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The current MTC provision for sourcing receipts from merchant discounts is as follows: 

(j) Receipts from merchant discount. The numerator of the receipts factor includes receipts from merchant discount if the commercial domicile of the merchant is in this state. Such receipts shall be computed net of any cardholder charge backs, but shall not be reduced by any interchange transaction fees or by any issuer's reimbursement fees paid to another for charges made by its card holders.
Based on discussions with a number of financial institutions, sourcing merchant discount to the commercial domicile of the merchant is difficult and often impossible to do for most financial institutions.  However, since the population of entities we have talked to is relatively small and we do not believe that a change to sourcing merchant discount income should be required if the organization underwent laborious programming changes to comply with the sourcing provision, we strongly believe that any change should permit the user to continue to use the prior method if its system can obtain that information.  Of our current Financial Institution State Tax group, very few of our members have been able to modify their systems in order to obtain the commercial domicile of the merchant.  However, for those that have made such a laborious change to comply with the law, they should not be penalized and prohibited from using that approach.  We also understand that some merchant banks might have information regarding the location of merchant readily available, and in such cases use of merchant location may be appropriate.

Nevertheless, as noted above, such information is not available to many financial institutions and thus a proxy tied to credit card interest income, similar to that in use for apportioning credit card issuer’s reimbursement fees, would be an easily administrable means of sourcing the merchant discount and would result in “market sourcing” these receipts.  We do not believe that using this proxy would provide a materially different result from sourcing based on merchant location and will give the states that adopt the MTC financial apportionment provisions a market state result.  We recognize that a sourcing methodology that is impossible or at best administratively burdensome is counter to industry’s and the states’ goals of having an apportionment provision that is fair in approach, administrable and uniformly adopted by a large number of states.

The current MTC provisions for sourcing credit card issuer’s reimbursement fees are as follows: 

(i) Credit card issuer's reimbursement fees. The numerator of the receipts factor includes all credit card issuer's reimbursement fees multiplied by a fraction, the numerator of which is the amount included in the numerator of the receipts factor pursuant to subsection (g) of this section and the denominator of which is the taxpayer's total amount of interest and fees or penalties in the nature of interest from credit card receivables and fees charged to card holders.

(g) Receipts from credit card receivables. The numerator of the receipts factor includes interest and fees or penalties in the nature of interest from credit card receivables and receipts from fees charged to card holders, such as annual fees, if the billing address of the card holder is in this state. 

Suggested change to sourcing of merchant discount:

REDLINE VERSION

(j) Receipts from merchant discount. The numerator of the receipts factor includes receipts from merchant discount if the commercial domicile of the merchant is in this state.  Such receipts shall be computed net of any cardholder charge backs, but shall not be reduced by any interchange transaction fees or by any issuer's reimbursement fees paid to another for charges made by its card holders.

(1)  If the financial institution has readily available information regarding the commercial domicile or location of the merchant, then the numerator of the receipts factor includes receipts from merchant discount if the commercial domicile or location of the merchant is in this state. 

(2)  If the financial institution does not have readily available information regarding the commercial domicile or location of the merchant, then the numerator of the receipts factor includes receipts from merchant discount multiplied by a fraction, the numerator of which is the amount included in the numerator of the receipts factor pursuant to subsection (g) of this section and the denominator of which is the taxpayer's total amount of interest and fees or penalties in the nature of interest from credit card receivables and fees charged to card holders.

(3)  The method used for sourcing merchant discount must be consistently applied in all states that have adopted provisions (1) and (2) above and also must be used on all subsequent returns unless the taxpayer receives prior permission from the State Tax Administrator to use a different method.

CLEAN VERSION

(j) Receipts from merchant discount. Such receipts shall be computed net of any cardholder charge backs, but shall not be reduced by any interchange transaction fees or by any issuer's reimbursement fees paid to another for charges made by its card holders.

(1)  If the financial institution has readily available information regarding the commercial domicile or location of the merchant, then the numerator of the receipts factor includes receipts from merchant discount if the commercial domicile or location of the merchant is in this state. 

(2)  If the financial institution does not have readily available information regarding the commercial domicile or location of the merchant, then the numerator of the receipts factor includes receipts from merchant discount multiplied by a fraction, the numerator of which is the amount included in the numerator of the receipts factor pursuant to subsection (g) of this section and the denominator of which is the taxpayer's total amount of interest and fees or penalties in the nature of interest from credit card receivables and fees charged to card holders.

(3)  The method used for sourcing merchant discount must be consistently applied in all states that have adopted provisions (1) and (2) above and also must be used on all subsequent returns unless the taxpayer receives prior permission from the State Tax Administrator to use a different method.

