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Introduction

Managing a company'’s tax responsibility has always been

complex — even before it was common for brick and mortar retailers

to have an e-commerce channel. But as e-commerce has grown,
consistently capturing double-digit consumer penetration over the past
decade,! retailers have had to adapt, respond and plan for new layers of
complexity within their tax reporting structures.

As countless new ways to serve customers have emerged, retailers have
pivoted and re-strategized their channels only to discover these changes
have created an informal double tax on their online retail channel — the
actual taxes they pay and the added costs of compliance to navigate the
uncertainty of e-commerce taxes.

In fact, there's such a significant impact that a manual approach to
managing their tax responsibility is no longer practical or efficient. Instead,
retailers must rely on a holistic and flexible approach empowered by tax
automation software.

“Managing taxes across different channels and platforms is incredibly
complicated, and there's great pressure for those taxes to be calculated
consistently,” said Pete Olanday, retail practice leader at Vertex. “Price
sensitive customers are paying close attention to their purchases, PR
nightmares wait just around the corner, and of course, tax authorities take
compliance very seriously. Being able to implement a tax solution across
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all channels at one time, confidently capturing a holistic sense of your
business'’s obligations, is essential, and that’s what tax automation
enables companies to do.”

This e-book looks at how a tax automation solution allows retailers to
successfully navigate the three most common points of change.
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Trigger #1.:

Changes in Regulatory and Governing Bodies

As e-commerce becomes a more important source of revenue
for retailers, both temporarily in response to COVID-19 and
incrementally over the long-term, states and other governing
bodies are taking note of the potential missed revenue.

Because this revenue applies to other sales channels, such as
marketplaces, governing bodies do not want to leave those taxes
on the table and look for a way to collect the taxes and cover all
transactions irrespective of the sales channels.

Significant rulings like the June 2018 South Dakota v. Wayfair
Supreme Court case? and 2019 marketplace facilitator laws® have
emerged to give more insight into how retailers can adapt the way
they collect and remit taxes — but it's still not a perfect process.
The outcome of these rulings appear to be simple, requiring
businesses without a physical presence in a state that meet a
certain threshold to collect and remit taxes to the state; but, the
implementation is actually quite burdensome.
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“The COVID-19 pandemic was a
catalyst for e-commerce retailers
and marketplaces to grow at a much
faster rate than before. But retailers
selling cross-state or globally increase
their risk of audit exposure. Tax

automation solutions take the burden
of understanding this complexity off the
retailers so they can focus on what they
do best: delivering on their promise to
their customers.”

Satish Pabhakar
Strategic Product Leader at Vertex




“The question of who's responsible for calculating,
collecting and paying taxes has a different answer

in different states and localities, which is even more
complicated in the case of e-commerce marketplaces
that facilitate cross-state or cross-border sales,” said
Satish Pabhakar, strategic product leader at Vertex.
“There is no consistent approach on how these laws
are enacted or implemented. Broad and narrow
definitions of the law exist across states. Retailers are
required to track transactions in states where the law
is in effect. That's a burdensome way to spend time
when the process is not automated.”

Tax automation solutions remove the complexity for
retailers and help them to efficiently respond to regulatory
changes in a timely manner. Especially as states strive

to recoup lost revenue from the COVID-19 pandemic,*
carefully tracking and having confidence in the figures
they report for online retailers and marketplaces alike will
be critical in maintaining compliance.
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Trigger #2:
Changes in Business Activity and Performance

There has been plenty of change in brick and mortar retail in the past decade,
and even more in the wake of the coronavirus.® But for as much as brick

and mortar retail was pushed into layoffs and bankruptcies, retailers that
were able to scale their e-commerce channels into a healthy revenue faced
an unexpected problem: navigating the tax responsibilities that come with a
sudden spike in variety and volume of transactions.

For example, due to the physical shutdown of brick and mortar locations,
many consumer businesses kept customers engaged with alternative delivery
platforms like Grubhub, Instacart, Door Dash, and more.> They may have also
expanded their reach from local customers into a state-wide, country-wide, or
global reach, increasing revenue by an order of magnitude. Only retailers with
a tax automation solution in place can navigate this kind of growth seamlessly.

