains in accordance 

with Section 32 J of the Agreement; and 

6. The person enters into a contract with the member states and agrees to comply with 

the terms of the contract. 

C. The governing board may certify a software program as a CAS iftbe governing board 

determines that the program meets all of the following requirements: 

1. It detennines the applicable state and local sales and use tax rate for a transaction, in 

accordance with Sections 309 to 315, inclusive; 

2, lt detennines whether or not au item is exempt from tax; 

3, It determines the amount of tax to be remitted for each taxpayer for a reporting 

period; 

4, It can generate reports and returns as required by the governing board; and 

S. It can meet any other requirement set by the governing board. 

D. The governing board may e~tablish one or more sales tax performance standards for 

Model 3 sellers that meet the eligibility criteria set by the governing board and that 
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developed a proprietary system to detennine the amount of sales and use tax due on 

trans actions. 
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ARTICLE Y1 
MONETARY ALLOWANCES FOR NEW TECHNOLOGICAL MODELS FOR SALES 

TAX COLLECTION 

Section 601: MONETARY ALLOWANCE UNDER MODEL 1 

A. Each member state shaU provide a monetary allowance to a CSP in Model 1 in 

accordance with the terms of the contract between the governing board and the CSP, The 

details of the monetary allowance will be provided through the contract process. The 

governing board shaU require that such allowance be funded entire]y from money 

collected in Model 1. 

B. The contract between the governing board and a CSP may base the monetary allowance 

to a CSP on one or more of the following: 

1. A base rate that applies to taxable transactions processed by the CSP. 

2, For a period not to exceed twentywfour months following a voluntary seller's 

registration through the Agreement's central registration process, a percentage of tax 

revenue generated for a member state by the voluntary sel1er for each member state 

for which the seller docs not have a requirement to register to collect the tax, 

Section 602: MONETARY ALLOWANCE FOR MODEL 2 SELLERS 

The member states initially anticipate that they will provide a monetary allowance to sellers 

under Model 2 based on the following: 

A. All sellers shall receive a base rate for a period not to exceed twenty-four months 

following the commencement of participation by a seller. The base rate will be set after 

the base rate has been established for Model l. This allowance will be in addition to any 

discount afforded by each member state at the time, 

B, The member states anticipate a monetary allowance to a Model 2 SeJJer based on the 

following: 

1. For a period uot to exceed twenty-four months following a voluntary seller's 

registration through the Agreement's central registration process, a percentage of tax 
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revenue ge.nerated for a member state by the voluntary seller for each member state 

for which the seller does not have a requirement to register to collect the tax. 

Following the conclusion of the twenty-four month period, a seller will only be 

entitled to a vendor discount afforded under each member state's law at the time the 

base rate expires, 

Section 603: MONETARY ALLOWANCE FOR MODEL 3 SELLERS AND ALL OTHER 

SELLERS THAT ARE NOT UNDER MODELS 1 OR 2 

The member states anticipate that they will provide a monetary allowance to sellers under Model 

3 and to al1 other sellers that are not under Models l or 2 based OIJ the following: 

A. For a period not to exceed twenty"four months following a voluntary seller's registration 

through the Agreement's central registration process, a percentage of tax revenue 

generated for a member state by the voluntary seller for each member state for which the 

seller does not have a requirement to register to collect the tax. 

B. Vendor discounts afforded under each member state's law. 
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ARTICLE VI! 

AGREEIVIENT ORGANIZATIOlS 

Section 701: EFFECTIVE DATE 

The Agreement shall become binding and take effect when at least ten states comprlsing at least twenty 

percent of the total population, as determined by the 2000 Federal census, of all states imposing a state 

sales tax have petitioned for membership and have been found to be in compliance with the 

requirements of the Agreement pursuant to Section 805. The Agreement shall take effect on the first 

day of a calendar quarter at least sixty days after the tenth state is found in compliance, but cannot take 

effect prfor to July 1, 2003, 

Section 702: APPROVAL OF INITIAL STATES 

• 

I~ 
16 

17 

Prior to the effective date of the Agreement, a state may seek membership by forwarding a petition for 

membership and certificate of compliance to the Co-Chairs of the Streamlined Sales Tax Implementiug 

States, A petitioning state shall also provide a copy of its p •tition for membership and certificate of 

compliance to each of the Streamlined Sales Tax Implementing States, A petitioning state shall also 

post a copy of its petition for membership and certificate of compliance on that state's web site. • 18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Upon receipt of the requisite number of petitions as provided in Section 701 1 the Co-Chairs shall 

convene and preside over a meeting of the petitioning states for the purpose of detenninir1g if the 

petitioning states are in compliance with the Agreement. An affmnative vote of three-fourths of the 

other petitioning states is necessary for a petitioning state to be found in compliance with the 

Agreement. A petitioning state shall not vote on its own petition for membership. 

The Co-Chairs shall provide the public with an opportunity to comment prior to any vote on a state's 

petition for membership. 

Streamlined Agreement Page 39 November 12, 2002 • 

Tht Mf Cl"ograph f f ' ~-- -··· --·--- . 
were fflmed ,~ :ho~oes on t~fa film are accurate reproductions of records CH!lfvered t.o Modern lnformatfon syatema for microfflmtno and 
(ANSI) for archfval :fc~:~t1:'r'~o~~c':!•fTI•~h ~h1~J!i0 t,ographfboc proceH meets standards of the Amtl'foan Natfonal Standards rnatftute 
dooi.anent being filmed, • 8 image a ve fa le legible than thfa Notice, ft fa due to the quality of the 

,e,eH 

I 



r· 
L 

i 
I 
/ 

l 
j 

1 

2 

3 

4 

s 
6 

7 

8 

9 

10 

11 

12 

13 

ARTICLE VIII 

STATE ENTRY AND WITHDRAWAL 

Section 801: ENTRY INTO AGREEMENT 

After the effective date of the Agreement, a state may apply to become a party to the Agreement by 

submitting a petition for membership and certificate of compliance to the governing board. The petition 

for membership shall include such state's proposed date of entry, The petitioning state's proposed date 

of entry shall be on the first day of a calendar quarter. The proposed date of entry shall be a date on 

which all provisions necr::isary for the state to be in compliance with the Agreement are in place and 

effective. 

The petitioning state shall provide a copy of its petition for membership and t.he certificate of 

14 compliance to each member state when the petitioning state submits its petition I.Jr member:ibip to the 

i 15 governing board. A petitioning state shall also post a c.opy of its petition for membership and certificate I ~ 16 of compliance on that state's web site, 

i ~' 17 

\ 18 Section 802: CERTIFICATE OF COMPLIANCE 

19 The certificate of compliance shall be signed by the chief exNutive of the state's tax agency. The 

20 certificate of compliance shall document compliance with tbe provisions of the Agreement and cite 

21 applicable statutes, rules, regulationst or other authorities evidencing such compliance. 

22 

23 Section 803: ANNUAL RE~CERTIFICATION OF MEMBER STATES 

24 Each member state shall annually re .. certify that such state is in compHance with the Agreement. Each 

25 memher state shall make a re .. certification to the governing board on or before August l of each year 

26 after the yc:ar of the state's entry. In its annual re-certification, the state shall include any changes in its 

27 statuteb, mles, regulations, or other authorities that could affect its compliance with the tenns of the 

28 Agreement. The re-certification shall be signed by the chief executive of the state 1s tax agency. 

29 
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A member state that cannot re-certify its compliance with the Agreement shall submit a statement of 

non-compliance to the governing board. The statement of non-compliance shall 1nclude any action or 

decision that takes such state out of compliance with the Agreement and the steps it witl take to return to 

compliance. The governing board shall promulgate rules and procedures to respond to statements of 

noncompliance in accordance with Section 809, 

Each member state shall post its annual re-certification or statement of non-compliance on that state,s 

web site. 

Section 804: REQUIREI\1ENTS FOR l\1El\1BERSHIP APPROVAL 

The governing board shall determine if a petitioning state fa in compliance with the Agreement. A three­

fourths vote of the entire governing board is required to approve a state's petition for membership, The 

governing board shaJl provide public notice and opportunity for comment prior to voting on a state's 

petition for membership. A state ,s membership is effective on the proposed date of 1.~ntry in its petition 

for membership or the first day of the calendar quarter after its petition is approved by the governing 

board, whichever is later, and is at least sixty days after its petition is approved. 

Section 805: COMPLIANCE 

A state is in compliance with the Agreement if the effect of the state's laws, rules, regulations, and 

policies is substantially compliant with each of the requirements set forth in the Agteernent. 

Scdlon 806: AGREEMENT AlJMINISTRA TJON 

Authority to administer the Agreement shall rest with the governing board comprised of representatives 

of each member state. Each member state may appoint up to four representatives to the governing 

bomd. The representatives shall be members of the executive or legislative branches of the state, Each 

member state sha)] be entit)ed to one vote on the governing board. Except as otherwise provided in the 

Agreement, all actions taken by the governing board shall require an affirmative vote of a majority of 

the governing board present and voting. The. governing board shall determine its meeting schedule, but 

shall meet at least once nnnualJy, The governing board shaU provide a public comment period at each 

meeting to provide members of the public an opportunity to address the board on matters relevant to the 

• 

• 
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administration or operation of the Agreement, The governing board shalJ provide public notice of its 

meetings at least thirty days in advance of such meetings, The governing board shall promulgate ru]es 

establishing the public notice requirements for bo]ding emergency meetings on less than thirty day's 

notice. The governing board may meet electronically, 

The governing board is responsible for the administration and operation of the Agreement, including the 

appointment of all manner of committees. The governing board may employ staff, advisors, consultants 

or agents. The governing board may promulgate rules and procedures it deems necessary to carry out its 

responsibilities. The governing board may take any action that is necessary and proper to fulfill the 

purposes of the Agreement. The governing board may allocate the cost of administration of the 

Agreement among the member states. 

The governing board may assign committees certain duties, including, but not limited to: 

A. Responding to questions regarding the administration oftbe Agreement; 

B. Preparing certification requirements and coordillating the certification process for CSPs; 

C. Coordinatingjoint audits; 

D, Issuing requests for proposals; 

E. Coordinating contracts with member states and providers; and 

F. Maintaining records for the governing board, 

Section 807: OPEN MEETINGS 

Each meeting of the governing board and the minutes tl,ereof shall be open to the public except as 

provided herein. Meetings of the governing board may be closed only for one or more of the following: 

A, Personnel issues, 

B. Infonnation required by the Jaws of any member state to be protected from public disclosure. In 

the meeting, the governing board shall excuse any attendee to whom confidential taxpayer 

infonnation cannot be disclosed under the law of any member state. 

C. Proprietary infonnation requested by any business to be protected from disclosure. 
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D. 

2 

The consideration of issues incident to competiiive bidding, requests for information, or 

certification, the disclosure of which would defeat the public interest in a fair and competitive 

3 process. 

4 E. 

5 

The consideration of pending litigation in a member state the discussion of which in a public 

session would, in the judgment of the member state engaged in the litigation, adversely affect its 

6 interests. In the meeting, the governing board shall excuse any attendee to whom confidential 

7 taxpayer infonnation cannot be disclosed under the law of any member state. 

8 

9 

]0 

11 

12 

13 

14 

15 

A closed session of the governing board may be convened by the chair or by a majority vote of the 

governing board, When a closed session is convened, the reason for the closed session shaJl be noted in 

a public session. Any actions taken in the closed session shalt be reported immediately upon the 

reconvening of a public session, 

Section 808: \\1ITHDRA WAL OF l\1ElVIBERSHIP OR EXPULSION OF A M'.EMBER 

With respect to each member state, the Agreement shall continue in ful) force and effect until a member 

state withdraws its membership or is expelled.. A member state ,s withdrawal or expulsion cannot be 

• 

16 

17 

18 

effective until the first day of a calendar quarter after a minimum of sixty days' notice. A member state • 

shaU submit notice of its intent to withdraw from the Agreement to the governing board and the chief 

executive of each member state,s tax agency, The member state shall provide public notice of its intent 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

to withdraw and post its notice of intent to withdraw on its web site, The withdrawal by or expulsion of 

a state does not affect the validity of the Agreement among other member states. A state that withdraws 

or is expelJcd from the Agreement remains liable for its share of any financial or contracn.1aJ obligations 

that were incurred by the governing board prior to the effective date of that state's withdrawal or 

expulsion. The appropriate share of any financial or contractual obligation shall be determined by the 

state and the governing board in good faith based on the relative benefits received and burdens incurred 

by the parties. 

Section 809: SANCTION OF ME1\IDER ST ATES 

If a member state is found to be out of compliance with the Agreement, the governing board may 

consider sanctions against the state. The sanctions that the governing board may impose ii1clude 
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expulsion from the Agreement, or other penalties as determined by the governing board, The adoption of 

a resolution to sanction a member state for noncompliance with the Agreement shall require the 

affirmative vote of three-fourths of the entire governing board, exc]uding the state that is the subject of 

the resolution. The member state that is the subject of the resolution shall not vote on such resolution. 

Reso]utions se.eking sanctions shall be acted upon by the governing board within a reasonable period of 

time as set forth in the governing board's rules, The governing board shall provide an opportunity for 

public comment prior to action on a proposed sanction, 

Section 810: STATE AND LOCAL ADVISORY COUNCIL 

The governing board shall create a State and Local Government Advisory Council to advise the 

governing board on matters pertaining to the administration of the Agreement. The membership shall 

include at least one representative from each state that is a participating member of the Streamlined 

Sales Tax Project pursuant to the Operating Rules of the Project as designated by that state, In addition, 

the governing board shall appoint local government officials to the State and Local Government 

Advisory Council. 1be governing board may appoint other state officials as it deems appropriate, 

Matters pertaining to the administration of the Agreement shal1 include, but not be limited to, admission 

of states into membernhip, noncompliance, and interpretations, revisions or additions to the Agreement. 

The State and Local Government Advisory Council shaJI advise and assist the Business and Taxpayer 

Advisory Council in the functions noted in Section 811. 

Section 811: BUSINESS AND TAXPAYER ADVISORY COUNCIL 

The governing board shall create a Business and Taxpayer Advisory Council from the private sector to 

advise the govcniing board on matters pertaining to the administration of the Agreement, These matters 

shall includet but not be limited to, admission of states into membership, noncompliance, and 

interpretations, revisions or additions to the Agreement. The Business and Taxpayer Advisory Council 

shall advise and assist the State and Local Government Advisory Council in the functions noted in 

Section 810. 
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ARTlCLE IX 
{\lVlENDJ\1ENTS AND INTERPRETATIONS 

Section 901: AMENDM~ENTS TO AGREE1\1ENT 

Amendments to the Agreement may be brought before the governing board by any member state. The 

Agreement may be amended by a three~fourths vote of the entire governing board, The governing board 

sba]] give the Governor and presiding officer of each house of each mem bcr state notice of proposed 

amendments to the Agreement at least sixty days prior to consideration. The governing board shall give 

public notice of proposed amendments to the Agreement at least sixty days prior to consideration, The 

governing board shall provide an opportunity for publlc comment prior to action on an amendment to 

the Agreement. 

Section 902: INTERPRETATIONS OF AGREEMENT 

• 

,,,.~-... , 
' 16 

Matters invo)ving interpretation of the Agreement may be brought before the governing board by any 

member state or by any other person, All interpretations shall require a three-fourths vote of the entire 

governing board, The governing board shall publish all interpretations issued Qt1der this section, 

Interpretations shall be considered pnrt of the Agreement and shall have the same effect as the 

Agreement. The governing board shall act on requests for interpretation of the Agreement wHhin a 

reasonable period of time and under guidelines and procedures as set forth in the governing board's 

rules, The governing board may detennine that it wi11 not issue an interpretation. The goveming board 

shal] provide an opportunity for public comment prior to issuing an interpretation of the Agreement. 
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Section 903: DEFINITION REQUESTS 

Any member state or any other person may make requests for additional definitions or for 

interpretations on how an individual product or service fits within a definition. Requests shall be 

submitted in writing as determined by the governing board. Such requests shall be referred to 

the Advisory Council created in Section 810 or other group under guidelines and procedures as 

set forth in the governing board's rules, The entity to which the request was referred shall post 

notice of the request and provide for input from the public and the member states as directed by 
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the governing board, Within one hundred eighty days after receiving the request1 they shall 

report to the governing board one of the following rcconunendatlons: 

A. That no action be taken on the request; 

B. That a proposed amendment to the Library be submitted; 

C, That an interpretation request be submitted; or 

D, That additlonal time is needed to review the request. 

If either an amendment or an interpretation is recommended, the entity to which the request was 

referred shall provide the appropriate language as required by the governing board. The 

governing board shall take action on the recommendation of the entity to which the request was 

referred at the next meeting of the governing board pursuant to the notice requirements of 

Section 806. Action by the governing board to approve a recommendation for no action shall be 

considered the final disposition of the request. Nothing in this paragraph shall prohibit a state 

from dirnctly submitting a proposed amendment or an interpretation request to the governing 

board pursuant to Sectlou 901 or Section 902. 
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A,RTICLE X 
ISSUE RESOLUTION PROCESS 

Section 1001: RULES AND PROCEDURES FOR ISSUE RESOLUTION 

The governing board shall promulgate rules creating an issue resolution process, The rules shall govern 

the conduct of the process, including the participation by any petitioner, affected state1 and other 

interested party, the dispositiou of a petition to invoke the process, the allocation of costs for 

participating in the process, the possible involvement of a neutral third party or non-binding arbitration, 

and such further details as the governing board detennines necessary and appropriate, 

Section 1002: PETITION FOR RESOLUTION 

Any member state or person may petition the governing board to invoke the issue resolution process to 

resolve matters of: 

A. Membership of a state under Article Vlll; 

B. 
C. 
D. 

Matters of compliance under Section 805; 

Possibilities of sanctions of a member state under Section 809; 

Amendments to the Agreement under Section 901; 

E. Interpretation issues, including differing interpretations among the member states, under Section 

902; or 

F. Other matters at the discretion of the governing board. 

Section 1003: FINAL DECISION OF GOVERNING BOARD 

The governing board shall consider any recommendations resulting from the issue resolution process 

before making its decision, which decision shall, as with all other matters under the Agreement, be final 

and not subjwet to further review. 

Section 1004: LIM:ITED SCOPE OF THIS ARTICLE 

Nothing in this Article shall be construed to substitute for, stay or extend, limit, expand, or 

otherwise affect, in any manner, any right or duty that any person or governmental body has 

under the laws of any member state or local government body, This Article is specifically 
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subject to the tenns of Article XI and shall not be construed as taking precedence over Article 

2 XI. 
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ARTJCLEX} 

RELATIONSHIP OF AGREEJ\1ENT TO MEMBER STATES AND PERSON~ 

Section 1101: COOPERATING SOVEREIGNS 

This Agreement is 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 L1u]y adopted law of each member state. 

Section 1102: RELATIONSHIP TO STATE LAW 

No provision' oftbe Agreement in whole or part invalidates or amends any provision of the law 

of a member state. Adoption of the Agreement by a member state does not amend or modify any 

law oftbe state. Implementation of any condition of the Agl'eement in a member state, whether 

adopted before, at, or after membership of a state, must be hy the action of the member state. All 

member states remain subject to Article VJil. 

Section 1103: LIM'.ITED BINDING AND BENEFICIAL EFFECT 

A, This Agreement binds and inures only to the benefit of the member states. No person, 

other than a member state, is an intended beneficiary of this Agreement. Any benefit to a 

person other than a state is established by the laws of the member states and not by the 

tenns of this Agreement. 

B, Consistent with subsection (A), no person shall have any cause of action or defense under 

the Agreement or by virtue of a member state's approval of the Agreement. No persot.1 

may challenge, in any action brought under any provision of1aw, any action or inaction 

by any department, agency, or other instrumentality of any member state, or any political 

subdivision of a member state on the ground that the action or inaction is inconsistent 

with the Agreement. 

C. No law of a member 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. 
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2 Section 1104: FINAL DETERM]NATIONS 

3 The detenninations pertaining to the Agreement that are made by the member states are final 

4 when rendered and are not subject to any protest, appeal, or review. 
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ARTICLEXIl 

REVIEW OF COSTS AND BENEFITS ASSOCIATED \VITH THE AGREEl\1ENT 

Section 1201: REVIEW OF COSTS AND BENEFITS 

The governing board will review costs and benefits of administration and collection of sales and 

use taxes incurred by states and sellers under the existing sales and use tax laws at the time of 

adoption of the Agreemeut and the proposed Streamlined Sales Tax Agreement. 
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APPENDIX A 
STREAMLINED SALES AND USE TAX AGREEl"1ENT 

PETITION FOR MEMBERSHIP 

WHEREAS, it is in the interest of the private sector and of state and local governments to 

simplify and modernize sales and use tax administration; 

WHEREAS, such simplificati0n and modernization will result in a substantial reduction in the 

costs and complexity for sclJers of personal property and services in conducting their commercial 

enterprises; 

WHEREAS, such simplification and modernization will also result in additional voluntary 

compliance with the sales and use tax laws; 

WHEREAS, such simplification and modernization of sales and use tax administration is best 

conducted in cooperation and coordination with other states; and 

WHEREASt the State of ____ , ____ levies a sales tax and levies a use tax, "Sales 

tax" means the tax levied under (CITE SPECIFIC STATUTE) and 0 use tax0 means the tax 

levied under (CITE SPECIFIC STATUTE), 

NOW, the undersigned representative hereby petitions the governing board of the Streamlined 

Sales and Use Tax Agreement (or Co-Chairs of the Streamlined Sales Tax Implementing States) 

for membership into the Agreement. 

