OxktAarHOoOMA COOPERATIVE EXTENSION SErviIce AGEC-1022

’ ;
OKLAHOMA

NIVERSITY
d

on

E-commerce and Sales Taxes:
What You Collect Depends

Where You Ship

Brian Whitacre
Assistant Professor and Extension Economist

Shannon Ferrell
Assistant Professor

J.C. Hobbs

Extension Specialist ~ Tax Education

More and more small businesses have figured it out: the
Internet is a valuable tool. A 2007 study by the Pew Internet
and American Life Project found that 81 percent of Internet
users have done research about a product they are thinking
about buying online, and a full 66 percent have purchased
a product online. Further, online sales (otherwise known as
e-commerce) have been rising for the past decade. Figure
1 shows the percentage of total retail sales comprised by
e-commerce has consistently increased between 2000 and
2009.

Many small businesses and entrepreneurs in Oklahoma
have taken advantage of these trends and are actively build-
ing websites and selling items online. However, one item that
continually causes concern or frustration is the charging and
reporting of sales tax when items are sold online. When do
you have to charge it? How much do you have to charge?
What about selling out-of-state? This fact sheet will attempt
to clarify these issues and provide online sellers with an easy-
to-use guide for figuring out their sales tax requirements.

Oklahoma Cooperative Extension Fact Sheets
are also available on our website at:
http://osufacts.okstate.edu

The Basics

Sales tax is basically a tax charged by the government
(either federal, state, or local) at the point of purchase for
certain goods and services. Generally, these taxes are col-
lected by the seller who then pays the tax to the government
charging the tax. For on-line sellers, sales taxbecomes more
complicated because the nature of e-commerce allows inter-
state and international sales to become relatively common.

For most small businesses, the issue of how much sales
tax to charge for an online purchase can be broken down into
the following issues:

* s your product taxable?
Do you have a presence (or “nexus”) in the state where
you will be shipping the product?
If the product is shipped to a state where you have a pres-
ence, what is the appropriate sales tax rate to charge?

Figure 2 presents a flow chart for determining whether
or not you need to charge sales tax for your online sale.
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Figure 1. U.S. Retail E-commerce Sales as a Percent of
Source: U.S. Census Bureau.
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Figure 2. E-Commerce Sales Tax Flow Chart.

Is Your Product Taxable?

The Oklahoma Tax Commission indicates that alltangible
goods sold within the state are subject to sales tax. Thus, any
actual good sold online (jewelry, clothing, steel) is considered
ataxable product. Services (lawn-care, petgrooming, website
maintenance) vary in terms of being taxable - check with the
tax commission to determine whether or not the service you
provide is taxable.

Where Are You Shipping the Product?

If you are shipping the product within the state of Okla-
homa, you will need to collect and remit sales tax on that sale.
This tax will vary based on where the product is shipped. The
Oklahoma Tax Commission publishes county and city sales
tax rates online each quarter, and also offers an online tool
to assist in determination of the appropriate tax to collect and
remit. This material is available at: http:/www.tax.ok.gov/
ratechts.html. The total tax you collect should be based on
the state, county and city sales tax rates of the location where
the product is delivered.

If you are shipping the product outside the state of Okla-
homa, payment of sales tax depends on whether or not you
have a presence, or “nexus,” in the state to which you are

shipping.

Do You Have a “Nexus” in the Stéte to
Which You Are Shipping?

If you have a general presence or link to the state you
ship to, then you will generally have to pay sales tax in that
state. Some examples of items that may create a nexus or
link include:

« Maintaining facilities (warehouse, office space, other

physical presence) in that state.

+ Maintaining a sales relationship with a company that has
a physical presence in that state (for example, selling
your product both online and through distributors in that
state, or allowing customers to return products to those
distributors’ locations).

Having an employee in that state.

Having a sales person travel to that state.
Doing trade shows in that state.
Substantial advertising in that state.

If none of these items pertain to your business, you are
generally exempt from collecting sales tax for those sales.

If, however, you do have a “nexus” in the state to which
you are shipping, you must collect and remit sales tax to the
state in question. The appropriate rate to collect will be based
on the state, county and municipality rates of the delivery
location.
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Examples:

1. Joe sells custom watches that he builds himself in the
town of Poteau, OK. Two recent purchases in his online
store demonstrate the different rates that he must collect
when selling in-state:

a. Buyer 1is located in Tulsa, OK, When Joe sells this
watch, he should collect sales tax equal to the state
rate (4.5%) + the Tulsa County rate (1.017%) + the
Tulsa city rate (3.0%) = 8.517%.

b. Buyer 2 is located in Guymon, OK. When Joe sells
this watch, he should collect sailes tax equal to the
state rate (4.5%) + the Texas County rate (1.0%) +
the Guymon city rate (4.0%) = 9.5%.