“A retailer facing sudden growth online may find that economic nexus

or thresholds can suddenly become an urgent cause of concern,” said
Pabhakar. “Tax automation brings important consistency to the complicated
combinations of sellers growing their businesses with consumers, directly and
through marketplaces.”

MVERTEX 5



“Retailers must ask themselves if
their current processes can handle
the volume of a sudden surge in
revenue at peak times of the year,
from Black Friday and Cyber Monday
through the current experience

of COVID-19. New fees and
nonconventional taxes pop up every
year, and you have to have the ability
to modify or customize your solution
to adapt.”

Pete Olanday
Retail Practice Leader at Vertex
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Trigger #3:
Changes in Technology
and Access

Changes in retail technology also play a role in an
organization’s approach to tax compliance. As an
organization upgrades or changes its enterprise
resource planning (ERP) and point of sale (POS)
systems, the sales tax engine connected to
those systems must be able to keep pace, and
keep it at scale. Retailers are seeing this up
close as they navigate fluctuations in consumer
activity related to COVID-19, which IBM

Retail indicates has accelerated the move from
brick-and-mortar shopping by approximately five
years.” These fluctuations include higher volumes
of shopping online from existing customers and
new customers alike®* —which can come with
higher return rates’—as well as different tax
responsibilities depending on the location of the
seller and buyer.
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“Customers aren't just buying products online; they're also
returning them,” said Olanday. “The interaction of multiple
channels as customers buy online and return in store, or buy
online, pick up in store and return by mail, is hard to track, but
must be consistent when a retailer is audited. And because many
retailers would rather make a customer whole and pay penalties
on the compliance side, they can be stuck paying the price of any
inconsistencies themselves.”

An integrated omnichannel approach to calculating and tracking
the taxes related to these transactions is critical in correctly
calculating tax liability both for the original purchase and for
refunding the correct amount in the case of a product return—an
extremely complicated, error-prone and time-consuming task to
take on manually.

“It is important for a tax
automation solution to

accurately calculate a

retailer’s tax liability — equally
important is for the solution to
be flexible and customizable in
order to arrive at an accurate

tax on any given transaction.
This enables the unique needs
of the market in an evolving

regulatory landscape”

Satish Pabhakar
Strategic Product Leader at Vertex
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Be Prepared With
Tax Automation

The proliferation of new and more complex revenue sources
has placed an intense demand on the tax function within

an organization, and an automated approach to taxes is no
longer optional. Retailers operating an e-commerce channel
must continuously monitor whether they’re collecting and
filing the correct taxes. Tax automation solutions make

it easy to customize who is responsible for paying and
collecting the tax and then shift those responsibilities as
technology, regulations and businesses change.

With the support of a tax automation solution, retail
organizations can customize their approach to tax collecting
and reporting, as well as confidently navigate pivotal
moments of change to meet the needs of the day and scale
to meet the needs of tomorrow.
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Vertex, Inc. is a trusted global provider of indirect tax software and solutions. The company’s mission is to deliver the
most trusted tax technology enabling global businesses to transact, comply and grow with confidence. Vertex provides
cloud-based and on-premise solutions that serve specific industries for major lines of indirect tax, including sales

and consumer use, value added and payroll. Headquartered in North America, and with offices in South America and
Europe, Vertex, Inc. employs over 1,100 professionals and serves companies across the globe.

To learn more about Vertex Inc.s solutions, please visit

vertexinc.com



https://www.vertexinc.com/
https://www.facebook.com/vertexinc1/
https://twitter.com/vertexinc?lang=en
https://www.linkedin.com/company/vertex-inc./

studio /1D

BY INDUSTRY DIVE

studiolD is Industry Dive’s global content studio offering brands
an ROl rich tool kit: Deep industry expertise, first-party audience
insights, an editorial approach to brand storytelling, and targeted
distribution capabilities. Our trusted in-house content marketers
help brands power insights-fueled content programs that nurture
prospects and customers from discovery through to purchase,
connecting brand to demand.

LEARN MORE


https://www.studioid.com/
http://studioid.com
https://www.studioid.com