NAME 

TITLE 

STATE OF 
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Appendix B 

INDEX OF DEFINITIONS 

--
Term Placement in Agreement 

Alcoholic beverages Appendix C, Part II, within food and food products 
category 

Agent Article n, Section 20.t 
Air-to-ground radiotelephone Article III, Section 315 servlce 
Call-by-call basis Article Ill, Section 315 --
Candy Appendix C, Part II, within food and food products 

cate2orv -· , .. , 
Certified automated system Article Il, Section 202 

Certified service provider Article II, Section 203 
~ 

Clothing Appendix C, Part U, within clothing category 

Clothing accessories or equipment Appendix C, Part II, within clothing category 

Computer Appendix C, Part II, within computer related 
cateizorv 

Computer software Appendix C, Part 11, within computer related • categorY 
Communicstions channel Article ID, Section 31 S -· -
Confidential taxpayer information Article Ill, Section 321 

Customer Article In, Section 315 
Customer channel termination -- ---

Artlcle ID, SectJon 315 point - -u 
Delivered electronically AppendL't C, Part n., within computer related 

cate201v 
Delivery charges Appendix C, Part I, 1 

Dietary supplement 
Appendix C, Part n, within food and food products 
categorv - -

Direct mail Appendix C, P&rt I, 2 
--· - -
Owg Appendix C, Part n, within health care category 

Durable medical equipmeat Appendix C, Part ll, within health care category -- Appendix C, Library, within computer related 
Electronic cate~orv 
End user Article m, Section 3 l S 
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Term Placement In Agreement 

Entity-based exemption Article Il 1 Section 204 

Food ancl food ingredients Appendix C, Part II, wlthln food and food products 
category ---- -

Food sold through vending Appendix C1 Part II, within food and food products 
machines category --
Grooming and hygiene products Appendix C, Part II, within health care category 

Home service provider Article III, Section 3 l S ,_ 
Lease Appendix C, Part l1 3 

Load and leave Appendix C, Part II, wlthin computer related 
category 

MobHe telecommunications Article III, Section 31 S service 

Mobility enhancing equipment Appendix C, Part Il, within health care category 

Model l Seller Article U, Section 205 

Model 2 Seller Article 111 Section 206 

Model 3 Seller Article Il, Section 207 

Over-the-counter drug Appendix C, Part II, within health care category 

Person Article 111 Section 208 

Place of primary use Article III, Section 31 S 

Post-paid calHng service Article III, Section 315 

Prepaid calling service Article III, Section 315 

Prepared food Appendix C, Part II, within food and food products 
catego!}'. 

Prescription Appendix C, Part II, within health care category 

Prewritten computer coftware Appendix C1 Part II, within computer related 
category 

' Private communication service Article III, Section 31 S 

Product-based exemption Article Il1 Section 209 

Prosthetic device Appendix C, Part II, within health care category 

Protectlve equipment Appendix C, Part II, within clothing category 

Purchase price Appendix C1 Part I, 4 

Purchaser Article n1 Section 2 J 0 

Receive and receipt Article Ill, Section 311 
k 

Registered under this agreement Article II, Section 211 

Rental Appendix C, Part I, 3 
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Term Placement in Agreement 
Retail sale Appendix C1 Part l. S • 
Sale at retail Appendlx C, Part I, 5 

Sales price Appendix C, Part I, 6 

Seller Article II, Section 212 

Service address Article III, Section 315 

Soft drinks Appendix C, Part n, within food and food products 
cateaorv 

Sport or recreational equipment Appendix C, Part II, within clothing category 
i 

State Article 11, Se:ction 213 

Tangible per~onal property Appendix C, Part 11 7 

Tobacco 
Appendix C, Part II, within food and food products 
catc2orv 

·I 

l 
l . 
! 

Transportation equipment Article Ill, Section 310 i 
Use-based exemption Article ll, Section 214 ! 

I 

• 
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Part I 

Appendix C 

LIBRARY OF DEFINITIONS 

Administrative definitions including tangible personal property, Terms Included 

in this Part are core terms that apply in imposing and administering sales and use taxes. 

Part II Product definitions, Tenns included in this Part are used to exempt hems from 

sales and use taxes or to impose tax on items by narrowing an exemption that otherwise includes 

these items. 

Part Ill Reserved for sales tax holiday definitions. 

PART I 

Administrative Definitions 

1 • ''DelJvery charges" means charges by the seller of personal property or services for 

preparation and delivery to a location designated by the purchaser of personal property or 

services including, but not limited to, transportation, shipping, postage, handling, crating, and 

packing. 

A member state may exclude from "delivery charges" the charges for delivery of 11direct 

mail" if the charges are separately stated on an involce or similar billing documeut given to 

the purchaser. 

2. 11Direct tnaU0 means printed material delivered or distributed by United States mail or other 

delivery service to a mass audience or to addressees on a mailing list provided by the 

purchaser or at the direction of the purchaser when the cost of the items are not billed directly 

to the recipients. "Direct mai111 includes tar1gible personal property supplied directly or 

indirectly by the purchaser to the direct mail seller for inclusion 1n the package containing the 
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printed material. "Dfrect mail0 does not include multiple items of printed material delivered • 

to a single address. 2 
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3. "Lease or rental" means any transfer of possession or control of tangible personal property 

for a fixed or indeterminate term for consideration, A lease or rental may include future 

options to purchase or extend. 

A. Lease or rental does not include: 

1. A transfer of possession or control of property under a security agreement or deferred 

payment plan that requires the transfer of title upon completion of the required 

payments; 

2. A transfer or possession or control of property under an agreement that requires the 

transfer of title upon completion of required payments and payment of an option price 

does not exceed the greater of one hundred dollars or one percent of the total required 

payments; or 

3. Providing tangible personal property along with an operator for a fixed or 

indeterminate period of time. A condition ofiliis exclusion is that the operator is 

necessary for the equipment to perfonn as designed. For the purpose of this 

subsection, an operator must do more tha-a maintain, inspect, or set•up the tangible 

personal property. 

B. Lease or rental does include agreements covering motor vehicles and trailers where the 

amount of consideration may be increased or decreased by reference to the amount 

realized upon sale or disposition of the property as defmed in 26 USC 770l(h)(1). 

C, This definition shall be used for sales and use tax purposes regardless if a transaction is 

characterized as a lease or rental under generally accepted accounting principles, the 

Internal Revenue Code, the [state commercial code], or other provisions of federal, state 

or local law. 

D. This definition will be applied only prospectively from the date of adoption and will 

have no retroactive impact on existing teases or re.ntals. This definitiou sha11 neither 

impact any existing sate~leaseback exemption or exclusions that a state may have, nor 
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preclude a state from adopting a sale.leaseback ex emption or exclusion after the 

effective date of the Agreement. 

4. "Purchase price" applies to the measure subject to use tax and bas the same meaning as 

sales price. 

5, icRetall sale or Sale at retatr' means any sale, lease, or rental for any purpose other than for 

resale, sublease, or subrent. 

6. "Sales prJce" applies to the measure subject to sales tax and means the total amount of 

consideration, includjng cash, credit, property, and services, for which personal property 01· 

services are sold, leased, or rented, valued jn money, whether received in money or 

otherwise, without aay 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 

transportation 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 complete the sale, other than 

delivery and installation charges; 

D. Delivery charges; 

E. Installation charges; 

F. The value of exempt personal property given to the purchaser where taxable and 

exempt personal property have been bundled together and sold by the se11er as a 

single product or piece of merchandise; and 

G, Credit for any tradewin, as determined by state law. 

States may exclude from 0 sales price" the amounts received for charges included in paragraphs 

(C) through (G) above, if thoy are separately statr.ri on the invoice, billing, or similar document 

given to the purchaser. 

"Sales price,, shall not include: 
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A, Discounts, including cash, tenn, or coupons that are not reimburced by a third 

party thnt are allowed by a se11er and taken by a purchaser on a sale; 

B. Interest, financing, 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 thflt are separately stated on 

the invoice, bill of sale or similar document given to the purchaser, 

7. "Tangible personal property,, means persoual property that can be seen, weighed, 

measured, felt, or touched, or that is in any other manner perceptible to the senses. "Tangible 

personal property0 includes electricity, water, gas, steam, and prewritten computer software, 

''"t.k '~ "'k. .. ·~.ff'. 

• 

•
l 

I 
i 
i 
I 

' i 

I 
' 

l; ,,, 
':, 

Streamlined Agreement Page 59 November 12, 2002 • 
',,, •• ,,, I i,'I 

Tht •tcroc,r-llphto fllllttt on t~f• ft l1111r11ecur1t1 reproducttona of r;;rda* dftl f~~-~~ to Modern JnforNtf on svateN for mlort>ff llitng Ind 
Ntrt ff lMd tn the reaul1r cour1t of bualne11. The photo0ral)hf c proc~H l'l'l&eta standardt of the Alnerf can National St1nd1rdt tnatltute 
doc(ANII) for 1rohtY1I •tcrcftl•. N011C1!1 If tho fllmed tmoae 'd t, ~ levtble then thta Nottoe, tt t, duo to th• qutllty of th• 

U!Mlnt be frig f tl Med. . 

~ th QJJ.a m l . • ~ oo ..... J{)~/4 ·· tJ:3 
0p1r1toriisl onaturer Date 

I 



I •· 

I 
. ' 

I 

j 

I 

2 

3 

4 
5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

o:: 
18 

19 

20 

21 

t2 

23 

24 

25 

26 

27 

28 

29 

30 

PARTij 

Procluct Definitions 

CLOTHING 
"Clothing" means all human wearing apparel sultable for general use, 

contains examples and is not intended to be an all-lnclusive list. 

A. 11Clothing0 shall include: 

1. Aprons, household and shop; 

2. Atblet{~ supporters; 

3, Baby receJving blankets; 

4. Bathing suits and caps; 

s. Beach capes and coats; 

6. Belts and suspenders; 

7. Boots; 

8, Coats and jackets; 

9. Costumes; 

10. Diapers, children and adult, including disposable diapers; 
11. Earmuffs; 

12. Footlets; 

13. Fonnal wear; 

14, Garters and garter belts; 

15. Girdles; 

16. Gloves and mittens for general use; 

17. Hats and caps; 

18. Ho,iiiery; 

19. Insole~ for shoes; 

20. Lab coats; 

21. Neckties; 

22. Overshoes; 

23. Pantyhose; 

The following list 

Streamlined Agreement Page 60 November 12, 2002 

Tht 1tcrotr•1¢ fl'fll9ff an t~1• fHII\ e.r• accurate reprod!JctiM• of records delivered to Modtrn lnformatton Sy\tew for mtcrofHratnci and 
wr• fl h-.d fn the reouh1r courae of butfneu. The photo0rephic proeeaa mi,etll etandardt of the Amertcan Met tonal Stendardt IMtttute 
<ANSI) for ,rchfval Micro/II•• IIOTICE1 If th• fflmed lmaa• •bcv• I• l l•albl• thon th!• Notice, It 11 due to the quellty of tll• 
docUNnt being fHrnecl. J . 

~J~am 1.\ . 012 __ 1a-1c;:-a:3 
0ptr1tor'• SQnature ~ Date 

I 

i 
\ 
'I 

l 

l 
l 
I 

1 
:l 
l 
I 
j 
1 
;\ 
'i 
./ 
j 
! 

. 
' I 
' I 

I 

'I 

..J 



I 

~ 

I 

r 

' '1 ► I 

I,,--

C) 

\. 
'----

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

24, Rain wear; • 25. Rubber pants; 

26. Sandals; 

27. Scarves; 

28, Shoes and shoe lac.es; 

29, Slippers; 

30. Sneakers; 

31. Socks and stockings; 

32. Steel toed shoes; 

33. Underwear; 

34. Uniforms, athletic and non-athletic; and 

35. Wedding apparel. 

B, "Clothing" shall not include: 

l. Belt buckles sold separately; 

2, Costume masks sold separately; 

3. Patches and emblems sold separately; • 4. Sewing equipment and supplir-s including, but not limited to, knitting needles, 

patterns, pins, scissors, sewing machines, sewing needles, t&pe measures, and 

thimbles; and 

s. Sewing materials that become part of "c1othing0 includins, but not limited to, buttons, 

fabric, lace, thread, yam, and zippers, 

"Clothing accessories or equipment" means incidental items worn on the person or in 

conjunction with "clothing." "Clothing accessories or equipment" are mutually exclusive of and • 
may be taxed differently than aµparel within the definition of"clothing," 11sport or recreational 

equipment/' and 11protective equipment. 0 The following list contains examples and is not 

intended to be an all-inclusive list. "Clothing r ccessories or equipment" shall include: 

A. Briefcases; 

B, Cosmetit:s; 

c. Hair notions, including~ but not l Jmited to, barrettes, hair bows, and hair nets; 

D. Handbags; 
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E. Handkerchiefs; 

F. Jewelry; 

G, Sun glasses, non-prescription; 

H. Umbrellas; 

I. Wallets; 

J. Watches; and 

K. Wigs and hair pieces. 

"Protective equlpment0 means items for human wear and designed as protection of the wearer 

against injury or disease or as protections against damage or injury of other persons or property 

but not suitable for general use, 11Protective equipment" are mutually exclusive of and may be 

taxed differently than apparel within the definition of "clothing," "clothing accessories or 

equipment, 11 and 11sport or recrea.tional equipment." The following list contains examples and is 

not intended to be an all-inclusive list. "Protective equipment" shall include: 

A, Breathing masks; 

B, Clean room apparel and equipment; 

c. Ear and hearing protectors; 

D, Face shields; 

E, Hard hats; 

F. Helmet&; 

G. Paint or dust respirators; 

H, Protective gloves; 

I. Safety glasses and goggles; 

J, Safety belts; 

K. Tool belts; and 

L. Welders glovr.s and masks. 

"Sport or recreational equipmentu means items designed for human use and worn in 

conjunction with an athletic or recreational activity that are not suitable for general use, "Sport 

or recreatlonal equipment" are mutually exclusive of and may be taxed differently than apparel 

within the definition of 11clothingt "clothing accessories or equipment," nnd 0 protective 
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(' I equipment." The following list contains examplefl and ls not intended to be an all-inclusive list. • 2 11Sport or recreational equipment0 shall include: 

3 A. Ballet and tap shoes; 

4 B. Cleated or spiked athletic shoes; 

~ C. Gloves, including, but not limited to~ baseball, bowling, boxing, hockey, and golf; 

6 D. Goggles; 

7 E. Hand and elbow guards; 

8 F. Life preservers and vests; 

9 G. Mouth guards; 

10 H. Roller and ice skates; 

11 I. Shin guards; 

12 J. Shoulder pads; 

13 K. Ski boots; 

14 L. Waders; and 

1S M. Wetsuits and fins, 
,,,.--. 

16 ' \ 

I • ............ 17 COMPUTER RELATED 
18 "Computer" means an electronic device that accepts information in digital or similar form and 

19 manipulates it for a result. based on a sequence of instructions. 

20 "Computer software" means a set of coded instructions designed to cause a "computer" or 

2l automatic data proce.ssins equipment to perfonn a task. 

22 "Delivered electronically" means delivered to the purchaser by means other than tangible 

:23 storage media. 

24 "Electronfc0 :means relating to technology having electrJcal, digital, magnetic, wireless, optical, 
' 

2S electromagnetic, or similar capabilities. 

26 "Load and leave" means delivery to the purchaser by use of a tangible storage media where the 

27 tangible storage media is not physically transferred to the purchaser. 

28 "Prewritten computer software" means "computer software," including prewritten upgrades, 

29 which is not designed and developed by the author or other creator to the specifications of a 

~ 30 specific purchaser. The combining ofhvo or more 11prewrltten computer software" programs or 

.. -~•-, '" 
. ) 
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prewrltten portions thereof does not cause the combination to be other than "prewritton computer 

software, 0 41Prewritten computer software" includes software designed and developed by the 

author or other creator to the specifications of a specific purchaser when it is sold to a person 

other than the specific purchaser. Where a person modifies or enhances "computer software0 of 

which the person is not the author or creator, the person shall be deemed to be the author or 

creator onJy of such person's modifications or enhancements. 11Prewritten computer software" or 

a prewritten pordon thereof that is modified or enhanced to any degree, where such modification 

or enhancement is designed and developed to the specifications of a specific purchaser, remains 

"prewritten computer software; .. provided, however, that where there is a reasonable, separately 

stated charge or an invoice or other statement of the price given to the purchaser for such 

modification or enhancement, such modification or enhancement shall not constitute "prewritten 

computer software." 

A member state may exempt "prewritten computer softwareu "delivered electronicallyt' or by 
0 load and leave." 

FOOD AND FOOD PRODUCTS 
11Alcoholic Beverages" means beverages that are suitable for human consumption and contain 

one-half of one percent or more of alcohol by volume. 

"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. "Candy0 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: 

A. Contains one or ll'h'.>re of the foUowing dietary ingredients: 
1. A vitamin; 

2. A mineral; 

3. An herb or other botanical; 

4. An amino acid; 

S. A dietary substance for use by humans to supplement the diet by increasing the tot.al 
dietary intake; or 
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6, A concentrate, metabolite, constituent, extract, or combination of any ingredient 

2 described in above; and 

3 B, Is intended for ingestion in tablet, capsule, powder, softgel, gelcap, or liquid form, or if not 

4 intenr\ed for ingestion in such a form, is not represented as conventional food and is not 

5 represented for use as a sole item of a meal or of the diet; and 

6 C. Is required to be labeled as a dietary supplement1 identifiable by the "Supplemental Faots 11 

7 box found on the label and as required pursuant to 21 C.F.R § 101.36, 

8 "Food and rood lneredlents,, means substances, whether in Hquid, concentrated, solid, frozen, 

9 dried, or dehydrated fonn, that are sold for ingestion or chewing by humans and are consumed 

to for their taste or nutritional value. "Food and food ingredients0 does not include "alcoholic 

11 beverages0 or ''tobacco ... A member state may exclude "candy,° "dietary supplements" and 

12 "soft drinks" from this definition, which items are mutually exclusive of each other. 

13 Notwithstanding the foregoing requirements of this definition or any other provision of the 

14 "-greementt a member state may maintain its tax treatment of food in a manner that differs from 

15 the definitions provided herein, provide.d its taxation or exemption of food is based on a 

prohibition or requirement of that state's Constin,tion that exists on the effective date of the 

Agreement. 

18 "Food sold through vendin& mnchfnes" means food dispensed from a machine or other 

19 mechanical device that accepts payment. 

20 "Prepared foodtt means: 

21 A. Food sold in a heated state or heated by the seller; 

22 B. 
23 

24 C. 

Two or more food ingredieuts mixed or combined by the seller for sale as a single item; 

or 
Food sold with eating utensils provided hy the seller, including plates, knives, forks, 

25 spoons, glasses, cups, napkins, or straws. A plate does not include a container or 

26 packaging used to transport the food. 

27 "Prepared food0 in B does not include food that is only cut, repackaged, or pasteurized by the 

28 seller, and eggs, fish, meat, poultry, and foods containing these raw animal foods requiring 

29 cooking by the consumer as recommended by ilie Food and Drug Administration in chapter 3, 

30 part 401.11 of its Food Code so as to prevent food borne illnesses. 

• 

• 
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The following items may be taxed differently than "prepared food" and each other, if sold 

without eating utensils provided by the seller, but may not be truced differently than the same 

item when classified under "food and food ingredients," 

1, Food sold by a seller whose proper primary NAICS classification is manufacturing in 

sector 311, except subsector 3118 (bakeries), 

2. Food sold in an unheated state by weight or volume as a single item. 

3. Bakery items, includlng bread, rolls, buns, biscuits, bagels, croissants, pastries, 

donuts, danish, cakes, tortes, pies, tarts, muffins, bars, cookies, tortillas. 

Substances within "food and food ingredients" may be taxed differently if sold as •'prepared 

food.0 A state shall tax or exempt from taxation "candy," dietary supplements:' and "soft 

drinks" that are sold as "prepared food" in the same manrter as it treats other substances that are 

sold as uprepared food.,, 

l; 

v 

0 ] ti 
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"Sort drJnks" means non-alcoholic beverages that contain natural or artificial sweeteners. "Soft 

drlnks0 do not include beverages that contain milk or milk products, soy, rice or similar milk 

substitutes, or greater than fifty percent of vegetable or fruit juice by volume. 

"Tobacco!i, means cigarettes, cigars, chewing or pipe tobacco, or any other item that contains 

tobacco. 
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HEALTH-CARE 
"l>ru1" means a compound, substance or preparation, and any component of a compound, 

substance or preparation, other than "food and food ingredients/' "dietary supp]ements11 or 

"alcoholic bev,erages:" 

A. Recognized in the official United State Pharmacopoeia, official Homeopathic 

Pbarmacopoefa of the United States, or official National Fonnulary, and supplement to 

any of them; or 

B. Intended for use in the diagnosis, cure, mitigation, treatment, or prevention of disease; or 

C. Intended to affect the structure or any function of the body. 

A member state may independently: 
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r, A. Limit the definition of "drug" to human use (as opposed to both human and animal use) • 2 in the administration of its exemption; 

3 B. Draft its exemption for "drug" to specifically add insulin and/or medical oxygen so that 

4 no prescription is required, even if a state requires a prescription under its exemption for 

s drugs; 

6 C. Detennine the taxability of the sales of drugs and prescription drugs to hospitalR and 

7 other medical facilities; 

8 D. Determine the taxability of free samples of drugs; and 

9 E. Detennine the taxability of bundling taxable and nontaxable drug, ifunifonn treatment 

JO of bundled transactions is not otherwise defined in the Agreement. 

11 "Durable medical equipment" means equipment including repair and replacement parts for 
i 

12 same, but does not include '!mobility enhancing equipment/' which: J 

l 13 A. Can withstand repeated use; and 

14 B. Is primarily and customarily used to serve a medical purpose; and t 
) 

c. Generally is not useful to a person in the absence of illness or injury; and I 
IS I 

,i 

0 16 D, Is not worn in or on the body. • l 17 A member state may limit its exemption to "durable medical equipment" used for home use only, I 
·l 

18 A member state may limit the application of this definition by requiring a "prescription," or limit ! 
I 

19 an exemption based on Medicare or Medicaid payments or reimbursements. 