(Tax rates taken from Oklahoma Tax Commission
and are_current as of January 2010}

2. Melissasellshandmade pursestrom her store in Waurika,
OK. She has two out-of-state purchases from her online
store that show how the definition of “nexus” is important:
a. Buyer 1 is located in Dallas, TX, where Melissa

regularly participates in trade shows. Since she has
a “nexus” in Texas, she should collect and remit the
appropriate sales tax to the Texas Comptroller. TX
state rate (6.25%) + Dallas County rate (1%) + Dallas
city rate (1.0%) = 8.25%. Note: in some states this
is defined as a “use” tax.

(Tax rates taken from Texas Comptrolier and are
current as of January 2010)

b. Buyer 2 is located in Ft. Smith, AR. Melissa does
not have any presence in Arkansas, so she is not
responsible for collecting and remitting sales tax to
that state.

In both of the out-of-state cases above, Melissa does
not have to collect any Oklahoma sales tax since the delivery
takes place outside of the state.

Summary

Sales tax can be a complicated issue for many small
businesses, and the dramatic rise in e-commerce only serves
to make the issue more complex. In general, for businesses
based in Oklahama, the amount of sales tax collected is
dependent on where the item is shipped. Different sales tax

rates are quite common when shipping to different locations in
state. Some small businesses handie each of these transac-
tions individually; othersturnto software packagestocalculate
the appropriate tax based on a customer’s shipping address.
When shipping out of state, sales (or “use”) tax needs to be
collected and remitted to that state if your business has a
presence or “nexus” within that state.

Make sure to contact a knowledgeable tax lawyer or the
appropriate state tax commission if unsure about whether
or not you should be collecting sales tax. State tax laws are
constantly changing and will likely continue to do so as e-
commerce becomes an even bigger player in the future.

Contact:

Brian Whitacre, Ph.D.

Assistant Professor and Extension Economist
Oklahoma Cooperative Extension Service
504 Ag Hall

Oklahoma State University, Stillwater, OK
(405) 744-9825

brian.whitacre @ okstate.edu
www.agecon.okstate.edu/broadband
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The Oklahoma Cooperative Extension Service
Bringing the University to You!

The Cooperative Extension Service is the largest,
most successful informal educational organizationin
the world. Itis a nationwide system funded and guided
by a partnership of federal, state, and local govern-
ments that delivers information to help people help
themselves through the land-grant university system.

Extension carries out programs in the broad catego-
ries of agriculture, natural resources and environment;
family and consumer sciences; 4-H and other youth;
and community resource development. Extension
staff members live and work among the people they
serve to help stimulate and educate Americans to
plan ahead and cope with their problems.

Some characteristics of the Cooperative Extension
system are:

* The federal, state, and local governments
cooperatively share in its financial support and
program direction.

+ ltis administered by the land-grant university as
designated by the state legislature through an
Extension director.

¢ Extension programs are nonpolitical, objective,
and research-based information.

» |tprovides practical, problem-oriented education

for people of all ages. It is designated to take
the knowledge of the university to those persons
who do not or cannot participate in the formal
classroom instruction of the university.

it utilizes research from university, government,
and other sources to help people make their own
decisions.

More than a million volunteers help mulitiply the
impact of the Extension professional staff.

It dispenses no funds to the public.

it is not a regulatory agency, but it does inform
people of regulations and of their options in meet-
ing them.

Local programs are developed and carried outin
full recognition of national problems and goals.

The Extension staff educates people through
personal contacts, meetings, demonstrations,
and the mass media.

Extension has the built-in flexibility to adjust its
programs and subject matter to meet new needs.
Activities shift from year to year as citizen groups
and Extension workers close to the problems
advise changes.

Oklahoma State University, in compliance with Title VI and VIt of the Civil Rights Act of 1964, Executive Order 11246 as amended, Title IX of the Education Amendments of 1972, Americans
with Disabilities Act of 1990, and other federal laws and regulations, does not discriminate on the basis of race, color, nationat origin, gender, age, religion, disability, or status as a veteran in
any of its policies, practices, or procedures. This includes but is not limited to admissions, employment, financiat aid, and educational services.

issued in furtherance of Cooperative Extension work, acts of May 8 and June 30, 1914, in cooperation with the U.S. Department of Agriculture, Robert E. Whitson, Director of Cooperative Exten-

sion Service, Oklahoma State University, Stillwater, Oklahoma. This publication is printed and issued by Oklahoma State University as authorized by the Vice President, Dean, and Director of
the Division of Agricultural Sciences and Natural Resources and has been prepared and distributed at a cost of 20 cents per copy. 0310 GH.
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