20 "Grooming and hygiene products" are soaps and cleaning solutions, shampoo, toothpaste, 

2J mouthwash, antiperspirants, and sun tan lotions and screens, regardless of whether the items 

22 meet the defmition of "over-the-counter-drugs.0 

23 "Mobllity enhancing equJpment" means equipment including repair and replacement parts to 

24 same, but does not include udurable medical equipment," which: 

25 A. Is primarily and customarily used to provide or increase the ability to move from one 

26 place to another ann which is appropriate for use either in a home or a motor vehicle; 

27 and 

28 B. Is not generally used by persons with nonnal mobility; and 

29 C. Does not include any motor vehicle or equipment on a motor vehicle normally provided 

30 by a motor vehicle manufacturer. 
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r-- A member state may limit the application of this definition by requiring a "prescrlptfon,0 or limit 
\ .. 2 an exemption based on Medicare or Medicaid payments or reimbursements. 

' f 
3 "Over-the-counter-drug" means a drug that contains a label that identifies the product as a drug 

1· 
4 as rtiquired by 21 C.F.R. § 201.66, A member state may exclude 11grooming and hygiene ' ,, l 

I s products" from this definition. The 11over-tbe .. counter-drug" label includes: 

1: 6 A. A "Drug Faots0 panel; or 

7 B. A statement of the "active ingredient(s)° with a list of those ingredients contained in the 

8 compound, substance or preparation. 

9 "Prescription" means an order, formula or recipe issued in any form of oral, written, electronic, 

10 or other means of transmission by a duly licensed practitioner authorized by the laws of the 

11 member state. 

12 "Prosthetic device" means a replacement, corrective, or supportive device including repair and 

13 replacement parts for same worn on or in the body to: 

14 A. Artificially replace a missing portion of the body; 

15 B, Prevent or correct physical defonnity or malfunction; or 

0 
16 c, Support a weak or defonned portion of the body. 

17 A member state may exclude any or all of the following from the definition of 11prosthetic 

18 device:n 

19 A. Corrective eyeglasses; 

20 B. Contact lenses; 

21 c. Hearing aids; and 

22 D. Dental prosthesis. 

23 A member state may limit the application of this deimition by requiring a "prescriptio:n,0 or Jim.it 

24 an exemption based on Medicare or MedicaM payments or reimbursements. 
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4 Reserved for Sales Tax Holiday Definitions 
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Testimony before the House Finance and Taxation Committee 
Senate Bill 2095 

March 11, 2003 

Prepared by Gary Anderson, Division Director of Sales & Special Taxes 
North Dakota Office of State Tax Commissioner 
Phone: 328•3471 
E-mail: ganderson@stamnd.us 

Good morning Chairman Belter and Members of the House Finance and Taxation 

Committee. 

Introdnctioli 

My name is Gary Anderson. I am the Division Director for Sales and Special Taxes, and 
1 am here representing the Office of State Tax Commissioner. Senate Bill 2095 relates to 
the adoption of the Streamlined Sales and Use Tax Agreement, as previously adopted by 
momber states of the Streamlined Sales Tax Project on November 12, 2002 and is 
introduced at the Tax Com.missioner,s request. 

Purpose of Bill 

The Streamlined Sales and Use Tax Agreement speaks to the criteria that participating 
states must oomply in order to become part of a multistate tax compact whose purpose is 
to simplify the sales and use tax system utilize by sellers to collect and report taxes, and 
in turn, provide states an opportunity to legally collect taxes on remote sales. 

The Agretm1ent represents the work of 40 states and the District of Columbia. 36 of these 
states were voting participants that had previously received authorization from their 
legislature or their Governor to participate in multistate discussions leading to the 
development of the Streamlined Sales and Use Tax Agreement. North Dakota received 
legislative authority during the 2001 Legislative Session through the creation of North 
Dakota Century Code chapter 57-39.4. 5 additional states participated in these 
discussions as non-voting states, and were identified as "observer states,,. (There are a 
total of 45 states and the District of Columbia that currently impose sales and use taxes.) 

Senate Bill 2095 does not. in itself, amend North Dakota,s existing sales and use tax 
laws. The changes that are necessary to bring North Dakota,s tax laws into compliance 
with the Streamlined Sales and Use Tax Agreentent,s criteria are addressed in Senate Bill 
2096, a companion bill to Senate Bill 2095. Senate Bill 2095 should be regarded as a 
template~ in that it would be used as a guide in defining the simplifications that would be 
ne¢essary to achieve and maintain streamlined sales and use tax system consistent with 
other participating states. 
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Btuts Provisions 

Section 1 of the bill provides for the adoption of the Streamlined Sales and Use Tax 
Agreement, as referenced by Lines 7 through 1 O on Page 1. The remainder of this section 
identifies the conditions that the state must accept for sales and use tax purposes to 
participate under the provisions of this agreement, and include using uniform de.finitionst 
sourcing, and rounding rules, providing sixty days notice to all state and local changes in 
rate or base, and recognizing out-of-state companies that register for collection through 
the agreements. The attachment to my testimony addresses each of the sales and use tax 
requirements. 

Section 2 of Senate Bill 2095 repeals the code references to the Simplified Sales and Use 
Tax Administrative Act, llnd replaces by reference and with language from the 
Streamline Sales and Use Tax Agreement, as covered by Section 1 of this bill, 

Section 3 of Senate Bill 2095 provides for an effective date after December 31, 2005. 

I would also like to bring to your attention the attachment prepar~d by the Streamlined 
Sales Tax Project Group entitled Streamlined Sales Tax System Question & Answers. 

Summary 

As stated previously, the Streamlined Sales and Use Tax Agreement provides a guide for 
states and local taxing jurisdictions that apply sales and use t~es. Adopting the 
Agreement does not in itself change North Dakota•s sales and use tax laws. 

The Agreement is intended to provide a means of improving upon the reliability of the 
sales and use tax system as a major revenue source by creating a system that can be 
utilized by main-street businesses in this state and remote sellers while incurring minimal 
compliance costs or no costc;. lt provides the opportunity for remote sellers or out-of .. 
state sellers to come forward voluntarily to collect sales tax on their sales. 

Remote sales can be ruade through catalogs, telephone solicitation, and the Internet. 
Catalog sales have impacted our state's budget, but not to the same degree experienced as 
a result of the growth of the Internet. The United States General Accounting Office 
issued a report in June 2000 entitled Sales Taxes - Electronic Commerce Growth 
Presents Challenges,· Revenue Losses Are Uncertain. In this Congressional report it was 
estimated the total state and local sales and use tax losses for Internet Sales in North 
Dakota in the year 2003 would range from $2 million to $22 million, and for all remote 
sales to range from $17 million tp $50 million, Even ifwe accepted the low end of this 
estimated revenue loss, it is evident that we are experiencing a recognizable impact to our 
state budget that is a result of remote salec being made by remote sellers that do not have 
a responsibility to register and collect for sales taxes. U.S. Supreme Court cases, 
including North Dakota's case against Quill in 1993, detennined that remote sellers not 
having a physical presence in this state cannot be required to collect and remit a state's 
sales and use taxes. 
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One of the primary concen1s identified by remote sellers that do not have a physical 
presence and who do not collect sales tax is the issue of the compliance costs associated 
with the collection of taxes for not only forty-five states and the District of Columbia, but 
also the costs associated with the collection of taxes for over 7,500 local taxing 
jurisdictions, It is with this concern that the Streamlined Sales Tax Project was 
established and subsequently resulted in the Streamlined Sales and Use Tax Agreement. 

The Agreement, if adopted, will represent the guide for creating wufonnity among states 
as reflected by a sales and use tax system that utilizes unifonn definitions and 
administrative proce,sses that would provide overall efficiencies to the sales tax system, 
and would be reflective of the simplification of sales tax laws and simplification of the 
sales and use tax administration through the utilization of technology aud third-party 
service providers, identified as certified service providers for calculating, collecting, 
reporting, and paying truces on behalf of the sellers. This effort to create a more simple~ 
uniform, aad fair system for the administration of state and local saJes and use taxes, 
which provides for a reduction in the compliance costs incurred by retailers, and yet 
preserves state and local sovereignty provides the opportunity for remote sellers to step 
forward to collect and report sales taxes voluntarily. 

Recently a group of remote sellers did indicate their intent to voluntarily collect sales tax 
on Internet sales in many of the states participating in the Streamlined Sales Tax Project. 
The group's spokesperson indicated that the deoision to begin collection of state's sales 
taxes was intended to reflect support for the streamlining efforts being initiated by states 
suoh as North Dakota. The group of companies that agreed to collect truces on remote 
sales were reported to have combined annual 13ales of $450 million to $500 million, 
Although the number of oompanie~ and the amount of revenue that may apply to North 
Dakota is not immediately known, the fact that some of these companies will be coming 
fonvard will provide a positive revenue impact to the st<tte. A member of the National 
Governors' Association was recently quoted in a recent State Tax Notes article as saying 
"This is a vote of confidence from major retailers that this a better system than the current 
one!' 

The Streamlined Sales Tax Agreement goal is the development ofa multistate compact 
that will be achieved after 10 states representing 20% of the nation's population am in 
compliance with the provisions of the Agreement. Once the m.ultistate compact !s in 
place, it would require that a remote seller wishing to voluntarily register in one of the 
compact states to also register and collect sales taxes in all of the compact states. 

South Dakota's Governor recently signed into law streamlined sales tax legislation that 
brings their state into compliance effective next year, U~ West Virginfa and 
Nebraska1s legislatures have approved streamlined sales tax legislation for their 
governor's signature. Other states having legislation or have proposals to adopt 
streamlined legislation include Florida, Hawaii, Indiana, Iowa, Kansas, Kansas, and 
Oklahoma. Of interest is the fact that California, which was one of the five states that did 
not participate as a member of the Streamlined Sales Tax Project has now introduced 
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legislation that would require C~lifomia to join the Streamlined Sales Tax Implementing 
States, similar to aotion that North Dakota took during the last legislative session .. 

The development of the Streamlined Sales and Use, Tax Agreement was not simply a 
product of many states working together. It actually represents a culmination of three 
years of hard work and active participation from representatives of states; local taxing 
jwisdictions; national, regional and local retailers; trade associations; manufacturers; 
direct marketers; technology companies; and many other business assooiations, 

In summary, the Streamlined Sales and Use Tax Agreement sets forth the requirements to 
partioipat-e and to develop a more simple, uniform, and fair system for the administration 
of state and local sales and use taxes, provides for a reduction in the compliance costs 
incurred by retailers, and preserves state and local sovereignty. The Streamlined Sales 
and Use Tax Agreement responds to the concerns continually brought to our department 
by North Dakota's main street businesses, in that it provides an opportunity for these 
businesses to compete with remote sellers. 

The first step in achieving this goal is the adoption of the Str~amlined Sales and Use Tax 
Agreement by the State of North Dakota. The passage of Senate Bill 2095 does not, in 
itself, change North Dakota's cUttent sales and use tax laws. Changes to the sales and 
use tax laws 'Will continue to rest with the North Dakota Legislature. The Tax 
Commissioner requests the committe,:,•s favorable consideration of this bill. Mr. 
Chairman, if the committee has any questions, ~ would be happy to respond to them at 
this time. 
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Testimony before the House Finance and Taxadon Committee 
A1TACHMENT- Senate Bill 2095 

March 11, 2003 

Prepared by Gary Anderson, Division Director of Sales & Special Truces 
North Dakota Office of State Tax Commissioner 
Phone: 328-3471 

SECTION 1: 

Section 1 of the bill provides for the adoption of the Streamlined Sales and Use Tax 
Agreemen~ as referenced by 57-39.4-01 (Page 1, Lines 7 through 10). A complete copy 
of the Agreement is being provided with my testimony. 

Following 57-39.4-01, which provides for the adoption of the Agreement, the remainder 
· of Senate Bill 2095 specifically sets out the requirements that a state must accept for sales 
and use tax purposes to participate under the provisions of this Agreement. The 
requirements include: 

(301) State level administration 
State administration of local sales and use taxes 

(302) State and local tax bases 
The tax base for local sales and use taxes must be identical to the state tax 
base, with exception of items reflected on page 2, lines 1 and 2 

(303) Seller registration 
Requires the availability of an online sales and use tax registration system 

(304) Notice of state tax cJaanges 
As practical, provide sellers with adequate notification of rate and tax base 
changes and limit effective date on rate changes to first day of calendar 
quarter 

(305) Local rate and boundary changes 
Provide sellers with adequate notification of rate and boundary changes, and 
establish a database that uses an address or zip code for determining a 
purchaser,s taxing jurisdiction (state and applicable local tax rates) 

(306) Relief from certain liability 
Relieves sellers from liability for mcorrect collection of sales taxes when the 
sellers rely on erroneous data provided by states or local taxing jurisdictions 

(307) Data base requirements and exceptions 
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er\ Electronic data bMes provided for in the Agreement are to be available in a 
downloadable format 

(308) State and local tax rates 
The state may not have multiple sales and use tax rate, except on food and 
food ingredients and drugs; and also excludes natural gas (cwrently 2%) and 
new mobile homes (currently 3%), Local taxing jurisdictions may not have 
multiple sales and use tax rates (ct11Tently 01~ly one of the local taxing 
jurisdictions impose more than one sales and use tax rate) 

(309) Application of general sourcing rules and exclusions from the rules 
Sourcing roles are the same for tangible personal property, digital goods, and 
services when the seller ie determining responsibilities to collect sales and use 
taxes 

(310) General sourcing rules 
Provide unifonn sourcing rules 
a. A product received at the seller's business location is sourced to the 

business location, 
b, A product received by the purchaser at a location other than the seller's 

business location is taxable at the delivery location. 
c . If (a) or (b) does not apply, the prodtlct received by the purchaser is 

sourced to the purchaser's address. 

((~ d. If (a), (b), or (c) does not apply, the product received by the purchaser is 
sourced to the location indicated by the address of the purohaser's ,,. , '1~_11u,_,.,../ 

payment instrument. 
e. When none of the previous rules apply, the product received by the 

purchaser is sourced to the address from which the property WBS shipped 
from or originated from, 

(311) General sourcing definitions 
Defines "receive" and "receipt" 

(312) Multiple points of use 
A purchaser who is not a direct pennit holder may purchase items tax-free and 
instead self report the sales or use tax on items that are purchased as one 
transaction but delivered to multiple taxing jurisdictions 

(313) Direct mail sourcing 
A purchaser who is not a direct pennit holder shall provide to the seller ( often 
times a printer) the direct mail infonnation detailing the taxing jurisdictions 
where the direct mail is mailed 

(314) Telecommunications sourcing 
Defines the sourcing rules applying to oall-by-call telecommunications 

, .. ---•-, 
charges, as well as charges sold on a basis other than call-by-call 

;\ .. 
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r· ( '. (315) Telecommunications sourcing definitions 
Defines several telecommunications tenns 

(316) Enactment of exemptions 
Addresses the enactment of product-based, entity-ba.i;ed or use-based 
exemptions 

(317) Administration of exemptions 
Details the information the seller would obtain and administrative process that 
a seller shall complete to support and exemption 

(318) Uniform tax returns 
Requires only one tax return per seller 

(319) Uniform rules for remittance of funds 
Establishes requirements for remitting tax payments, and provides for 
electronic payment options 

. (320) Uniform rules for recovery of bad debts 
Identifies the administrative procedures necessary for a seller to claim a bad 
debt deduction for sales tax purposes 

,r) (321) Confidentiality and privacy protections under model 1 

('.' ~--~ Establishes the rules that a model 1 "certified service provider' needs to 
adhere to insure the privacy of customer infonnation is maintained. (Model 1 
certified service provider is a third-party service provider that contracts with a 
seller to perform all of the seller's sales tax functions - determines the amount 
of tax due on a sales transaction, pays the taJc to the state, and files returns 
with the state,) 

(322) Sales tax holidays 
Permits a state to initiate sales tax holidays on items that have been defined by 
the Agreement 

(323) Caps and threshold 
Eliminates the use of caps and thresholds that may apply on state and local 
sales and use taxes 

(324) Rounding 
To ~aloulate tax, the seller would calculate the tax to the third decimal point. 
and round to a whole cent using a method that rounds up to the next cent 
whenever the third decimal place is greater than four 

(325) Customer refund procedures 
Idend.fies the procedures for a purchaser to seek a refund of over-collected 
sales taxes 

•, .... ............ . 
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(326) Direct pay pennits 
Enables very large businesses having a very large quantity of purchases to 
purchase everything tax free, and then self-report the sales or use tax directly 
to the state 

(327) Library of definitions 
Maintains a record of all definitions provided by the Agreement (Reference 
Appendix B of the Streamlined Sales and Use Tax Agreement for a complete 
listing of tenns that have been defined and Appendix C to review the 
definitions) 

(328) Taxability matrix 
Matrix that will be provided by the state that signifies whether a product is 
taxable or exempt 

(329) Effective date of rate changes 
Defines the eff eotive date of rate changes for services 

4 

0per1tor 1t s gnature,.-- Date 

I 
I 
I 
' 

.. J 



!''''' .,, ... 

I 
I ',, 

TESTIMONY 

BY 
CALVINN. ROLFSON 

ON BEHALF OF 
NORTH DAKOTA RETAIL ASSOCIATION 

IN SUPPORT OF 
SENATE BILL NO. 2095 & 2096 

My natne is Cal Rolfson, I am an attorney in Bismarck. I represent the North 

Dakota Retail Association, and I appear on their behalf in support of Senate Bill 

2095 and its companion, Senate Bill 2096. 

There are thousands of retailers in North Dakota. They provide a significant 

part of the sales tax revenue that funds state, county, city and other political 

subdivisions of this state. As you know, the significant majority of tax revenue for 

North Dakota (about 40%) comes from sales tax revenues collected by your state's 

retailers. 

The North Dakota Retail Association was founded in 1965 and is a part of 

The National Retail Federation. Members of the North Dakota Retail Association 

come from small mom and pop stores in your cities and include large retail entities 

like Sears, Penney s and Scheets. They employ tens of thousands of employees 

from across the state. 
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I have heard it said by prominent nation d r-.,tailers that in untaxed internet 

sales, we have a horse and buggy tax syst,~tr'. in which significant revenue is lost. 

Those losses began remote catalog sales and has now leaped frogged into multi­

billion dollar taxable e-commerce sales that is essentially owed, but never paid. 

This tax-free internet sales system places North Dakota retailers at a significant 

competitive disadvantage to internet sales retailers outside of the state and cheats 

the state and its taxpayers, Your North Dakota retailers see Senate Bill 2095 & 

2096 as creating simplicity and unif onnity in the sales tax system. 

There are 7,500 different state and local tax systems around the United 

States. That number alone demonstrates a significant lack ofunifonnity. That 

system has been described as "a mess" and creates significant competitive 

disadvantages throughout. 

In a 5% retail tax state, a $200 coat that is $10 cheaper when purchased over 

the internet rather than in a North Dakota retail clothing store, creates a real sales 

advantage to the inten1et seller. And as you know, under the North Dakota 

Supreme Court's Quill case, only retailers can currently collect sales tax because 

their "presence" is in North Dakota under current North Dakota law. 

All of this becom~s more than a minor leak in the tax base of North Dakota. 

Senate Bills 2095 and 2096 seek to plug that leak to create a level playing field for 
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((.-.., North Dakota's retailers, but more importantly, to reduce the current hemorrhaging 

t 
of the state's tax base that affects every taxpayer in North Dakota. Why should 

• (· 
(, North Dakota retailers and all North Dakota taxpayers help fund the hole that has h ,, 
I 

~ 

I been created by e .. commerce? 

i 
l The Institute for State Studies has analyzed each state and the negative tax 

I impact that e-commerce has created for them. Here are North Dakota's numbers: 

1. The projected state and local revenue tax losses as a result of 

e-conune'" in North Dakota is: 

2001 .. $26.4 million 

l~ 2006 - $87.6 million (estimate) j 

)· 

{ .. __..., 
2011 - $103.9 million (estimate) ) 

' ! 

2. Revenue losses through North Dakota because of e-commerce, UJl 

percent of total state taxes: 

2001 .. 2.1% 

~- 5.73% (estimate) 

2.0.ll ... S.54% (estimate) 

3. Revenue losses through North Dakota because of e .. commerce, BU 

percent of total local taxes: 

2001 ... 48% 
-~ 
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4. 

200.6 - 1.3% (estimate) 

2011 - 1.26% (estimate) 

North Dakota state and local sales taxes in 2001 and the increase in 

taxes necessary to replace loss revenue from e-commerc~: 

2001 - 5.59 % 

2006 - 6.78 % (estimate) 

2011 - 7.96 % (estimate) 

We in North Dakota are forward thinking in our public policy through our 

computer enhancements in state and local government. We significantly and 

~ appropriately fund modernization of our state's data processing centers. However, 
',.........._.) 

we are currently behind .. way behind - in using e-commerce to level the taxing 

playing field. 

A new study by the Institute for State Studies has concluded that sales tax 

revenue losses from e-commerce is 41 ¾> hiaher than previous estin1ates. I am 

attaching a copy of the news release by the Institute for State Studies· 1hat reach that 

conclusion, I am also attaching a fact sheet describing the Institute' s study 

conducted by Forrester Research, Inc. and the University of Tennessee's Center 

for Business and Econo1nic Research. If the Committee wishes, I can provide a 

copy of the full 18 .. page study for you. 
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This Committee had representatives on a 33 .. state sales tax project to 

streamline sales tax in the United States. It was a joint effort of state and local 

governments and the private sector. Representatives of over 40 states and the 

District of Columbia were involv,ed in discussions, Senate :Bills 2095 and 2096 are 

the result of this multi-state sales tax streamlining project. The Bi.lls will not become 

effective until at least 10 states cor.nprising 20% of the population from sales tax 

states have passed it. Even if it is enacted, though, the mutti .. state agreement will 

not initially require out-of-state remote sellers to collect and remit taxes one .. 

commerce sales in North Dakota. It will remain a voluntary system until the United 

States Congress passes legislation, 

These Bills have both passed the Senate by significant margins (30 - 9), I 

urge this committee to recommend the same favorable consideration to the House. 

On behalf of all of North Dakota's retailers, and personally as a tax payer, I 

urge a "DO PASS" on these crucial Bills. 

Calvin N. Rolfson 
Legislative Counsel 
North Dakota Retailers Association 
(Lobbyist No. 144) 
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Executive Summary 

The sales tax base for state and local government Is shrinking because of the 
expanded use of services that are not subject to sales tax and continued 
te11lslatlvely•granted exemptions. The erosion Is also due to growth of remote sales 
Including those made through e-commerce (Internet), the telephone and catalogs, 

The e><tent to which e-commerce reduces state and local sales tax collectlons 
continues to be an Important Issue. As In our earlier work In this area, we focus on 
the e-commerce losses, recognizing them as furthering the trend erosion, In this 
brief, we present an update of our earlier revenue loss forecasts (Bruce and Fox, 
2000), Sales tax losses by state are given for 2001, 2006, and 2011. The estimates 
l'eported here are based on the most recent forecasts of e•commerce sales for 2001 
through 2011, provided by Forrester Research, Inc, The previous Bruce/Fox study 
provided projections through 2003, 

For 2001, the dollars lost are 41 percent more than our previous report had Indicated 
due to higher buslnes.c;-to-buslness (82B) transactions forecast by Forrester. In 
2001, e-commerce Is likely to cause a tot,1/state and local government revenue loss 
of $13,3 bllllon, By 2006, the loss wlll more than triple to $45,2 bllllon and In 2011, 
the loss wlll be $54,8 billion, The total e-commerce loss Is the sales tax loss on all 
s;iles over the Internet, Part of the loss would have occurred anyway even without e­
commerce on sales, for example, which might have otherwise been made by 
purchasers using the telephone and catalogs, 

The new e-commerce loss Is from sales made through the Internet both on goods 
that would have otherwise been purchased from the over-the .. counter method and 
projected new goods that wlll be purchased over the Internet, In 2001, the new e­
commerce loss Is $7 billion, In 2006 It grows to $24,2 bllllon, and In 2011 It Is $29,2 
bllllon, 

Measuring the states' e-commerce revenue losses against their total state tax 
revenues also shows significant Impact, In 2011, states will lose anywhere from 2,6 
percent to 9,92 percent of their total state tax collectlons to total e-commerce 
losses. 

A final measurement of the Impact of e-commerce losses Is the needed Increase In 
the sales tax rate to replace the lost revenue. In 2011, rates will have to rise by 
between 0.83 and 1. 72 percentage points to replace the total e .. cornmerce losses, 

The revenue Impact~ are significant, 
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INSTTrUTE POR 
FACTSHEET 

STATE 
STUDIES 

state and Local Tax Revenue Losses from 
E-Commerce 

AIOUT nE sn.DV 
• Using forecasts of e-commerce sales for 2001 through 2011 provldl!d by Forrester 

Research, Inc,, the University of Tennessee's Center for Busl~ atld Economic Research 
has estimated the amount of sales tax revenue state and local govemments will lose 
because the tax Is not collected on remote onllne purchases, 

• The Sci~tember 2001 study was commissioned by the Institute for State Studies, a 
nonprofit center for public policy research focused on the vfablllty of the states in the 21st 

century. The Institute Is based at Western GoVemors University In Salt Lake Oty. · 

• State and local revenue lcroJSes from e-commerce sales are measured by estimating the 
reductions In the sales tax base and then multlplylng the lost tax base by the state• 
spedflr. effective state and local sales tax rate. Key Inputs to estlmatlng the tax base loss 
for e-commerce transactions are forecasts of e-commerce sales, ldentfflcatlon of the 
sales taxable components of these sales, assumptions about what share of tai<able sales 
could be collected In the absence of e-commerce and estimates of the share of taxes due 
that can be collected, 

OW!RJW.FINDJNGS 
• In 2001, state and local govemments are estimated to lose $13,3 bllllon In sales tax 

revenue due to the lnablllty to collect taxes from remote online purchases. This Is 41 
percent higher than the $9.4 billion projected for 2001 In an April 2000 study by the 
same researchers. The Increase Is largely the result of higher business-to-business e­
commerce transactions projected by Forrester Research. 

• ln 2006, the estf mated loss Is' $45,2 bllllon. 

• In 2011, the estimated loss Is $54,B billion, 

SfAtl·IY•SfATE FJNDJNGIS 
• Sales taxes are funding sources for crttfcal public services (education, public safety, 

public works) In 45 states and the District of Columb1a. In 32 of those states, Sillas taxes 
are funding sources for local governments (cities, counties and special (ilsbicts), About a 
quarter of all state and local tax revenue comes from the sales ta><, 

• The effect on lndlvldual states Is dramatic, State revenue losses In 2001 range from a low 
of $21.0 mllllon In Vermont to a high of $1.75 bllllon In caUfornia, 

o In 2006 and 2011, these two states wlll also rnat'k the high and low points of 
revenue losses. In Vermont, the 2006 revenue loss Is estJmated at $71.7 mllllon; 
In 2011 It grows to $87,2 milllon, In caUfomla, the 2006 revenue loss Is 
estimated at $5,9S bllllon; In 2011 lt grows to $7,23 billion, 

-more-
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FACT SHEET: STATE AND LOCAL SALES TAX REVENUE LOSSES FROM E·COMMERCE Page 2 of 2 

r-----
Expressed as a percentage of total st"Jte taxes, some states wlll see a disproportionately • 
high revenue loss, Jn Texas, for example, the &commerce revenue loss Is 3,8 percent of 
total state taxes In 2001, rising to 10,3 percent In 2006, Jn Nevada, the loss equals 3,65 
percent of total state taxes In 2001 and 9.86 percent In 2006, 

• Local governments In some states depend heavily on sales tax revenue. Figures for 
Louisiana show that In 2001 3,27 percent of total local ta>< revenue Is lost due toe-
commerce transactions, That figure rises to 8,91 percent In 2006, Slmllar numbers for 
Oklahoma ate 2,67 percent revenue loss In 2001, 7,27 percent In 2006, 

• The losses from ~commerce exacerbate a broader trend In declining sales tax revenue 
for states caused~ other remote sales on wttil sales ta>< Is not routinely colleded (e,g, 
catalog and telephone sales), by a growing shift to a service-based economy from a 
taxable goods-based economy, and by legislated exemptions from sales tax. 

MOUi' lHF. ISSUE 
• Under the supreme Court's 1992 Qui/I v North Dakota decision, remote sellers, such as 

Internet retailers, are not required to collect sales and use taxes on sales made to buyers 
located In states where the seller does not have a physical presence or "nexus," 

0 Qui/I aeated a situation In wtlch sales taxes on a product are collected by a Main 
Street retailer, but not by a remote onllne retailer selling the same product, 

0 While Individuals are legally obligated to pay use taxes on all purchases, 

t:) 
regardless of how and where they are bought, ff!!N people do so and no effective 
mechanism exists to collect the revenue. 

COngress enacted legislation In 1998 to Impose a three•year moratorium on new • 
Internet-access taxes, This legislation did not address the vital Issue of how to collect 
sales taxes on remote sales. This moratorium Is scheduled to expire in October 2001 and 
Congress l!J considering several options to address the Issue. 

• Slmpllfylng the nation's sales tax laws Is an ongoing effort that will make It easier for all 
retailers- onllne and Main Street - to collect sales taxes. There are some 7,500 different 
taxing jurisdictions In the U.S., each with different rates and different definitions of 
various taxable products. 

0 The Streamlined Sales Tax Project, organized by several government associations 
and led by the National Govemors Assodatlon, has resulted In 19 states so far 
passing slmpllflcatlon leglslatton, with another 10 considering legislation. 

A80Ur' THE JNSmU1I FOR Sl'A11 SIUDD!S 
• The Institute for State Studies Is a nonprofit center for publlc policy research and 

education located at Western Govemt.'lrs University In Salt Lake Oty, The foundation 
focuses on thtee areas: public policy ,Ind governance ls.sues created by new technology, 
advancing competency•based measumment and certification In education, and Increasing 
speed and decreasing cost In environmental progress, 

Media contacts: Vicki Varela, 801 673· 7884 
Brian Wllklnson, 801 673•56rn 
Wilkinson Ferrari & Varela for lnstJtute for State Studies 
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The Numbers Add Up To A Lack of 
rNmnrrE FOR Falmess 
STAIB How Inequity In taxing remote sal• costs states bllllon1 
S 'r u o I li s every year 

Questions and Answen ... 

About state and local govemmenta' revenue 

Why Is coHec:tlng •• tax• on rernota purdw IUdl I big lllue? 
The number of sales made over tha Internet Is growing at a phenomenal rate, E-commerce sales are 
projected to grow eight-fold In just 10 years from $754,6 bllllon in 2001 to an astounding $6,09 trillion In 
2011, The success of the New Economy Is Important, but Increasing onllne sales - on which sales taxes 
are not uniformly paid - nonetheless create an unfair disadvantage for Main Street retailers - where sales 
taxes are paid -the same Main Street retailers who support our communities In a variety of ways. 
Furthermore, a significant loss of sales tax revenue creates a huge predicament for state and local 
governments, sales tax revenue funds one-quarter to one-half of these governments' servtces, ranging 
from parks and recreation to pollce and fire, and from education to transportation, Without access to this 
revenue, governments will have no option but to cut services, perhaps slgnlflcantly, Increase other taxes, 
such as property and Income taxes, to compensate, or some combination of both. 

lull: hoW big an luue la thll for ltlte and local government? 
The Institute for State Studies recently commissioned a study that shows state and local governments 
lost out on $13,3 bllllon In revenue In 2001' due to e-commerce activity, If the problem Is not addressed, 
the loss will grow to $45,2 bllllon In 2006 and a staggering $54,8 bllllon In 2011. These are huge losses 
on an Individual state level, as well, For example, In just one state, Texas, the 2001 loss Is $1.2 billion, 
growing to $4.8 bllllon In 2011 - that's almost 10 percent of the Lone Star State's expected tax 
collections • 

How much will lndlvldual ltatel lme? 
The lnstltute's study, prepared by researchers at the University of Tennessee, found that state revenue 
losses In 2001 range from a low of $21.0 mllllon In Vermont to a high of $1.75 bllllon In callfornla, In 
2006, Vermont's revenue loss will grow to $71.7 mllllon; c.allfomla's to $5,95 bllllon, In 2011, the revenue 
loss In Vermont Is estimated at $87,2 mllllon; In callfomla at $7,23 bllllon, Revenue loss estimates for all 
states are available on this co and at the Instltute's web site, www,statestudles,org. 

How did 1h11 tdtuaUon come to be? 
The Internet has created an unprecedented shift In how goods can be purchased. The ease and 
convenience of buying onllne Is a tremendous advantage, pattlcularty for business-to-business 
transactions, which make up more than 90 percent of all onllne sales, This change In the economy, 
combined with a U.S. Supreme Court decision affecting how sales tax Is collected or not collected on 
remote sales (QulH ~ North Dakota, 1992)1 has created a situation In which an Industrial Era tax, the 
sales tax, must be revised to function efficiently In the 21st century, 

How wu the sales tax revenue loa ltudy done? 
Using forecasts of onllne sales for 2001 through 2011 proVfded by Forrester Research, Inc., the University 
of Tennessee's Center for Business and Economic Research estimated the amount of sales tax revenue 
state and local govemments wlll l()f'..te because the tax Is not collected on remote onllne purchases, State 
and local revenue losses from these sales were measured by estimating the reductions In the sales tax 
base and then multlplylng the lost tax base by the state-specific effective state and local sales ta)( rate. 
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Key Inputs to estimating the tax base loss for e-commerce transactions are forecasts of onllne sales, 
Identification of the sales-taxable components of these sales, assumptions about what share of taxable 
sales could be collected In the absence of remote sales and estimates or the share of taxes due that can 
be collected, 

About•• and 1111 tu• 

What ■re lllel and UN taJcM1 
A sales tax Is a levy placed on goods or services when purchased from a company that has a physical 
presence - whether It Is a store or dlstrlbutJon center - In the same state as the consumer, When a 
consumer buys goods or services from a retaller that Is outside of his or her state, a use tax Is owed at 
the same rate as the sales tax, Use taxes are collected directly from consumers, usualty reported on 
Income tax returns, Sales and use taxes In America began as an emergency revenue measure during the 
Great Depression In the 19305, 

How dofll the current tu tyltem work? 
Forty-five states and the District or columbla have salf?B and use taxes (In addition, while It doesn't have 
a state sales ta><, Alaska allows local jurisdictions to levy sales taxes,) Current law says that retailers 
selling In a state In which they have a physical presence - called nexus - are required to coi1ect and remit 
sales taxes. Businesses that sell to consumers In states In which they do not have nexus, the U,S, 
Supreme Court has ruled, are not required to collect and remit use taxes, In these cases, however, 
consumers still have the legal responslblllty to calculate and pay the use tax directly to their own state, 
Under the ::treamllned approach, businesses would assume that responsibility, 

l>CJ. ..,_ ~nd UN tax l■WII rully need to be changed? 
Yes, With some 7,500 state and local taxing jurlsdlctJons across the nation, America's sales and use tax 
system Is antiquated, complex and cumbersome to administer, One of the problems with so many taxing 
jurisdictions Is the variety of definitions of what Is taxable, For f!)(Smple, a marshmallow might be deftned 
as a food In one state - and therefore not taxed - but as a taxable candy In another state, That 
arrangement makes It difficult for onllne sellers and other remote retailers, such as mall•order companies, 
to know, calOJlate, collect and remit sales taxes at varying rates based on a customer's locatlon to 
different state and local governments. 

About aolutlons 1D the ptrw..iant 

What can be done to add,... thla lu&Hl'1 
The most straight-forward solutions are for states to dramatically slmpllfy and harmonize their sales tax 
structures and for Congress to darify the Issue of nexus so that equity can be restored between onllne 
and Main street retailers, Forty states have banded together In the Streamlined sales Tax Project to 
accomplish the first task. Congress has debated the second Issue but has taken no action, 

What i, the Streamllned S■lel Tax Project? 
The Project Is a proactive approach by states, with Input from local governments and the private sector, 
to design, test and Implement a radically slmpllfled sales and use tax system for the 21st century, The 
goal of the Project Is to subs\antlally reduce or eliminate the costs and burdens of sales tax compliance 
for businesses through a combination of slmplltled laws and administrative polldet> and the 
Implementation of a system that would be paid for by states, Project participants embarked on their 
mission to create a new, Improved and simpler system In February 2000, Reforming sales and use tax 
policies will provide onllne and other retallers that do business In multiple states an easier way to 
calculate, collect, and remit existing use taxes, 
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Which 11:atel are partidpattng In the Sb'eamllned Salel Tax Projed? 
Of the SO United States, 35 are participants In the Streamllned Sales Tax Project, five are observers 
(catlfomla, Colorado, Connecticut, Georgia and Idaho), five have no sales tax (Alaska, Delaware, 
Montana, New Hampshire and Oregon) and flve hav~ sales taxes but aren't participating In the Project 
(Arizona, Hawaii, New Me>dco, New York and Virginia). 

How will the new, llmpllfted IYDII wor10 
Retailers and states wlll voluntarily elect to participate. To take part, states wlll be required to adopt 
authorizing leglslatlon and enact certain simplification measures, Including adopting uniform product 
codes and sourcing rules, developing uniform definitions of state tax laws, creating a central, one--stop 
registration system, and limiting the frequency local govemments can change their tax rates. Under the 
new system, small and medium sized n1ultlstate retailers would be able to use state-certified, specially 
designed software (at no expense to them) to calculate, collect and remit use taxes for transactions In 
states In which they do not have a physical presence, Larger multlstata businesses, like Target and Orcult 
Oty, would likely ask states to ce1tlfy their existing tax software, 

There are other reaaona wf11y the al11 tax base 19 eroding - the growth of the NMCI 
ec:,onomy at the expenN of llOOda, and • whole haat of leglslatlve tax exemptlona. Why focul 
Just on ,.._ from e-c:ommet-ce? 
The erosion of the sales tax base In general Is Indeed cause for alarm. The growth of the service 
economy and leglslatlve exemptions are significant reasons for this erosion, The growth In e-commerce, 
however, has qulckly become the larg8.4jt single reason for sales tax base erosion, and It appears to be 
the fast•growlng by far, For 2001, the t.itate and local government revenue lost Is 41 percent higher than 
previously e&tlmated (In October 2000), This Is almost entirely due to higher buslness~to-buslness e­
commerce transactions forecast by FIJrrester Research. 

Dlcln1t eong,... paN • law t.hat spedftcally prohlbfa states from taxing purchases made on 
the Internet? 
No, The Intemet Tax Freecfom Act (ITFA), passed by Congress In 1998, set no resbictlons on whether 
states can tax sales over the Internet, Instead, ITFA only prohibited states and local governments -
during a three-year moratorium from October 1, 1998, to October 1, 2001 -from adopting ~ taxes on 
Internet access charges (llke those consumers pay to AOL and other Internet Service Providers), This 
moratorium was e_xtended In late October 2001 for two more years, giving states ample tfme to work 
toward sales tax slmpllflcation, 

Doeln't applying the sales tax to onllne purchalea c:onltitute • new tu? 
No. Requiring on-line merchants to collect sales tax does not aeate a new tax. Forty-five statc5 currently 
Impose sales and use taxes on the purchase of products and goods. Main Street retailers are required to 
collect these taxes on behalf of the states. However, a tax loophole exempts some out-of-state remote 
sellers from this tax collection obllgatlon, In this Instance, consumers are supposed to pay, or remit, a 
comparable use tax directly to his or her state. These use taxes currently exist In all 45 states that 
Impose sales tax. Unfortunately, many consumers are unaware of or often Ignore this use tax 
requirement, 

Arent stat• Interested In this luue because they're Just trying to get their handa on u 
much u revenue u they can? 
It's slmply an Issue of fairness, not just for state and local govemments, but for the local businesses and 
citizens who are the bedrock of our c::ommunltles. Money not lipel it In a Main Street business means less 
tax revenue for vital community services - a huge Issue since the number of citizens using those services 
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every day Isn't declining, And fewer purchases on Main Street threatens the vlablllty of those retailers to 
stay In business, What's more, lower-Income consumers who often don't have easy access to the Internet 
and must buy from Main Street, where sales tax ls collected, are left carrying a disproportionate share of 
the tax burden. Fewer Main Street purchases and exempt onllne purchases force state and local 
governments to either cut services llke educaUon, fire and police, and public works, perhaps dramatically, 
or make up for the lost revenue by raising sales taxes, property taxes and/or Income taxes, However, 
Increasing the sales tax may simply lead to fewer Main Street purchases, which lead to higher sales 
taxes, and so on - the so-called "sales tax death splralH, 

Are conaurnen who purchale goodl onllne subject to the 1ame polld11 u conaumen who 
ahop In • store? 
Although sellers are not obligated to collect a sales tax on the transaction In states wh1:1re the seller does 
not have a store, consumers are obligated to pay an equivalent use tax to their home ta:dng jurlsdlctlon 
when the retailer does not collect the sales tax, Whlle consumers are required to pay a use tax, many are 
unaware or oft:en Ignore this requirement, On the other hand, consumers who purchase an Item at a local 
retailer or at a store In the mall must pay sales tax. 

Does the a,rrent polky on collectlng NIii tax an purchuel made onllne place an unfair tax 
bunten on IICN'lle Amertcan, but not on other81 
Yes, according to the U,S, Department of Commerce, personal computers are present In 80 percent of 
homes In which famllles makes $75,000 a year or more, but In fewer than 16 percent In which families 
make less than $20,000, Higher-Income Americans who can avoid the sales tax by shopping onllne 
benefit at the expense of lower-Income residents who lack access to computers and the tax-free onllne 
sales. Instead of tax breaks, lower-Income residents wlll face higher or fewer services to offset the lost 
revenues from onllne sales. 

How will CXMIIURNll'I benefit by • level playing fleld between onllne and brtdc-1nd-mot1ar 
retallera? 
Oeflnltely. A level playing fleld Is wtet's best for the new economy, Internet sales, which have grown at a 
pheno1nenal rate, wlll continue to grow and benefit the U,S, economy, If we're going to have sales taxes, 
they should be applied fairly to all transactions, Thill allows consumers to be treated the same, regardless 
of whether they choose to shop In a store or onllne, It also ensures that states wlll not have to find other 
ways to supplant the revenues they receive from sales tax to fund essential community services, 
Addltfonally, fair and healthy competition In the marketplace offers added value to consumers. With an 
equltable tax policy consistently applied to onllne and traditional retailers, consumers will benefit from 
competitive prfclng, better offers and better customer service, Operating In a fair dimate allows 
consumers to enjoy the freedom of shopping choices without ta>< preferences and communltes to 
continue to see the many benefits that revenues fr<>m sales tax provide, 
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NEWS RELEASE 
INSTITUTE POR FOR RELEASE OCTOBER 2, 2001 

STATE 
STUDIES 

New Study Shows Sales Tax Revenue Losses From 
E-commerce 41 Percent Higher Than Previous Estimates 

State$, Local/ties PrQJected to Lose $54,8 Bill/on a Year by ZQ1J 

WASHINGTON - New figures released here today show that state and local governments 
wlll lose $13.3 billion In revenue this year - 41 percent higher than previously estimated -
because taxes are not paid on remote onllne purchases as they are on 11Maln Street" purchases, 
Projected annual revenue losses jump to $45,2 bllllon In 2006 and a staggering $54.8 bllllon by 
2011 as a result of skyrocketing buslness·krbuslness e-commerce activity, 

This continued loss of revenue highlights fairness Issues for Main Street retailers, 
taxpayers and state and local governments, It creates difficult choices for the 45 states and the 
District of Columbla that rely on ~'iales tax revenue: raise sales, Income and/or property tax rates 
to compensate; cut services like education and public safety; or a cornblnatlon of both. 

The study was prepared by the Center for Business and Economic Research at the 
University of Tennessee, the pioneers In research on the subject. Data was collected by Forrester 
Research, Inc., the recognized leader In e-commerce research, The study was commissioned by 
the Instltute for State Studies, a nonprofit publlc policy group, The study quantifies the amount 
of sales tax revenue states and local governments stand to lose In 2001, 2006 and 2011 because 
remote Internet-based retallers are not required to collect and remit sales tax. The U.S. Congress 
Is currently debating how to address this Inequity, The report Is available onllne at 
www.statestudles,org. 

A broad coalltlon of retailers, shopping center owners, state and local government 
leaders and national associations has for some time maintained that current tax policy as it 
applies to e-commerce Isn't fair, n,ey argue that the lack of a 11 level playing field" In collecting 
sales taxes leads to significant fairness Issues for consumers and businesses. It also creates huge 
revenue losses for .~tes and local governments, affectlng their ability to provide citizens with 
quality education, effective publlc safety and other basic services. This research supports those 
assertions. 

For example, Texas will lose $1.2 billion to e-commerce sales tax erosion this year, In 
Florida, the number Is $932.2 mllllon, Illinols wlll lose out on $532.9 million, Michigan will lose 
$502,9, Tennessee wlll lose $362,3 mllllon, Maryland, $194.4 mllllon, In the smallest states, the 
revenue erosion Is large as well. Wyoming will lose $26.1 mllllon; Rhode Island, $36,8 mllllon; 
North Dakota, $26.4 mllllon; and the District of Columbia, $36, 7 mllllon, 

In a decade, the revenue losses grow tremendously, according to Donald Bruce, asslstant 
professor at the University of Tennessee and the study's co-author, "By 2011, the potential 
revenue loss In Texas alone will be $4,8 bllllon - that's almost 10 percent of the state's total 
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REMOTE SALES TAX REVENUE LOSSES MOUNT FOR STATES Page 2 of 2 

expected tax collections, To make up for this revenue, Texas's current statewide sales tax rate of 
6.25 percent WfJUld have to rise to 7,86 percent," 

Hlstoncally, states and localltles have responded to this erosion In sales tax revenue by 
raising tax rates, Bruce pointed out, In 1970, the median sales t:ax rate In the U,5, was 3,25 
percent. This rose to 4,0 percent In 1980 and 5,0 percent In 1990, Fifteen states now have rates 
at or above 6,0 percent, 

\IWe determined that, to make up for revenue losses due to e¥commerce, states and local 
governments would have to raise their sales tax rates between 0,83 and 1.73 percentage points 
by 2011," said WIiiiam F, Fox, study co-author and University of Tennessee professor, 'When 
other factors causing sales tax revenue to shrink are added In, the projected tax lnaeases are 
even higher." 

In addition to erosion from remote sales, states and local governments are facing a loss 
of sales tax revenue from two other major trends: 1) a greater consumption of generally non­
taxable services rather than taxable goods; and 2) a continual practice of state-leglslated 
•~emptions that are narrowing the tax base, 

Steps are being taken to simplify the sales tax system, such as streamlining the rules and 
regulations of the 7,500 taxing jurisdictions In the U,S, This Streamlined Sales )·ax Project Is 
sponsored by a consortium of government associations led by the National Governors 
Assodatlon. So far, 32 states are partldpatlng In the effort to simplify tax rates and definitions of 
taxable goods, and to certfty software that wlll make It easier for retailers, both on Main Stre...~ 
and on the Internet, to collect sales taxes, Nineteen states have enacted slmplltlcation leglslatfon; 
another 10 have Introduced legislation for consideration, 

As part of the ongoing e-commerce sales tax debate, the Institute for State Studies wlll 
use this research data to educate state, local and national officials about the magnitude of the 
Issue, The Institute for State Studies Is a nonprofit center for publlc policy research and 
education located at Western Governors University. The foundation focuses on three areas: 
public pollcy and govemance Issues created by new technology, advancing competency-based 
measurement and certlncatlon In education, and Increasing speed and decreasing cost In 
environmental progres::.. 

Media Contacts: Vicki Varela, 801 673· 7884 
Brian WIikinson, 801 673-5615 
Wllklnson f'-errarl & Varela for Institute for State Studies 

# # # 



Ve'd bl.'en In so 
t mJnr hotels 

1)\'er the pilst two or 
three ~·ear~," remem­
ber~ Oklalrnma Senn­
tor ,.\ngel.'.1 \fonson. 
"Tl1e same pe,,ple, the 
~nme hollow square 
table, tile same milling 
around, the sctme hall-
way 1:onvers,1tlons. 

Senator 
Angela Monson 

Oklahoma 

"TllL'n, that morning last '.':ovember, we 
tonk the \'Ote .ind It was over. for me, at 
lea~t. It tou~ a few minutes to sink ln, All of 
tht'Si: pt'ople, from all of these Stutes had just 
,1t1reed tn rdorm their sales tax systems, :--:o 
oth:! h,td C\'er done that before, \Vholesale 
t,1.-..: reform t'\'t'n !11 one state Is rare, Doing lt 
In 10 or !O nr more strites at the same time Is 
ahsL1lutc:ly unprecedented, But we had done 
it-or, ,1t leilst, h,1d taken a gigantic step ln 
that dlrl'tth,n," she snys, 

\\'i1.1t \!,inson ,rnd 99 other stilte leglsl,1-
t,irs, leglslat11·t;> staff. state revenue oHklals 

1 (ll/l/\•1/11~ i.1 .\'!SL'i ,h•p11ty 1•Jt•m//\'i' dlrl'ctur, ,\/1•,1/ 
, 11, ,\1 .'SI. 1 ,'.\/t1'r/ 011 tile St1<·,111i//11t'd S11h•1 li1.1· 

\·;,t",'llh Ill, 1'Plilt1/1111t·,/ Ill (/II~ 1/Un', 

ond representatives 01 the prlvnte settor did 
was to \'ote to npprove the Streamlined Sales 
and Use Ta,'( Agreement. This action of the 
group known as the Streamlint'!d Sales T.i.x 
lmplemrnttng States culmln-ited a critical 
phase tn a threl!•}'ear pro!ect to alloll' stntes 
to collect t,1.xe~ on remote snles-for e.'<am• 
pl!:!, Internet sales. Their dec:ls!on sets the 
stage for consideration of the streamllnt:d 
sales ta,\'. .1greemen t during the 2003 legisla­
tive sessions, 

"I was rushlng through the Chicago ,1trport 
following the mt>etlng," wntlrwes Si:'nator 
\lonson, who now rn-ch.:1irs the lmpltiment­
lng states group, ''and the enormity 01 what 
we h,td .1ccompltshed hit me, State officials 
had just nppro\'ed n drnstlt.: reform of state 
sales tax systems, 

"Mter a few seconds of t>uphorla, though, I 
reJl!zed that the first three rears \\'meas~·. 
~ow comes the rt.ill, l1aru part-actually Im• 
ple111entl11g the ilg11.?e1t1ent In state leglsla• 
tu res,·• she says, 

Fortr•fl1•e states and the District o( Colum• 
blil use s.ilcs tn.xes. '.':o two srstems, though, 
arc ex,1c:tlr illl~e. Ther are, ln foct, quite 
t:Otllplt!X, The lllOSt ob\'IOUS VMlutlOI\ I$ In 

rates, The sales tax rate In Haw.1!1,111d Se\·eral 
other states Is •tO percent. ltl \lissourl. 
though, the state r,He ls •4-225 perlcnt. 
Rhode Island and ~llsslsstµpl hare a ~ pt'r• 
('ent rate, In a dozen states, there I~ onl)' one 
rnte, In the others, there m local ~.,!es ~aXl'S 
In addition to the state rnte. 

Some states tn.x food and urug~: L1th1:rs 
don't. In some states, snacks-like prt:tzeh 
and pot;lto 1·hlps-are not (0nslJeMf fond, 
so they are t.ixed, In othm, sn.icks ,HL' 

defined .is food, so ther ,ire e.~('mpt. Sl.ime 
states h;1ve used sales tax ho!ld,1y~. (i,r 

example, on c:hlldren's l'itHhln~ for il wet~ 
or two before school begins In thi: f,1ll. 
States also use man~· dlfforent ~.ties ta:,.: 
return forms and emplor \·nrlous audit prcl• 
cedurcs for retailers, 

SUPREME COURT CASES 
It ts this coniple.\:lt}' that ,'illllt'd tile l',S, 

Supreme Court, ln two lmp1)rta11t .:.i~·:':i, ti) 

rule that a state ra1111ot rt!qulrC' ,rn out,,_,f. 
state retailer to cCl!lcc:t tl1e s,1lt:s t,1x on ,111 
Item sold to one of Its resldeiw l'tah ,·an• 
not force L.L. Bean, a l.'.ilt,11,)guc and l1it~r­
net seller based In \la1111., :1J ,, 11.,, ► '\ 11: 

......... 



11 s,1lt'~ wx when a Utah resident buys a 
pnlr of boots online. The consumer owes 
the ta:-:, ac~1)tdlng to the Court, but the 
Lttah revenue department cannot force LL. 
Be<111 h1 collect It and send It to the state. 
L'n!\'er~lt).: of Tennessee economist Blll Fox 
estlmatl'S th.H, by 2006, states will lose 545 
bllllon a ~·e.H ln uncollected t.:1:..:es on Inter• 
net s,\le~. 

The :--:atlot\i\l Conforen~e of State Leglsla• 
tu res and other state and local organlzatlor\s 
h,we worked ~l11ce the late l 98Os to reverse 
or mitigate the l.!tfeets of the two Supreme 
Court dtldslo11s--f1rst. S11tlv11,1/ Bt'll11s Ht!ss 
1·,. llli110J.1 and later Q11/ll 1•s, Xvrt/1 Dakvt,1, 

Thl.'St.:' jrilnt efforts lnltlully, but unsuccessfully, 
Sl)Ught relld In Con• 
gms, \lore recently, 
thl.'r hn,·e fol'used on 
lnti:rs: te rn1>per.itlon 
In stmpllfrlng state 
~ilh.'s 1,t'l:l!:i, 

;--;csL formed « t:1•.:,; 
t'ori.:e <.H\ til.Xilt!nn of 

tt,m!t t()nlmrrl·e 
:,1.wcmber 1998, 

UN'l1Jlred br Illinois 

Senator 
Steve Rauschenberger 

Illinois 

Sc11.itor Steve R.iusthenberger ,md Tenn11ssee 
Representative ~latt Klsber, the tnsk force 
developed the model legislation In Janunrr 
2000 that led to creation of the Streamlined 
Sales Tax Implementing States. 

The group Is composed of reprc$entatlrcs 
from 3-1 states and the District of Columbia 
that passed model leglslatlon during their 
2001 and 2002 sessions. The Implementing 
stntcs met monthly for a yenr to hammer out 
a comprehensive proposal for simplifying 
state and local sales taxes, Legislatures began 
conslderl11g this agreement last month. 

VOLUNTARY SYSl'EM 
"The ke~· to the Interstate agreement,'' 

says Senator Rnuschenberger, "Is that It Is 
voluntary, State~ will voluntilrlly join by 
.idjustlng tlielr sales ta:< laws, Remote sell• 
ers-companles that n1Jke sJles over the 
Internet or through tatalogues-wlll volun• 
teer to collect the Sill es w.x for the states that 
have simplified their sales ta.-.: srstems." 

To participate, sttJte sail's tax statutes must 
conform with the pro\'lsl01n of the agree• 
ment. The hallmark of the agreement Is !ts 
1:mphasl~ on uniformity, standardlzatlo11 

I J 

nnd slmp!lflcatlon. 
"Sales tax systems 

vurr because states 
vary,'' says Texas Sena­
tor Letlda Van de Putte, 
new L'O•Chalr of NCSL's 
lilsk force, ''When legls• 
latures define food In a 
certnln way or set the senJto1 

Leticia Van ·ie Putte 
rate at a certain level, rexJs 
It's a dedslon not made 
In a vacuum, They ore ret1ectlng tht! µolitk:-il 
forces and the political cultures In thdr 
states. \\'h.1t we have to do now-to r(:~p1J11d 
to tt'chnology, and to the natlon;il Jlld lntl'r• 
national marketplace-ls forgo this co111plcx• 
ltr and nrnke our snles taxes more uniform 
and simpler." 

30 SlANOARDS 
The agree111ent lndudes at IL'ast 31) ~tan• 

dards that .states wlll ha\'e to meet to partkl• 
p.ite In the system. Thesi;! provl~ions (01·er 

the miljor elements of state s,1les tax l,11\'s. 
Some of the greatest compl~xltles In salt<'i 

ta,\'. laws occur In how th1:y define items sub• 
ject to the t~.'<. When, for e,l(illllple, Is ,t canJy 
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WHAT THE CRITICS SAY I 
,' 
011inols Senator Steve Rauschenberger has been co-chair of NCSL's 

, task force on taxation of electronic commerce since It was created 
in 1998, Although he Is one of the country's staunchest advocates 
for the streamlined sales tax agreement, he also recognizes that It 
hc1s critics who have raised Important arguments against It. Senator 
Rauschenberger responds here to some o( the major concerns, 

Q, How do you respond to critics who say this state effort to collect 
sales and use taxes on Internet sales Is really Just a way of Imposing 
a new ta1< on consumm? 
A, Of course, It Isn't a new tax. The U,S, Supmme Court acknowl• 
edges that consumers owe the tax whether they walk down the 
street to buy something or purchase It from an out-of-state com• 
pany, Whilt the Court says Is that states cannot force the out-of ,state 
retailer to collect the tax for them, because the cost of doing that Is 
simply too high. The streamlined agreement takes that as a cue. 
We've drastically reduced the complexity In sales ta)( systems and, 
therefore, have minimized the burden on the sellers. 

Q, Is It possible that the agreement w/11 encourage states to expand 
their sales tax base? 

I 

b,1r lhlt i,H>d.1 Thlrt~· statl'S h.J\'l' t:hLh~I\ 11111 t,i 1.1\ i.-,:d. I!,",\•,',·:: 
m,rnr oi thosl! st.it1:s ta~ ~311Jy. These statt'S t:llrM1tly m~· dl1t\r\·11t d,:, 
lnltl011s uf c,1nd~·. SL'nll' t.i.x TwLx b.irs, whl\:h co111,1ln 1h1ur: ,. 1th,·r, \k 
not, Tht' pn.>pL,sed ,1greemt.>nt s.iys what candy ls-nnd, by lhl' 11·,1)' 

t'XduJe$ TwL-.; bars from the definition, The agr0e111~1H d0l''i lh~t tl,;; 
staM tl1t'y must or must not ta.'\ i:.indy. In fact. It gl10s ,:ut ,.1i :ts '·"·''.,. t,, 

sar that the agreemt'nt "shall not bt! construed JS l1Ht11ldln~ tt1 !nllu• 
eni:e a membt!r st,ltt! to Impose a tax on or pro\'lde .111 e.xemptlllll fr,im 
ta.\ for any Item er M\'ICt!.'' Howe\'er, If a st.ik cho(iM h) ta.\ ,111 

ltem-s.iy. c.:Jnd~·-then It must use the agreement'i ddll\ltlun d 
c.:and~·. 

The agreement does not say whether a state slrnul~ tax drug~. If tlk 
state elects to tax drugs, then It must use the agreement's dcilnltlon. 
It does not sar clothing should be ta.\ed, but It lists 11'11.it Is to be c.:011• 

sldered doth!ng. Bdts, for e.xample, are clothes, but l>~lt buckles, sold 
sepnrntely, are not. 

Several of the agreement's provisions ha\'e this "on-oft'" foature. 
The agreement does not tell a state It can or rannnt us~ s:ilcs tJ.'\ 

holidays. If a state elects to use sales tax holidays. though, It muH 
comply wlth several requlrements established ln thl'.' agret!ment. 
for example, It must provide notice to retallt.>rs at least 60 Jar$ 
before the first day of the quarter In which the holldny 1,·11l take 
place, 

SOME REQUIREMENTS STRICTER 

I i 
I l , 

A, There Is language In the agreement saying that It should not be 
!nterpreted as endorsing taxation of a particular Item, It doesn't say 
you have to tax food. It Just says If you do, do It this way. That could 
mean a slight expansion of the base In some states. 8ut the lnten• 
tlon Is not to expand the base or create revenue. The Intention Is to 

~(any of the agreement's requirements are not so perm\ssl\'e, for 
example, a state and Its local lurtsdktlons must ta:< tht! same things. 
In tax talk, that means they must have the same base. IThe ex1:eptlon 
to this ls an allowance the agreement mnkes fur states, su~h .-is lllirwis 
and Missouri th(lt currently allow local jurisdictions to tax food, ~\·en 
though the stnte does not,) Sales tax admlnlstrntil\ll wtll ha,·e to be 
done by a state body, 

I ( · make these sales tax systems simpler, It Is one of countless trade-offs 
the Implementing states agreed on. I 

Q, Some economists note there /5 a value In tax competition among 
states, Won't the agreement's emphasis on uniformity ellmlnate this 
competition? 
A, The most Important part of tax coriipetltlon among states Is 
about rates. If my state raises the sales tax rate, does that mean con­
sumers will go to W1sconsln to buy a DVD player? Would a company 
view that as contributing to an unfriendly business climate? Those 
are legltlmate concerns, but the streamlined agreement should not 
have an effect on that, It doesn't say that sales tax ratiis have to be 
uniform from state to state, The agreement has on-oH switches, 
There's no reason to think that a state that has had a switch off for 
decades suddenly wlll turn It on. The lobbyists who worked to turn 
It off before will work to keep It off when the legislature approves 
the agreement. 

Q, WIii tht agreement hurt the five states that do not have a sales 
tax? 
A, No. According to the agreement, an out-of •state company col• 
lects the tax of the state of the consumer. If someone In Oregon, 
whlc:h does not have a sales tax, buys that proverbial pair of boots 
from L.L. Bean, the company would not collect a tax, A business In 
Oregon, however, that sP.11s on-line would have to collect the tax for 
Missouri, say, If a Missourian bought something from that Oregon 

1 
compan_Y•-------·----

The agreement establishes requirements for uniform ta:< returns 
and for remitting fund~ to the state from sellt.>rs, It pro\'ldes for 
greater notice to sellers concerning rate changes and changes In local 
tax 1urlsdlctlon boundaries, It has a dearly deflned stJt of require• 
ments for sourcing a purchase-In other words, for cteterm!nlng 
which state or local sales tax i:lpplles, It has a detallt!d set:tlon on 
deducting for bad debts and another on pro, 
tectlng privacy and confidentiality. 

Tennessee Senator Bill Clabough, a mem~L1 
of NCSL's task force and of the Implementing 
states, says that the agreement ls the "result of 
many large and small compromises. 

"Much of the time," he says, ''the tensions 
were between state revenue officials and leglsla• 
tors. The tax administrators, to their credit, 
were trying to construct an Ideal system, The 
legislators were constantly thlnk!ng about how 

\
,: ....... .,. .. : 

....... , 
. 

l,f.;1 
Senator 

Bill Clabough 
Tcnne11ee 

the system would ll'ork In their state and what It would take to get It 
passed/ 

The lawmakers who helped develop the agreement are strong ad\'O• 
cutes for It and arc working to get It passed, Rauschenbergt!r $0,>"S, 
11 NCSL lust completed a survey of the legislators on Its task force and 
those Involved with the Implementing states, All of them said they 
were Introducing the agreement In their states and were working to 
get It approved," 
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IT'S THE MONEY 
l'!h• ,11!rL'L'llll'lll 'i ad1 ol.'ilk~ Lltil.'r dlftl'Mlt rl.',lS1.111s r'l1r tlldr mp port. 

.-
1 ~in_. 1t.1r1 •,, 1th till: 11w11l.'y. "It's tl',111\ .l\ ~1111pk• ,\llJ as l.'0111pl0.x as 

( ,r ...... llhll\l:~·." ~a~'s formt!r L)h11.1 Sl.'n,ltl.' Prl.'sil.h:nt lUdrnru flnan, ''\\'e 
:nat_. th,1t L)hlo lList $448 millll>n rn ~illes tax rewnul! last )'t!Jr 

l•t'L'.llt1L' ,1t' l111l'r11t't \,Ill'$, \\'earl.' a fisl.'Jll~· consen·atl\'l' st.itl' \\'!th., fls• 
1.'.1IJ~- i.:011Sd1·at!1·e 11:glslature. But 11·e ,1lso hal'e ser\'kl'S to provldl!, 
,md 11'1! h,l\'1.' to bnlillll.'e L)tH bw.l~ct. LLHlng S-Wl ml!!lon In til.Xl'S that 
Ml' h:~,dly uwed 11\1.'JllS we dtllcr have to l.'llt ser\'11:es-educatlon, 
111.',lltll L'iHl', l'hlld L'arn, el.'onumk 1fo1·elopment-or find the revenues 
50111e11'hl're 1:lse," 

Rausl.'henberger puts tht! moner argument 11110 fodernllsm terms. 
·· for 45 sttttes. the sall!s tnx Is a substt1ntlal portion of the revenut! 
mt.x. Till! l'rvslon ot' the srdl!s tJ.x bl'l.'ause of remote Silles Wei.ikt!ns 
~t.lli: go1·ernml.'nts anti threatens thdr so\'erelgntr, The const!quence 
uf lWl11g .1 major revemtt! sotuce bµ,come obsolete ls that the states 
will rL•\'ert to being dependents of the federal govt!rnment." 

Ok!ahomil St.>nator ~lonson adds that devolution makes the need 
for r~sources e\'en more Imperative. "Throughout the 1990s, state 
gL)\'l'rnm•mts assumed responsibilities for man}' programs, such as 
11•clfore and i.:hlh.lren's beolth. ~lost state legislators felt this was the 
right thing to do-the right thing for focerallsm and the right thing 
for our cMstltuents. Those respo11Slbllltles take resources, For many 
of ns, the silles tax Is a significant source of revenue-one we need to 
prott?ct to make devolution successful." 

FAIRNESS FOR MERCHANTS 
Some supporters of the agrel'J)lent point also to fairness. They argue 

1 
"'~at ~l.iln Street rntallers are ilt a disadvantage because they are 

f , ..... )quired to collect sales taxes and remote sellers are not, 
, ~(aumm Riehl, \'Ice president for the National Retail Federation, 

sup the Supreme Court decisions require retailers wlth stores In a 

STREAMLINED SALES TAX 
IMPLEMENTING STATl:S 

SEPTEMBER 2002 

ma ,t,;111.AMtl F!UUARY 100) IS 

-----------------·-- .. ·--···--··~·-.· 

OUTLINE OF THE STREAMLINED SALES 
AND USE TAX AGREEMENT 

The lnterst.ite agrnernent that has been sent to legislatures lor 
consideration Is a comprehensive and detailed appro,,ch for 

achieving uniformity and slmpllficatlon In state sales taxes. The 
agreement Is not a model act. Rath<1r, It Is a set of standards ,.ind 
provisions with which a state must comply to enter the voluntary 
system, Its major provisions are: 
♦ Central administration of state and local sales and use taxes. 
♦ Limits on state and local rates and rate changes. 
♦ Limits on state and local rates after Dec. 31, 2005. 
♦ Local jurlsd!ctlons limited to a single rate. 
♦ States limited to a slng!Et general rate with an option of a single 

additional rate that could be zero on food and drugs. 
♦ Central seller registration. 
♦ Uniform sourrlng rules. 
♦ Telecommunlcat!ons sourcing, 
♦ Uniform prl.)cedures for exemptions, 
♦ Uniform tax returns. 
♦ Uniform definition ot food and related Items. 
♦ Uniform deflnltlori for clothing, 
♦ Uniform administrative definitions. 
♦ Uniform definition for tangible personal property, 
♦ Uniform deflnltlon for software. 
♦ Uniform definition for drugs. 
♦ Uniform definition for medical equipment. 
♦ Uniform definition for leasing. 
♦ Standardization of sales tax holidays, 
♦ Elimination o( caps and thresholds after Dec. 31, 2005. 
♦ Privacy clar!flcatlons. 
~ Privacy protections. 
♦ Amnesty for participating voluntary sellers. 
♦ Outline of mode!s for participation through technology. 
♦ Outline for monetary allowances based on technology models, 
♦ Uniform rounding rule, 
♦ Customer remedy procedures. 
♦ Requirements for direct pay procedures. 
♦ Provisions for governance of the agreement that en~ure 

legislative participation, certainty for sellers and procedures 
for resolving disputes with nonblndlng, third-party arbitration, 

stote to i:ollect the tax. "That means/ she soys, "that big retnllers llkt: 
Sears and Target-as well as mom-and-pop stores-have the playing 
field tilted agalrtst them. They're collectlng sales taxes, and lntert1tt 
sellm are not. The SO•l'.alled brlck and mortar stores don't ha\'e any• 
thing against l11ternet sellers, In fact, ma11y have their oll'n Internet 
operations. It's 1ust a question of being treated fairly." 

Consideration of tht~ agr~ement In state legislatures Is ge1watin ~ 
iittentlon from various Interests on both sides of th~ question. Among 
the supporters are local governments, tradition.al retailers, telecom• 
munlcatlons companies, shopping ~euters and realtors. Lined up In 
opposition are anti-tax groups and Internet sellers, 

' 
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YOU CAN'T TELL THE PLAYERS 
WITHOUT A SCORECARD 

( · ,~ umerous public and pdvate groups have been Involved In 
, d11velopment of the Streamlined Sales and Use Ta.'< Agreement. 

A thumbnc1II description of them and a listing of their Web sites are: 
♦ Streamlined Sales Tax Implementing States. Thirty-four states 

and the District of Colurnbla passed model legislation that autho­
rized them to develop an Interstate agreement to simplify state sales 
taxes. State legislators, revenue officials and private sector represen• 
tatlves were appointed to the Implementing states. Thirty states and 
the District of Columbia voted unanimously to approve the Stream• 
lined Sales and Usti lax Agreement In November 2002, (Two of the 
Implementing states did not send representatives to the meeting 
and offklals from two other states abstained.) 
♦ NCSL Task Force On State and Local Taxation of Telecommu-

1 nlcatlons and erectro11/c Commerce. NCSL1s Executive Committee 
created this task force at the end of 1998 to provide a forum for leg• 
lslators and staff Interested In the lssue.•s associated with sales and 
telecommunications taxes, It has overseen NCSL's work on these I t! Issues ever since. www. ncsl,org/programs/flscal/tctelcom,htm 

,J ♦ Streamlined Sales Tax Project (SSTP), NCSL's task force ,•, 
f: endorsed model leglslatlori In J~nuary 2000 that directed state rev• 
~ enue departments to enter Into multlstate discussions to simplify 
~ sales taxes. Thirty-two states Joined SSTP, The project's product~-
¥ and a similar one developed by NCSL's task force-led to addltlonal 
R model legislation that created the lmpleme11tlng states group, 

J 

www,geocltles.c.om/streamllned2000/ 1 Q' ♦ National Retail Federation. An association of major retailers, 
, eluding ~ear~, Target, Target, JC Penney and Staples, that has 

, · . .)upported development of the streamlined agreement. 

l 
wNw,salestaxfalrness,com/lndex.htm 
♦ Council on State TDxr1tlon. Created in 1969 through the Coun• 

. ·,· ell of State Chambers of Commerce, COST comprises more than 
500 companies that do business acro~s stale lines, A COST staff 

of the District of Columbia. www.statetax.org/index,html 

I'' 

member serves on the Implementing state's group a~ a representative 

♦ E•Falrness Coalition. This coalition fndud~s other trade associ­
ations, such as the International Council of Shopping Centers and 

ll'l

j the NatlOl'lal Realtors Association, and certain companies, Including 
_· WalMart and Radio Shack. www.e-falrness.org 

♦ Federation of Tax Administrators. An association of state rev-
enue department oHlclals, It has provided staff support to the 

I
'.- Streamlined Sales Tax Project and the Implementing states. 

I 

www.taxadmln.org/ 
♦ Multlstate Tax Commission, An organization of state tax offl• 

clals that has provided staff resources to the Streamlined Sales 1'ax 
Project and the Implementing states. www.mtc.gov/ 

VARIED SUPPORTERS 
~ia>·ors, county executives and othet local offlclals support the 

ngrei.?ment bi.?cause, llke the states, local go\'ernments have seen sales 
... t,ax revenues eroded by remow sales, They belli.?ve declining rl'\'enues 

1 ·ce them to reduce services or become mor~ reliant on property 
• . ..._ ...... · .. ~l!S, the public's least favorite tax. Traditional tetn!lers-foml!y com• 

·- panles selling shoes on Mal11 Street or office supply chain stores such 

,ls S1,1pll',-Ml' ,11\lun~ thl' agrcl'llh:llt's )ITl>llgt:,t ,1d1, \ .1t--,. •d'.-, :Ila.' 
Mill! (l.'dcratll1tl's Rld1L They mi It lc,hli11g t1\ i,1irl't \,-1111•~·1:1.,111 

bt.>tWL't!ll l'otnp,111ll's thilt coll~•i:t tht' sail's tJ.'\ ,111d tlllisl' 111.1:. i" i.ir. 
h,l\'l' not, Shl\pplng ~l'ntt'r owners want to 111nk0 ~Lm: tht! M,11:~•h 
who rl'nt ~pn1:l' ,m hc,1lthy and are nl,t put out of bu~lnrn b)' t11\t,1lr 

(Olllpt>tltlnll irl'.lm lntl'rnl't s1!11tirs. Realtors h,1\'t: tlk i,lm~ m11111 .1t!111\. 
Tht!r want to makl' sure there are rl'til!lm to rent or bu~· ~hLlp ~l\1(1:' 

.ilong ~laln Strl'et. lhoadwa)· or Park .\\·,mue. Tel~c1>nrnnmk.1tl1.,11~ 
,:ompiln!es, lncl\1dlng Xf&T, \'erlzon and Bell South . .ire In i,l\'l't ut 
the agreement. prlnwll}' bw1ust> It slmpllfles ~wt,1111 kl11ds oi 
teleconununkati1ms ta:-:es, 

OFPOSITION FROM THE NET 
Oppon1~1~ts In the prh·ate sector primarily are s1H.tlkd "pllrl1 " 

Internet r,.'.;,_.\lt!rs-companles that sell only o,·er tilt' lntcr1ll't rnd 
have a phrslcal presence In onl)' one state, \Tht> Supreme Court rul• 
lngs rt!qulrt! s~llers to collect sales taxes In states wiwre tl1t•r 11,H·e 
"nexus.") .-\!though .-\mozon.com, a large retaller that sells only 0\·cr 
the Internet, has not opposed the agreement, many oth1n pure Inter­
net retallm do, They worry about losing a compet!tlw ad,·.11HJge, 
Some, especlally smaller companies, are concerned about th~ co:>t of 
software they would Med to calculate sales taxes owed, 

Th<! antagonism of antl•ta:< groups, such as the ~ntlonal Taxpayers 
Union, Is ~onslstent with their philosophical opposition to t.i.ws. 
They e.'<press concern about the burden placed on Internet Sl!!lers to 
collect the tn:< and the potential for loss of ta:< competition among 
statl!s, 

10 Sl'AT£S MUST AOOPT 
"No one expected the states to suci:eed In developing a stre,1mltned 

system," says Rauschenberger, Like ~(onson, though, h~ nom thut 
the hard work Is lust beginning, The agreement does n.0t take dfcct 
until to states representing 20 percent of the population have 
adopted It. "A few states need to make only minor adjustme!1ts to 
comply," he says. "They should be fairly easy, It's some of the bigger 
states, with complex sales tax systems, that will struggle 1,·1th this." 

He's not sure how the current tlscal crises will aflcct consideration 
of the streamlined agreement. ''Our budget problems could make 
many legislators and governors more supportl\'e of these reforms. On 
the 'Jther hand, because the system Is voluntary, no one Is going to 
see a lot of llf•medlate revenue from this, I also worrr that the budget 
crises are so severe that legislatures will not really hn\'e time to focus 
on anything else this }'ear/' 

What happens when the agreement begins to operate·., Senawr 
~tonson outllnes three sct'ninlos, "One Is that the Interstate agreement 
proves to be successful as a voluntary srstem. Over time, ntore states 
would loin and more companies would volunteer to participate, A sec• 
ond Is that Congress would use tht1 strenmllned agreenwnt as the basis 
for federal legislation that would authorize states to collect taxt!s on 
out-of-state sales, And some folks believe that the agreement, br reduc­
ing the burden on Interstate commerce, could persuade the Supreme 
Court to overturn !ts rulings In Bdlm H!'ss and Q111//, 

"Those options are all down the road a bit," shti sars, "Right now, 
the Important thing Is to make sure tbnt this critic~! experiment In 
cooperative federnltsm continues and that leglslatures and go\'er• 
nors give It fair and thorough consideration over the coml11g 
months." i~ 

16 

I 



f 

I 

HS 3 

' -,... 

2 ! q ! ' us ' 3 2 

ALt'.li la! 001 

AMERICAN LEGISLATIVE EXCHANGE COUNCIL 

The Rise of Cartel Federalism 
s/6~096' 

by Mlcha41 Flynn 

On ~mber 111, offloials in France and 
· Germany announced plans to push for 

tax harmonization within the European 
Union. The French ind Oetman.s are a bit miffed 
that several European cOW1tri~1--notably Itel and. 
feel that thcrc;iad to economic growth lies in lower 
tax~ and less onerous rcpatio11s. Even worse 
for the Franco-Prussians. ~ growth policies 
have worked and heland and others enjoy high 
level• of economic growth, while the French and 
German ecortomi~d1ed with high taxes. 
rigid labor mo.rkcts artd generous social welfare 
policies, stIUgg1e. 

As G«lrge Carlin said, '1f you can• t beat them, 
amuige to have them beaten." Unwilling to (:Om• 
pete for busitlcSi and btvestinent by refoaning 
their cconomie&, Frattce attd Germany have opted 
to, in a Se11se, export their own policies to other 
natio11S. 8y forcfo.g other nations to raise their tax 
Jevies to ~r match their owo, France and Oer­
lnlnY can avoid the hard choices, 

Now_ it•s ttot unusual .for politfoians to cont• 
plaitt about ''unfair• com~tition from other gov­
' e.m.mMts. Throughout the eighties an.d nineties. 
many oft'ioia.ls in this country complained about 
states aggtessivtly retmiiting busirtesses throush 
tax jncentives. There was lots of talk about the 
•race to the bottom• ud suoh, but it was mosUy 
just that, talk. After all. ordinarily there isn't much 
one government can do to effect the policies of 
anothel. 

Thos~ are 1101 ordittary times in Europe, how­
ever. In early Novem~. the Praesidium of the 
European Parliament released a draft constitution 
for a 4Uni.ted State$ of Europe', The~ chaired 
by fonner French President Valery Giscard 
d'Estaing la.ys out a framework for crcatittg a 
European federall.$m. (Oiscard d'Estaing even 
compared favorably their efforts to our founders' 
ConstitutlonaJ Convention of 1789. maddng th~ 

fint time in recent memory that a Fnmcb poli­
dcian bas s'aid som~thins favorable about 
America.) That this development was followed 
so closely by an effort to end we competition 
among European states suggests that this is not 
cyour Founding ~athers federalism•. Rather 
then scttii,,g up an Ameri~-i.tylc 'competi­
tive federaliam'-w~Rt $lites have wJde lad­
tude to set theit own 'pallciet. the French and 
Germans 5'JenlCd intc~t on establlshin1 a •car­
tel fedetalisxn'-wh~ the individual states ,, 
(.nations) 9imply impl~1ent the policies oftbe 
national (eerttralized) govermmmt. In other 
words, if one wantstio be a member of the 
union. they must 'hannonit.e' tbcirpolicins with 
the targest IMmbf;ra, .so there arc 110 1distor• 
tion&' in the single market. 

Although it is tempting to shake our h~ads 
~d chuckle at this latest Bu:ro-sillinea&-in­
detd, tbu is a favod~ parlor same in tOtlserM 
vative circl6s-we shouldtt't be too stn\ll, It 
seems a ttumbet of US'.elccted oft1ciats are try­
ing to 'outwBrussela' Europe and are racing to 
establish an enormou$ tax cartel of olll' own. 

Jo.st a month ago, officials from 31 &tates 
met in Chica.so to ruiali.z:e the Streamlined 
Sales Tax Proj~ (SSTP). The goal of the 
proj~ os~bly. is to allow a state to force 
an out-of-state retai)et to collect salot taxes on 
pu.rohases made by that state•s c,itiz.cn.s. Put 
sunply, if a te$ident of Dlinoi8 made a ptltChaso 
from a catalogue or iotctnet rctai~ in Mauie. 
that bus~ would have to colltct the Jllinois 
sales tax and send it back to the state. 

·currently, states can't force an out-ofMstate 
company to do thifi!, In 1992, the Supreme 
Court rul~d thn~ partly because of the undue 
burd~11 of potentially having to comply with 
every state and local sales taX system. states 
could not force out of state retailers to oollect 

Mich,ol Flynn is ~ Diroctor of Po11oy & uiisla.tion 
for tilt American 1.Agisl,tlve &clwlp Counoil 
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( , ~ tax0$◄ The Court said that only companies with a 
r iioal p~nce'. i.e. a w~use, an c;,fflce, a distrl• 
_ .. ~n center, in a state could be forced to collect these 
taxes, 

this decision Jod to ntuch_battd•wrin~g amottg state 
revmiuo officials, concemed about lost sales taxes on 
every catalogue purchue. This hand-wringing turned 

, to shrill cries wberl tlw Internet exploded onto the scette. 
and revenue official$ convinced themselves that 1n:uulred 
of nuWons of powitial sales tax dollars lay uncollected. 
Drastic dme$-iotmuet saJ.es--called for drastic incaw 
surea. Thus, th6 SSTP wu botn. 

The goal of the SSTP seems simple enough. State sales 
tax systcm.t are notoriously complex. In one state, for 
example. boots ~hased for worlc are tax exempt, boots 
purchased for 'pleasun,' arc taxable, J.n another state, a 
cettam eandy bar is detined as a cookie aod is taxable 
and another candy bar ia aot a cookie and so i& tax ex .. 

' . 
entpt.1 Neith« the Supn=me Court 11or Congress would 
authodzo the states to export their tax systen11 to compa­
nies outside their jurlsdJctions without some simplifica­
tion, tJr. in k~ping with out thei:ne, harmonization. 

( ----.,The SSTP &ought to brlng state officials together and 
.1 out counnon definitions of taxabl~ items and ~­

}'Jore the idea of common rates, (In most states, tM stete 
sales tax ts augmented by looal option sales tax.es, creat• 
ina nL\Jl)Cl'Ous sales tLl. raus within an individual state.) 
Members of th& 'SSTP would agree •in conce.rt' what 
was taxable and what was not. They would adopt the 
sa.mc definitions. They would c«lo any uniqlle, state• 
specific eonsidlll'ation.t as to what tax policy 5hould be 
in their state. Under SSTP, each state would also subject 
itseltto an 'ovcrsiaht board' that would police each state 
and be able to asseii sUtCtions on states found to be 
'non-compliant'. 

Now, thtJ maht problem with the SSTP actually has 
very little to do with the i.uue of interrtet or catalogue 
taxation. Indeed, it's hatd to argue that a certain transac­
tion-by just the very nature of the trani80tion-auto­
matically should be exempt from the sales tax. Th.is is a 
legitimate policy d~batc. But, the SSTP asb us to go 
much further. It requite& us to upend our entire federalist 
sy$tem, in order to possibly collect a few hundred mil .. 
liou in tax revenue, This isn't just 1throwi.11g out the b.i,y 
ith ~ bathwater', this is 'throwJna out the baby IUld, 
Jr good mWiure, uprootittg•the·baby's•fanilly .. ~ .. 

ch)ppin3 .. it-up-,mto-littl&-bits-and-watclling .. ft-go-<lown­
thc-<irain, With the bathwater'. 

Now, l~t 'me state, for the record, that most sup­
portora of the SSTP feel they are aotlns to presmvo 
federalism, They mgue that the SSTP •i• a •stato­
based• re9ponse to tile question of internet ind re­
mote 11cllen, obviating the neM for co11gressio11al 
action. In their minds, the SSTP ban examplo of 
$tatcs acting i.tl concert to deal with a nadonal prob­
lem (the inability of swes to lesally force collectlon 
obligatio.tts on out--of-stato sellers) without havin1 to 
rely on conaressional action. 

But, let's consider what thti SSTP require• of state 
lawmakers: 

1. Under SSTP, individual state lawmakers 
would hav~ very little authority over that 
state's sales tax sys~ 

2.Deci&ions about what is and iin't taxable 
aro made by a eollecdve body- of states, not 
by individual sf.Atcj ot an irtdividual state•$ 
elected lawmabts; 

3. An individual statb must cede sonte of it's 
taxing authority to a.i1 extra-Ieaal entity 
made up of a group of states that would 
determine whether an individual stat~ was 
'in compliance•; 

4. This extra-leaal entity would have the 
authority to sanction individual states if it 
was not •mcompliance' with themajOrity 
of the other states; 

5. State 1aWJ:l'lllbrs would not be able to 
ame11d or alter their sales tax code-even 
to deal with apecifio ~nom.ic situation~ 
without getting the approval of officials 
from other states; 

6. Small business owners m an SSTP state 
w~uld ~ forced-if they tried to expand 
their matkets through the intemet ot 
catalo81le&-to comply with the tax laws of 
all other SSTP states. 

Lib the eatllcr European example, this is not your 
Pounding-Father's fedffllism, Quite timply, Ameri­
can federalism was about dclesatiltg a few powMS 
to the federal govc:mment, while pMserving the bulk 
of aovemm1ce to the individual ,tates. There is noth­
hig in the C¢nstitution that says that states uconec­
tively" should undertake a c~rtain action. To the 
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· found.ins fathers, state& 'acting in concert• and the fed­
, ... -, id govornmcnt actin1 were two faces of the same 

,east. Thete•s a simple reason that even a,recments-
or compact:8--among statba must be ratified by the fed­
eral congress; ax\d that i1 that the founders were wary 
of all centralit:ed def;islon making, 

Comr,etitlve Pederallam 

The founders preserved a great deal of autonomy 
for•~ govenuncni.. It wia,; not because they felt that 
state governments, vis a vis the fcdetal government 
were more ii\ tuned with the citizens, at were some­
how 'better• than fbderaJ lawmaken. Alexander 
Hamilton put it best when be said *'(i)t is difficult to 
AW/'° any good reason why Congress should be more 
liab~o to abUUJ the powers with wbieb th6y are inttuated 
than the $tatc .. assemblie.1." They w~ simply skepti• 
cal of cen.tralized authority. 

The atatcs---to the exte1~t that tlu,y would be actittg 
independently of the federal power or the demands of 
other stat:es--werc envisioned as the clleck Oft the ce~­
tralizing tendenci~ of government. It must be remem .. 

., .. , " bcled that the Constitutiooal CoDVMtfon was COJ1WDCd 
f · because of a crisis that arose under the Articles of Con• 

federation where staUJs had bandod together againat 
other statca. This conflfot waa most clearly seen be­
tween the northern 11canier• states which traded with 
Great Britan, and tho southern 1'plantet'' states which 
relied on the imported 1oods fat agriculture. The Ar .. 
ticles wen, W18b1e to conu.itt thb ttade (:C)nflic:t. and the 
need for a central government to regulate conunc.rce 
among the states was the major impetus for the con­
ventions of Annapolis and Philadelphia. whieh ulti­
mately replaced the Articles with the Consdtution. 

Federalism is not so much a question of Qtates asawt 
the federal government as it is irtdividual state.9 againat 
centralized goverruneut. whether exe!Jtclsed by the fed .. 
etal government or states acting •1n compact'. It i11 
unfortunate that supporters of the SSTP cloak theJt ar­
guJ'Del1ts in federalism. Their ar~nts nmd the con• 
(:ept to the point of meaning1euness. They foresee a 
time that staUJ governments are simply branch offices 
of a central governing pow&-, Agafo. it makes little dif­
feren~ whether it is the federal government that has 
authority over the states or a coll~tion of statet that 

._,./ exercise authority over indJvidual states, 

America•, fcdcrtllat system could be called a com .. 
~titive tedcnillsm. Ideally, Sta.tea are be to df.iVelop 
thcfr own unique polioict. This lJ no small dhitinl-ition, 
Competitive federalt&tn provides three important fea­
lllrC&: 

1. Accountability, If a citJzen believes a certain 
policy l• wron1-beaded. they know exactly 
whom to blame, tlieir stato lawmakers. 
Under cartel federalism, policy decisions arc 
made by a central authority or a (;ollcction of 
states, The individual cidzen has very little 
powor over tbMe, 

2. Choice. To some extent, admittedly at the 
maq!nt. a competitive federalist system 
allows a citizen to (:hoose their govcmunent. 
For cx~le, I live in Virginia, because I 
prefer a more modest govcmunent. However, 
I know scvmtl people who enjoy living in 
Macy land and pay ins hip.er taxes, bec:ame 
they place great~ value in haviug a more 
aotlv.lst sovemrnent. To the extent that cartol 
federalism harmonitM policies amons the 
states, citizens lose this choice. (And why i& it 
that ~y always bannomzc towards 1aram­
go~t7) 

3. BxporimentatioJ. It bas become clfohc to 
say that tM states are 'Jaboratorie& of 
democracy'. Thie is certamly tnie, but only to 
the point that states have a~ lfuledom 
of action', The more states • bound by 
uniform rules and regulations, t1u, less they 
can ~perlment with policy options. Without 
this experimentation among the staUJs, we 
would very likely still be left with a broken 
and dysfunctional welfare system. 

The, SSTP ls what could be ¢8Jled a 'gut check• it­
sue for state legislators, Endorse it and you mijht pi0k 
up a couple million dollars in uncollecied sales tax rev­
enue. Bu~ 1n doing so. you will cede muoh of your 
authority over your states sales tax 1:1ystem. You will 
eD$ure that your constituents no longer have atty say 
over your state •s tax system. You will also drive a stake 
through American ucompetitivo federalism' in favor 
of tM EuropM.n •cnnel federalism', ls this why you 
nui for offico? 
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North Dakota Farm Bureau www.ndfb.org 

House Finance & Tax Committee 
March 11, 2003 

North Dakota Farm Bureau Testimony on SB 2095 & SB 2096 
presented by Brian Kl'amer 

Good morning, Mr. Chainnan and members of the committee. For the record my 

name is Brian Kramer and I represent the 26,000 family members of North Dakota Fann 

Bureau. 

NC',1h Dakota Fann Bureau opposes SB 2095 and S82096 on several levels. Fann 

Bureau began studying this streamlined sales tax project last winter. We've read and 

asked questions. 

Undoubtedly, this is a complicated issue and until now not a lot of infonnation has 

been distributed to the public. This is a major change in tax policy in this state and it 

C--, certainly does impact industry, consumers and retailers. NDFB urges you to proceed with 

extreme caution. 

We understand and have no problem with collecting sales tax on internet and catalog 

sales. We also understand and agree that these types of sales are most likely going to 

increase and the state is losing revenues. But there must be a way to do that without 

endangering state sovereignty. 

We have concern that participation in the streamlined sales tax program will malign 

state sovereignty. The agreement requires that each state have only one sales tax base 

rate. That alone has taken away North Dakota's right to have the multiple tax rates we 

have employ. 

Furthennort.\ you are being asked to adopt an agreement that hasn't even been 

completed. Definitions of all goods and services are not yet written and it will take a 

great deal of time to conclude. It also indicates that if you give a tax exemptiont you 

must exempt everything within the definition of that product or none of it. You can't pick 

and choose within a definition, 

One fature. One voice. 
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Periodically, the governing body of the coalition of participating states can make 

changes to the agreement, with¾ of the states agreeing. With so many large states 

participating, we question how much clout North Dakota will have in that process. 

Another major concern focuses on those home rule cities and counties that have a 

local sales tax. Under this system, the caps on local sales tax would be removed. This will 

have a huge impact on those industries, like agriculture, that have high input costs or 

purchase big-ticket items. There will be several industries that could be negatively 

impacted. 

For instance, if you make a $10,000 purchase, the sales tax might currently cap at 

$25. Under this system, you would pay $100 (one percent home rule tax). That will add 

up over time with all the purchases made by farmers and ranchers. The same will be true 

for all conswners on purchases of large ticket items. 

Finally, NDFB also has to question if once this system is established, could it easily 

lead to a national sales tax structure, by simply requiring states to all charge the same 

sales tax rate? 

Again this is a major change in tax policy and North Dakota Fann Bureau urges the 

House Finance and Tax Committee to proceed with caution. Thank you for your 

consideration. I would be happy to entertain any questions you might have. 
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Recreation Supplv Companv 
\ P.O. 1112151 Bismarck ND 58502-2151 

March 11, 2003 

Members, North Dakoh1 House of Representatives 

Re: SB 2095-Streamlined Sales and Use Tax 

In 1987, then ta,c collector Heidi Heitkamp asked the legislature to pass HB 1195 to change the definition 
of ••retailer" to Include out of state n1aH order firms. She knew the statute she sought was In conflict with 
the U.S. Constitution, but needed ft to form the basis of her lawsuit Quill vs, North Dakota, 

Today, tax collector Rick Clayburgh ls askJng you to do it again; pass an unconsUtutlonal statute to help 
further a larger agenda, 

Article 1, Section 10 of the Constitution states, "No state shall, without the consent of Congress, ... enter 
Into any agreement or compact with another state ... ". 

NCSL document attached clearly characterizes this agreement as something they hope will provide 
"justification for Congress to overturn the Bellas Hess and Quill decisions". 

Notwithstanding any statement by anyone to the contrary, Congress has not consunted to this agreement! 
Senate Blll 2095, by its own terms, binds North Dakota in a multi-state agreement, and is therefore, on its 
face, unconstitutional! 

What Is driving this issue? The two pages from the article by Atkinson and Court tell the story. Atkinson 
is the director of the Progressive Policy Institute 's Technology and New Economy Project (see 
www.pplonline.org and www.nunl.org) and largely responsible for the 11New Economy" movement in this 
country. ONDA's New Economy Initiative ls modeled after his works, 

The second page from that article (page 4 of 6), provides us with the clues as to what the 11end game" of 
this initiative Is In the paragraph "Beyond the Internet, Beyond the United States" last sentence, ''Once this 
system rs developed and effectively Implemented rn the United States, the U.S. gcwernment should 
work through the World Trade Organlntlon, the Organization for Economic Cooperation and 
Developm,mt, and other appropriate bodies to reach world consensus on this sort of software 
mechanism for collecting and remitting local, regional, and national sales taxes." 

Do the words, 11rend my lips" resonate? By any other name, this is a tax increase for North Dakota 
Taxpayers, Please vote NO on SB 2095. 

PIii•: l101J 222-41111 • 1111 tree: 11001 m..aa12 • Fu no1J 211-1111 • 1m111: 111es@recu1111.e1111 
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Tuesday, February 11, 2003 

ALEC arid NCSL: A Timely Comparison 

By Emily Sedgwick 
esedgwjck@atr .&rs 

Two thousand state l1=gislators 1 business leaders, 
and think tank representatives convened in 

search 

r 
jTltle j .. 

Orlando, Flo rid a August 7 -9 for the 29th American 1rchives 
Legislative Exchange Council (ALEC) annual ,--~~~~~-~--. 
meeting. Two weeks prior, the National Conference 
of State Legislatures (NCLS) held its annual 
meeting in Denver, Colorado. The differences 
between the two conferences and host 
organizations are striking and indicative of the 
choices that face state governments during difficult economic times. 

Both ALEC and NCSL offer model legislation, in -depth policy analysis, 
database resources, and the all-important annual meeting where politicos of 
many str!pes can debate the topics of the year. This year, the main topic at 
both conferences was spending: on anti-terrorism, Medicaid, transportation, 
the environment, and the result of spending too much: budget deficits. 

At NCSL, conference participants with the appropriate pass could attend 
three workshops on the Streamlined Sales Tax Project (SST'P), an attempt to 
"simplify" state tax codes to indude lnternet taxation and a uniform sales 
tax code. Two workshops addressed obesity and ways that states can spend 
more to curtail the problem. Another policy sessior1 examined the "tax 
pressure" on state revenue coffers apparently resultlng from recent federal 
tax cuts as well as the revenue-boosting benefits of decoupling state death 
and income taxes from their federal cousins, 

On July 25, an NCSL committee discussed the federal budget: "A process 
originally designed for deficit reduction was meaningless during a period of 
surpluses, Now that the deficits have retumed 1 the rules are still Ignored." 
No mention was matle of ballooning state deficits, except to blame them on 
the federal government. Later that afternoon, a committee examined the use 
of rainy day funds to balance state budgets (spending cuts were hardly 
mentioned), Another committee recommended gaming revenues as a means 
of "patching budget holes. 11 

Meanwhile, ALEC hosted a refreshing policy discussion section during NCSL 
at a hotel nearby, The topics for dlscussion were drawn from a recently 
published paper titled 11 Show Me the Mor1ey 11 that details spending and 

http://www.americasfuture.org/viewBrajnwash.cfm?pubid= 155 2/11/03 
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Inefficiency reduction strategies. Recommendations llke state hiring freezes 
and the elimination of phantom positions, across-the-board spending cuts, 
market-based and consumer-choice Medicaid reform, selling or leasing 
government assets and enterprises, and consolldatlng small agencies were 
just a few of the pro-taxpayer budget management solutions discussed by 
the panel and audience that morning, What a breath of fresh air. 

Governor BIii Owens of Colorado spoke to a meeting of the National 
Republican Leg Isla tors Association, also concurrent to NCSL, about his state's 
Taxpayers BIii of Rights, Colorado's positive business and Income climate, 
and his opposition to SSTP. More fresh air. 

On just the first day of the ALEC annual meeting, various panels addressed 
the ''regulation through lltlgatlon" problem In the courts, the 11 Cr/sls In State 
Spending," "Cost~Effectlve Medicaid, 11 and the '"New1 War on Drugs: the 
Pharrnaceutlcal Debate," Even the tltles of these discussions Indicate a more 
moderate approach to the Issues of the day, and all conference attendees 
can attend -- no 11 pass 11 required, 

Furthermore, ALEC speakers are markedly more In touch with reality than 
NCSL's speakers, ALEC hosted Secretaries Elaine Chao, Ron Paige, and Mel 
Martinez, U.S. Representative Mark Green (R-Wls,) 1 and author Bjorn 
Lomborg. NCSL keynote speakers Included Mlke Mccurry (who 11 served as 
White House press secretary during some of the most challenging times 
faced by the Clinton administration") and John Sweeney, President of AFL­
CIO, who made the serious mistake of attacking ALEC In his speech to an 
NSCL breakfast audience on July 25,. 

According to Sweeney, ALEC 11 posltlons Itself as a non-partisan grassroots 
organlzatlon 1 but In reality it Is a Washington -based group of corporations 
and wealthy rlght~wlng reactionaries who are spending millions of dollars to 
usurp state leglslatures.'1 Legislators and numerous others In attendance 
walked out In protest. NCSL executive director BIii Pound later called ALEC 
executive director Duane Parde to apologize for Sweeney's comments. 

Sweeney did bring up an Interesting point about NCSL and ALEC's respective 
membership, although he got the point wrong. Taxpayer dollars enable state 
delegations of legislators to attend NCSL meetings and to afford the cost of 
membership and onllne services. ALEC members, includlng 21400 state 
legislators - 65% republican, 35% democratic - pay out-of-pocket to eifford 
registration, hotel accommodations, and travel arrangements. This would 
indicate that ALEC Is hardly a heavy-handed reactionary with millions to toss 
around. 

Furthermore, not only are ALEC membership dues cheaper than NCSL 1s1 but 
ALEC membership costs taxpayers nothing, A one-year voluntary 
membership to ALEC costs an Individual legislator $25. A one"year 
membership to NCSL, estimated uslng population and revenue data, costs 
tHE: California legislature $900,000. Each legislature's dues are different, but 
if there are 120 legislators (house and senate) In California, Individual NCSL 
membership works out to be $7,500, If Governor Davis and his Democrat• 
controlled Legislature are serious about their budget shortfall, I've got a 
great recommendation for making a dent. ALEC Is simply a better alternative 
to NCSL. 
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Americas Future Foundation 

Thousands of state leglslators attend NCSL and Alf.C annual meetings every 
summer. They are the next generation of Governors, Congressmen, and 
Cabinet officials: Robert Kasten, Tommy Thompson, John Engler, Terry 
Branstad, and John Kaslch are all ALEC alumnl. The differences between 
NCSL and ALEC aren't surprising, necessarily, but taxpayers bankrolllng 
Involvement In either organization should ralse eyebrows. The next 
generation shouldn't get too comfortable spending our tax dollars, 

*** 

Emlly Sedgwick Is State Projects Manager for Americans for Tax Reform. 

( 202) 544· 7707 1508 Twenty First Street, NW Washington, Dr. 20036 

@ America's Future Foundation 
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Chairman Belter and Committee mernbers 

My name Is Rep. Ron Iverson, I represent District 27 which Is SW Fargo 
Today f am here to tesUfy against S82095. 

This bill would be a huge mistake for North Dakota to make. It woutd 
abdicate our sovereignty as a state to make decisions regarding how we 
formulate our own tax policy. 

Numerous provisions In the latest draft of the SSTP limit state sovereignty 
In a manner that will erode these Important constltutional protisi:,tlons: 

· States have their ability to give local Jurisdictions a modicum of 
sales tax flexlblllty curtailed, since the agreement provides that 
" .. the tax base for local Jurisdictions shall be Identical to the state 
tax base, unless otherwise prohibited by federal law" 

· Each state that Joins SSTP must have only one rate of sales 
taxation, with the exception of food and drugs 

~, · The SSTP agreement requires the adoption of uniform tax returns 
as well as uniform dates as to when the returns are due 

· The agreement places restrictions on state and local sales tax 
holidays 

· The agreement forbids states from having caps or thresholds on 
exemptions based on the value of the transaction 

· Proposed language would force a state to adopt terrns and 
definitions that comply with the agreement's "Library of Deflnltionslt 

· The agreement requires a state to levy sales and use tax on "all 
products or services Included within each definition or exempt from 
sales and use tax all products or services within each deflnltlon" 

· Amnesty must be offered to registered sellers In certain 
clrcumstar,ces 

· Each member state must annually certify compliance with the 
agreement 

The M!1r
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· Administration of the agreement Is through a governing board, 
which may take "any action necessary .. to fulfill the purposes If of the 
agreement, Including allocating the costs of administration among 
the member states, and most actions taken by the board only 
require a slmple majority 

· If a single member state requires certain Information to be 
protected from disclosure, the governing board can close Its 
meetings to the public, regardless of law In other members states 

· A closed session of the governing board can be convener on a 
majority vote of the board 

· A member state's withdrawal cannot be effective untll after 60 days 
have elapsed from notice giver, of withdrawal 

· Optional language Includes a restriction on a state's ablllty to 
determine whether a business has nexus In that state aflerthe 
state exits the agreement 

· Sanctions can be levied against members states upon a vote of 
three-fourths of participating member states, and the accused state 
can not cast a vote 

Amendments and Interpretations can be adopted by a vote of 
three-fourths of the members of the governing board 

· The Issue resolution process, Including allocation of costs all 
"further details" deemed necessary, Is completely unresolved In the 
current draft agreement, meaning the governing board could adopt 
rules slgnlflcantly Impacting a member state after the state joins the 
agreement 

· Standing to sue a state agency or department, on the grounds that 
state action Is consistent or Inconsistent with the agreement, Is 
flatly barred 
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Using the excuse that they want to "streamllnen and "simplify" retail sales 
taxes so that there wlll be a "level playing field" between Main Street 
merchants and e-commerce, state and local polltlclans are asking for 
unprecedented power to lmpost1 taxes on transactions that take place 
outside their borders. (see section 806. page 42 Hnes 9-10) Do we want to 
give this kind of vague general power to an entity that we know nothing 
aboutso they can dictate to us our ownstate tax policy. WE could shut the 
tax department down and let them do all the work. IF that Is what you want 
by voting for SSTP 

The Issue Is not whether to tax Internet sales. Instead, the debate Is about 
whether Congress should pass a law that allows taxation without 
representation. Should there be a national law, for example, allowing Utah 
to compel a Colorado business to collect and remit Utah taxes If that 
business sells something to a Utah resident? 

The Constitution explicitly bars one state from regulating the commerce of 
another, which In this case means taxing retailers located across state 
lines. In the 1992 QuHI decision, the Supreme Court affirmed this principle 
by ruling that a state can only collect sales tax from businesses that have a 
"nexus," or substantial physical presence, In that state. 

Yet State and local polltlclans want to overturn this decision by getting 
Congress to approve a state sales tax cartel. Requests to establish this 
destination-based tax authority should be denied. 

Such a regime would create an anti-consumer sales tax cartel for the 
benefit of profligate governments. It also would undermine privacy by 
requiring the collection of data on Individual purchases and it would violate 
Important cor1stltutlonal principles by giving state and local governments 
the power to Impose their own taxes on businesses In other states. 

A Threat to Privacy 
In addition to being bad tax policy, the destination-based regime, or SSTP, 
Is a threat to privacy. The system envisioned by the NGA and NCSL, which 
Is the model for this legislation, requires merchants to verify the residence 
of every customer and then Impose the state and local taxes that apply In 
that locale. For this system to work, however, state and local bureaucrats 
would have tho right to Inspect records of transactions, At best, this 
approach means that personal flnanclal Information and buying patterns 
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would cease to be private. On a more ominous note, this type of system 
would dramatically Increase opportunities for such crimes as Identity theft 
and credit card fraud. Proponents assert that "trusted third parties" could 
act as Intermediaries to guard against these problems, but cosmetic 
gestures wlll not deter hackers and others who misuse private Information. 

SSTP was developed to simplify and modernize sales and use tax 
collection and administration. In Its place It provides a bureaucracy that 
dictates tax policy to member states at a cost of their state sovereignty and 
at the risk of the citizens of those same member states. 

SSTP also creates a situation In which non-member states would reap the 
greatest benefit by providing nontax havens for companies to which they 
could relocate. Currently California, New York, Arizona, Virginia, Oregon, 
Idaho, Montana, Colorado, Utah, Georgia, Connecticut, Massachusetts 
and New Hampshire are not part of the SSTP cartel. They are classified as 
"Observer States" although the document does not define what that means. 
These states would be the beneficiaries of SSTP not the member states. 

I would like to present a Memo that was I from the State Tax Department 
stating that SSTP Is totally and completely unenforceable In non 
participating States. So If a retailer chooses not to participate and Is 
located In a State that Is not part of the cartel there Is NOTHING that can 
be done about It. 

I also want to present a Memo form Gov. BIii Owens Form Colorado That 
outlines several points abou tthe SSTP that talks abou tax competition. If 
we want a European Socialist style tax system goahead and vote for SSTP 
but If you believe In competition and free markets and a dynamic growing 
Economy then you wlll do the right thing and kill SSTP. 

Chairman Urlacher and members of the committee It Is with a humble heart 
and a heavy conscience that I urge you In the strongest terms possible to 
give a DNP recommendation to SB 2095 

The mf crographf c f1111gu on t~1a ff lm are accurate reproductf ons of reci>rds d&l fvered t:o Modern Information Syateffl9 for mf crof f lmlng al\.~ 
were ffl,ned tn the regular course of busfneas, The phc,togr•aphfc proeeea meets atoooards of the Amar·lcan N11tlunal Standards rnstftute 
(ANSI) for archival microfilm, NOTIC~, If the filmed Image above ts le & legible than this Notice, ft is due to the qu~lfty of the 
doounent being filmed, L 

1 
L. - !)} a rxL c:- . Ji) -14i · <..>.:..~ 

0ptrator1a s gnature Date 

lltt¥q 



What Price Sovereign'ly? The Streamlined Sales Tax Project in 
the Balance (NOTE: THIS IS NOT AN OFFICIAL ALEC 
PUBLICATION) 

By Chris Atkins, ALEC Director of Tax and Fiscal Policy 

Introduction 

A final draft agreement on the Streamlined Sales Tax Project (SSTP) is ready to go to the 
states for adoption in legislative sessions beginning in January, t SSTP is an effort to 
"simplify0 and "modernize" state sales and use tax collection, sponsored by state 
lawmakers, tax administrators and representatives from national business chains. As 
recently as July, a press report indicated that agreement on a final draft had not been 
reached, and prospects were grim due to differences between retailers and state 
government officials on enforcement mechanisms,2 

If one reads the latest draft report of the agreement3, it is not difficult to understand this 
skepticism. The entire enterprise seems to be an effort to struggle against state 
sovereignty. While some businesses may find their burden of tax compliance eased 
under the SSTP, stattls will certainly lose a great deal of flexibility under the agreementt 
and could even face sanctions for failing to maintain "compliance0 under the plan. States 
could also find themselves adding more financial pressure in tax administration and 
compliance at a time when most states face budget deficits. 

The SSTP and State Sovereignty 

State sovereignty is an idea as old as the Republic itself. When they ratified the 
Constitution, the people of the states created three spheres of power: federal, state, and 
reserved,4 Federal power was gleaned only from the grants specifically given in the 
Constitution.s This is the concept of enwnerated powers: federal powers are limited, 
while all other powers are reserved to the states and the people,6 In these reserved areas, 
states are sovereign and not subject to federal oversight unless federal power is 
encroached, 7 Thus, lawmakers must be vigilant to protect these principles and exercise 
extreme caution with policies that wi11 undermine state sovereignty,8 

One might argue, of course, that no one is forcing any state to join the SSTP. Any 
resulting loss of sovereignty, therefore, is self-inflicted, a public choice made after 
carefully balancing the sovereignty concerns with the tax policy needs of the state. 
Federalism and state sovereignty, however, are transcendent values that vastly benefit our 
society. The Constitution effectively removed them from the political calculus, setting 
up a system of government that cannot be changed (absent amendment) to suit the whims 
of the day. 



r' Fmthennore, saying that state sovereignty is not eroded when a state willingly cedes a 
~ 

l 
portion of thBt sovereignty is like saying a sports team does not lose if it '1'eats itself." In 

' both cases, the focus should not be on the individual states, or teams, but on the 
scoNbcard. Whethor you get beat by the other team, or you beat yourself, you are still 
losing the game, 

Nume.rous provisions in the latest draft of the SSTP limit state sovereignty in a manner 
that will erode these important constitutional protections: 

• States have their ability to give local jurisdictions a modicwn of sales tax 
flexibility curtailed, since the agreement provides that ", . , the tax base tor local 
jurisdictions shall be identical to the state tax base, unless otherwise prohibited 
by federal law''9 

• Each state that joins SSTP must have only one rate of sales taxation, with the 
I'. 
~ exception of food and drugslO 
~ 
I. 
·, 

f • The SSTP agreement requires the adoption of unifonn tax returns as well as 

t 
unifonn dates as to when the returns are duel I 

) • The agreement places restrictions on state and local sales tax hoUdays12 
>..-.._, 

'The agreement forbids states from having oaps or thresholds on exemptions • 
based on the value of the transaction 13 

• Propo8ed language would force a state to adopt tenns and definitions that 
comply with the agreement's "Library ofDefinitions"l4 

,I 

• The agreement requires a state to levy sales and use tax on "all products or 
services included within each definition or exempt from sales and use tax all 
products or services within each definition°ts 

l • Amnesty must be offered to registered sellers in certain circumstances16 

I • Eaoh member state must annually certify compliance with the agreunentl 7 

I • Administration of the agreement is through a governing board, which may talce 
"any action necessary, .. to fulfill the purposes" of the agreement, including 

' 
allocating the costA of administration among the n1ernber states, and most 
actions taken by the board only require a simple majority18 

j, 
; 

• If a single member state requires certain infonnation to be protected from 
disclosure, the governing board can close its meetings to the public, regardless 
oflaw in other members statesl9 

..... _,.. 

I 
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• A olosed session of the governing bolU'd can be convened on a majority vote of 
the board20 

• A member state's withdrawal cannot be effective until after 60 days have 
elapsed from notice given ofwithdrawa121 

• Optional language includes a restriction on a state's ability to detennine 
whether a business ha9 nexus in that state after the state exits the agreement22 

• Sanctions can be levied against members states upon a vote of three-fourths of 
participating member states, and the accused state cannot cast a vote23 

• Amendments and interpretations can be adopted by a vote of three-fourths of 
the members of the governing board24 

• The issue resolution process, including allocation of costs all ufurther details" 
deemed necessary, is completely WU'esolved in the current draft agreement, 
meaning the governing board could adopt rules significantly impacting a 
member state after the state joins the agreement2S 

• Standing to sue a state agency or deparbnent, on the grounds that state action is 
consistent or inconsistent with the agreement, is flatly batted26 

Business Protection..r;? 

SSTP was developed to simplify and modernize sales and use tax collection and 
administration,27 In reality, the agreement is designed to make it simple for businesses to 
collect taxes currently uncollectable, namely, sales and use taxes on purchases made over 
the Internet or through catalog sales. This is why many state revenue officials and state 
lawmakers support the agreement, because they think a new source of revenues will be 
"unleashed0 if SSTP can successfully persuade Congress to overturn the Quill decision28 
and require remote vendors to collect sales and use tax, 

Many brick and mortar retailers, however, already have physical presence in many states, 
which requires them to collect sales and use taxes W1der current law. \\Till the agreement 
reduce their cwi-ent collection costs? While many costs associated with collecting taxes 
irt the current regime are lessened, new costs are added: 

• No safe harbor provided for businesses that fail to collect sales and use taxes for a 
member state. even when a state fails to notify businesses of a change in the sales 
and use tax law of that member state29 

• Member states can require businesses to use an address-based system to 

I 
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determine ta., jurisdictions30 

• Member states can require sellers to source the sale of a produot3 l 

• Sellers can be forced to obtain a host of infonnation about buyers claiming a sales 
or use tax exemption, including identity, rear,on for claiming the exemption, and 
sellers may be forced to keep certain records in regard to exemptions32 

• Member states can force sellers to use certain unifonn rules when they remit tax 
revenues to the state33 

• Sellers who register with the agreement are forced to collect sales and use taxes in 
states that join after the seller registers34 

• The agreement requires a registering seller to choose one of three methods of 
remitting sales and use tax to member states35 

Improving State Finances? 

SSTP is also supposed to provide states with stable tax revenues, and stop the "erosion" 
of the sales and use tax base "caused,, by electronic commerce, Many state revenue 
officials are banking on this revenue stream in the long tenn, despite the fact that 
revenues from generally and specificaHy exempted transactions dwarf the revenue that 
would be captured by taxing e-commerce and catalog transactions.36 

Even if the agteement did provide a stable streatn of revenues from e-commerce, the 
agreement adds many costs that would offset them: 

• Member states with local jurisdictions must provide a database that describes 
boundary changes for those jurisdictionst as well as sales and use tax rates and zip 
codes37 

• Member states must participate with other members in the development of an 
address based system for assigning tax jurisdictions38 

• A proposed section requires membttr states to ad.minister exemptions through 
exemption certificates or other methods that do not bw-den sellers39 

• The intent of the agreement is to require member states to provide electronic 
filing for all registered sellers40 

• Member states must provide alternative methods of payment if electronio transfers 

' ' •.r 
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fail41 

• Each member state must adopt a rounding algorithm that meets certain crlterla42 

• DJreot pay authority must be established to allow holders of a direct pay pennit to 
forego tax payments on goods purchased from suppHers43 

• Proposed language requires eaoh member state to create a "taxability matrix" 
available to sellers44 

• Online registration must be provided for seJ1ers4S 

• Member states must provide a monetary allowance to sellers for the 
implementation of new technologies for sales and use tax collection46 

Conclusion 

Despite the fact that SSTP ls supposed to respect state sovereignty, lessen the cost of 
sales and use tax collection, and stop erosion of the state sales tax base, the c'Ul1'ent <lraft 
agreement does not provide an efficient manner of dealing with these ''problems,,, 
Instead offoroing the new economy to play by the rules of the old economy, by clinging 
to the old destination based sales and use tax collection regime, states should consider an 
origin based plan where all buyers and sellers are taxed at one rate in every state. This 
would be true streamlinJng and modernization. but would still be respectful of state 
sovereignty and the constitutional protections it affords all ofus, 
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ISee Washington Internet Daily, 9/1'//2002. 
2See RU88Cl Gold, "Setback in State Sales-Tax PJan Hurst Push for Lc,vies on Web Sales", Wall Street 
Journal B6 (7/15/2002), 
JSee SS'fP Draft §302. http://66.28,69.53/slinc/0902MtaWrkDraft,pdf (9/12/2002), 
•See U,S Constitution Amendments IX and X, 
5 Id, at Artlole J, f 1, 
6S,e James Madlao11t FederaUat No, 45 (11The powers deleg"ted by the:, proposed CoMtitution to the Federal 
Government, are few and defined, Those which IU'e to remain ln tho State Oovemmonta are rtumero1l8 and 
indeflnitc.11

) 

7Se, U.S. Constitution, Article VI. "This Constltutlon .... shall be the supreme law of the land, .. " 
Intercstina)y, Madison wanted the federal government to maintain a veto over the acts ofstate legislatures. 
See Letter to Thomaa Jefferson, in James Norton Smith, Ed., .l Republic of Letters: The Correspondence 
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celebrates the exercise of state sovereignty, in dcroaatfon of the Constitution and at the risk of diminishina 
political accountabitlty and th~ rights of non-ooDlAJaot states, is fcderaUsm fubar-{messed] up beyond all 
reoopition," 
9See SSTP Draft, supra note 3, at §302, 
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16/d. at §402. 
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21See Stt'eamllned Sales .Tax Project Executive Summary, http://66.28,69,53/s11ne/ExeoSum0702,pdf (July 
2002). 
2a 504 U.S. 298 (1992) 
29 SSTP Draft at §304(A). 
30/d. at §305(0), 
31/d, at §309. 
32/d. at §31 S. 
33Jd, at §317. 
3-4/d. at §401. 
3~/d. at §403, 
36 According to this author's calculationa, the potential revenues from taxing services, whJoh almost every 
state exempts from sales tax, dwarfs the potential revenues from e-commerce by nearly 10,000¾. 1'his 
does not acco1111t for other sectors specifically exempted from sales tax, e.g. food and utilities, 
11 SSTP Draftat §3OS(D)-(F). 
38/d, at §305(0). 
39/d. at §3 lS(A)(7), 
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Btllr ThorHon 

02/28/2003 01 :13 PM 

Toi Aon A, lveracm/NOLC/N0D1k@N0D1k, Al H. 

oo: 

C1rl1on/NDLC/N0Dak@N0Dak, Jim M. 
Kaaper/NOLC/NoDak@NoD4ik 

Subject: State Salee Tax 

I smalled Governor BIii Owens of Colorado oonoernlng the Streamlined Sales Tax proposal, 
He has been a vooat orltlo of this plan, and responded with the following helpful 
Information: 

•···· Forwarded by Blair Thoreson/NDLC/NoDak on 02/26/2003 01: 15 PM -···· 

GovemotOwtna 
< oovemorow1n10oap1 
tol,1t1te,oo.u1 > 
02/24l200a 12112 PM 

Dear Mr. Thore1on1 

To: ~1bthor11o@1tate,nd.us 1
~ <bthoreao@1t1te,nd,u1> 

001 
SubJe0t1 State Sale• Ta)( 

1'hank you for your email regarding the Streamlining tl&a State Sales Tax 
project, 

Aa you oonaider the we.ya to best oppose this new tax, it I s important to keep 
several pointa in mind, First, eleotronio commerce makes up a tiny fraction 
of total r~tail sales in the United States, Aooording to the most reoe~t 
data, Internet comrn~roe represented a paltry 1,2t of total retail sales in 

,,,,. ....... , the oo·..mtry in 2nd quarter 2002, which was actually down from 1.31' in 1st 
quarter 2002, The argument that a large number of sales are flowing away 
from Main street businesses to online oompanies is simply not true. 

Second, our republic was foundod on the principle of no taxation without 
representation. However, this ia exactly the kind of tax regime that 
certain statea want to place on online businesses by asking them to be the 
tax oolleotora for taxes that they have no voice in determining. 

Third, and X believe moat important to Colorado•s economy, tax competition 
is good, Baonomioa tells us that capital and commerce will migrate to 
low-te.x environments. keeping Colorado's existing taxes low and avoiding 
the expansion of those taxes makes this state a better plaoe to do business 
and create jobs. 

P'inaJ.ly, I believe the argumeut about a 11 level playing field" is misleading. 
Imposing a tax on the Internet does not oreate & level playing field; 
instead it forces Internet merohantB to be the tax oolleotors for soores of 
jurisdictions around the country, while briokMand-mortar businesses would 
continue to ooll.eot taxes from a maximum of two or three l.ooalities, 

There is some information located at www, ~'1ato. org that might be helpful as 
you work on this issue f~rther. I appreciate the time you took to write t.o 
me. 
Sincerely, 

Bill owens 

I 
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Internet, catalog, and 
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purchases fairly and 
uniformly, But the 
proj~ would not only 
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"Streamlined Sales Tax11 Just Another 
Government Grab for Cash 

By MtJ.IWr.tn«..WJbwl 

ISSN: 1093-2240 SKU: V2001-37 

l>Hpltt 10mt publl< offlclal11 claim 
that ltltH are "lotlno• revenue 
OVtf' lnttmtt pun:h1111, Nltl tllC 
colltctlon, continue to grow, 

The U.S. Supreme Court 
has ruled that state and 

GtMNI ~ ... Ltul S.-.. Tax 
CllecdoM Art OIi tile JUN 

local governments cannot ,-,uu--. ..... 11ow.,--

force out-of-state 
companies to collect taxea for them, sln..:e this would Interfere 
with Interstate commerce, Sta~aa and looalltles rnay only require 
companies with e "substantial physlcal presence" or "nexus" In 
their state to l'lOlleot sales taxes. That's aa It should be. 

But some pul>llo offlolals aren't content with that rullng, Gov, 
Engler, for example, strongly supports a National Govamars' 
Auoofatlon (NGA) propoeat that would appfy sales taxes to 
vlrtually all Internet, catalog, and 1 ..80() number purchases. 
Labeled the "Streamlined Sales Tax Project.• the proposal 
would deputize a prlvate "thlrd..party entity" to collect and 
distribute those taxes and could-If enough states approve It 
and Congress endorses It-open the door to G national sales 
tax. 

Supporters of the NGA plan talk a lot about fairness and the 
need to "harmonize" etates' sales iS)(es. But what's to fear from 
diversity In either the mannar or the amount that states tax? It's 
not "unfalf that New Hampshire has neither a sales nor an 
Income tax. Nor Is It unfair that Items on which some states 
Impose a sales tax are exempted by other states. Michigan 
"loses* revenue all the time to states that tax leu and tax better, 
and It gains revenue over states that tax more and In more 
harmful ways. That's healthy tax compeHtlon, and It's why the 
states are often called "laboratories of democracy," 

What concems me are such things as compromising any one 
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Page 1 of3 

t'III ~ . ' '. 
lh 

( ••/ ~) '· 
. II,, 

1/21/2003 

:~.
111i1r~~1:h IMages on t~h film are atcurate ;eproduotlona .. of r~~~rda-;Uvered to Modorn Information Systetna for rntorof llMh'I! and 

(ANSI) for archfv:{~~:~.~:r•:0~~c~•1TI•~h ~~~~otfographf;.. proceaa meets etandarda of the Amer lean NatloMl Stendard9 an1tftut1 
doc1.111ent being filmed, • e rlll:IQ mage a~ve Is le legible than this Notloe, ft fs duet~ the quality of tht 



"Streamlin.~ Sales 1'ax" Just Another Oovenune... [Mackinac Center for Public Policy] Page 2 of3 

11'-' 
state's r'>verelgnty over Its tax structure In the name of 
"strearr , .,Ing" or harmonlzlng it with the tax structures of other 

I states. I'm concerned about scrapping the privacy and 
anonymity Inherent In the sales tax, And I'm concerned about 
making It much easier for the federal govemmont to 
superimpose a national sales tax. 

But back to the falmeu Issue, Is tt fair that Michigan bricks-and-
mortar buslneaMc must remtt to the state a sales tax whlle thelt 
out-of-state competitors do not? Taxes are supposed to pay for 
services that governments provlde1 such as police protection. 
OUt-of-state vendors with no physloal presence In a state would 
not use any government services In that state. ~o It would be 
unfai' to tax out-of-state Internet, catalog, or 1-800 companies, 

r 
Advooatet of the NGA scheme argue that their pfan Is designed 
simply to collect exlatlng aalea or uae taxes from Michigan 
consumers, not Impose a new tax on out..of-state companies, 
But that argument Is Und19rmlned by the fact that a consumer 
who ordert a book from Amazon.com Isn't using the road8 or 
any other state &ffilce to mak111 hla purchase, 

And privacy concerns about t,,e NGA plan are certainly Justified. 
When you pay a sales tax at , looal thop, no one asks you your 
name, where you live, or anything about your buying habits, 
The third-party entity the NGA plan would deputize to faollltate 

(.····\ lntemet tax colleotlon and revenue distribution may very well 
need to know such things to do the job. 

Addltlonally, claims by state governments that {heytre "loslng" 
i revenue on Internet transactions are almost always Inflated for I theije and other reasons: 

I • Buslnesa-to-buslnasa sales are sometimes Included, but I they would be exempt from sales taxes anyway. Most r 
estimates put those transactions at 75 percent or more of 
all Internet transactions. 

• Internet transactions that re,ult In physical sales In local 
store, -such as when a con1umar purohasea a product 
onllne but ploke It up and pays sales ta>c at a local 
oudet-are frequendy not factored wt. 

• Increases In tax revenue that come from lntemet-lnduoed 
economic growth are excluded or underestimated, In 
1998 alone, the Internet was responsible for 1.2 million 
new jobs, representing lots of new lr,come and salea .. 
ta)(able purohataes. 

• At least some onllne purchases can be oharaeterfzed as 
trarisentlon& that would never occur In a local store, 
where sales tax would be aaae&~~. Thinking about the 
obeoure Items t purchase by the do:ten on eBay auctions, 

.............. 

http://www.mackinao.org/article.asp?ID=3 791 1/21/2003 

I 



I 

"Streamlined Sales Tax" Just Another Oovernme ... [Mackinac Center f\)r PubJio Policy] 

I reallzed that almost none of them I would have bought 
In any local, Michigan store. 

Some say the effort to Impose sales taxes on all Internet 
transactions la a train rolllng down the traok. Maybe so, but It's 
etllt a train that should be deralled. 

(Lawrence W, RNd 11 pl'Nldent of th• Mackinac Center for 
Publlo Polley. PermlHlon to reprint In whole or In part Is 
hereby granted, provided the author and his afflllatlon are cited.) 

Copyright© 2001 Mackinac Center for Public Polley 

Would you llke to see more Information llke this? LMrn how you 
can help the Mackinac Center provide Incisive, accurate, and 
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eBualness 

Congress mulls permanent Net tax ban 
By Deolan McCuUagh ----------·-·-·, 

j~~uary 9, 2003, 4:28 AM PT ( D II\, ,I 
Toll VIYOU[ opinion! 

A debate In Congreu over how to tax th• Internet began Wednnday with the latut 
effort to permanently prevent 1uch fHI, 

P1,p, Chrfs Cox, R-Callf,, and Sen, Ron Wyden. D-Ore., Introduced a blll called the Internet 
·rax Non-Discrimination Act, renewing their efforts to transform what Is currently a 
moratorium on Internet sales taxes Into an outright ban, 

"We have had ample time to evaluate the effects of the moratorium on Internet taxes-on the 
growth uf the onllne economy In general and e-oommerce In particular," Cox said In a 
statement. "Given the continued softness In the tech Aconomy, this Is hardly the time for new 
taxes on the Internet. Rather, providing long-term cenalnty about tax polloy Is one of the 
necessary Ingredients for a tech rebound.11 

A Cox and Wyden penned 
moratorium prohibiting 
states from colleotlng 
Internet taxes went Into 
effect In 1998 and waa 
extended In 2001 by other 
leglslatlon authored by the 
team (which also bears the 
Non-Discrimination 
moniker). With that 
extension set to expire In 
November, the next 10 
months wlll see Congress 
besieged by mayors and 
govemors lobbying for the 
power to levy taxes and 
onllne retailers and free­
market groups pushing for 
Cox and Wyden's ban or 
another extension of the 
moratorium. 

.... COIIJfttlll,. •• , ... ~ 
tote,,._ .... ,...__,..._ ................. _,,. 

►ORDIRNOW 

Americans generally are supposed to pay taxes voluntarlly on Items they order from Web 
sites and mall-order rompanlea that are located out of the state In which they live, But very 
few people ante up, and state offlolalt have griped for years about what they view as bllllons 
or dollars a year In lost revenue. 

"Increasing sales over the Internet threaten to slgnlfloantly compound this revenue loss for 
state& and looalltles," the National Govemors Association has said, citing a University of 
Tennessee i~ that projected state revenue losses from Internet sales would reach $46 
bllllon by 2008 and nearty $55 bllllon by 2011. 
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News: Congress mulls pennanent Net tax ban 

The NGA has been pitching a proposal deslgnttd to overcome objections from Net-tax 
opponent, who say that the Byzantine requirements and rules of the 7,500 different taxing 
Jurfsdlotlons In the United States would create a nightmare for businesses, The NGA says Its 
StreamUned Sales Tax Proleot wculd lead to a uniform tax-collectlon mechanism that would 
make It simpler for lntemet and mall-order retailers to oolleot taxes on shipments, 

The last Ume around, the senate rejected a pro-tax amendment penned by Sen. Mlohael 
Enzl, R-Wyo,, wtth a relatively clON vote of 67-43, During this year's expected debate over a 
ban or another extension of the moratorium, the NGA hopes that t~ie exlRtence of the 
Streamllned Sales Tax Project wlll awing the vot• In Its favor. 

Adam Thlerer, an analyat at the free.market Cato Institute who oppose,a the NGA'• plan, 
says he furs It wlll succeed, "I think the states will win over Republloana and get their way at 
some point," Thlerer said, 

A 1992 U.S. Suprtme Cou11 .QUI. Qulll Corp, v, North Dakota, created a high barrier to 
states trying to tax shipment• from another ,lurlsdlmlon, The court said North Dakota could 
not force an out-of-state retaller to collect taxes on purchasea sent to residents of North 
Dakota. 

But In a majority opinion written by Juaijce John Paul Stevena, the court took pains to point 
ot ,t that Congren had the power to enact a federal law that would effeotlvely override the 
juatice11 decision, 

'1'hl1 aapeot of our decision le made easier by ths faot that the underlying Issue Is not only 
one that Congt'8$1 may be better qualified to resolve, but also one that Congress has the 
uttlmate power to resolve," the court said, 

Also on ZDNet 
•Test your connection speed with ZDNet's Bandwidth Meter, 
• Acce88 thousands of teoh job llstJngs In ZDNet's Career Center. 
•Time for a memory upgrade? Find oL!t with our Memory COnflgurator, 
►Take e)(pert photoa with our new dlgltal photography guide. 
► Free downloads and resources for IT pros at TeohRepubllo. 
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News: Congress mulls permanent Net tax ban 
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Re: Congre.,a mull, permanent Net tax ban Mdy Moon 
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