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Harmful Impacts of 
Removing Sales Tax 
from Interchange 
Calculations



• 58 bills over 17 years – none have passed

• Often lite on detail and a mildly confusing

• No requirements for merchants

• Proposed language/actions

• Cannot charge interchange on sales tax for any 
card payment

• Remove the calculation of “interchange” on the 
sales tax portion of each payment

• Rebate the portion of “interchange” after-the-fact

State Proposals – 17 Years of Repeated & Failed 
Attempts
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Sales Tax – Far From Simple
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Possible Solutions
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Separate Transactions
• Conduct one authorization for the base purchase/payment

• Conduct one authorization for the tax payment

A few possible hurdles to achieve this:

• Changes to merchant POS systems

• Changes to the entire payment system

• Declines and customer service

Level 2 Transactions
• Send total tax via the Level 2 process

• Send only total tax

A few possible hurdles to achieve this:

• Changes to merchant POS systems

• Changes to the entire payment system

• No accountability if tax reported is accurate

Possible Solutions – Exposes Challenges
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Rebate after-the-fact
• No change to the payment authorization process

• Data shared later to calculate a rebate

A few possible hurdles to achieve this:

• New reporting and billing processes for merchant acquirers

• Mismatch between sales tax reporting 

• Ability to over report sales tax 

Merchant Methods
• Surcharge your customer for the sales tax portion of MDR / 

Interchange

• Current bills have no language to prevent merchants 
from double dipping with surcharges + rebates

• States can rebate the merchant

• Extend existing rebates with a flat value, possibly vary 
it by merchant size

• Returns the cost of collecting sales tax to its rightful 
owner

Possible Solutions – More Challenges
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Tax not reported by 
payment method or date



Oh…but wait a minute. Did I forget something?
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Auditability and Validation
• There is no such thing as “trust me” in financial services

• There is a requirement to have the necessary details to 
validate the sales tax values

• Transaction by Transaction

• Line-item detail

• After-the-fact

• Matching process

• Current sales tax reporting does not match payment 
processing

State Tax Repository
• A need to match sale tax values with values obtained by the 

merchant acquirer

• Retailers report by location and often quarterly

• Merchant processing track payments to a terminal ID by 
batch (often by day)

• This repository would be needed for accountability

Challenges
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Privacy & PCI Compliance
Privacy

• Line-items detail would change the privacy framework

• Banks and credit unions would now have what we purchase

• Tax by category in a repository could associate types of 
purchases

PCI Compliance

• Reporting sales tax by card type would require merchants to 
hold card data 

• Sending new data would require changes to terminals with 
variation by state

Financial Challenges
Merchants

• The cost to upgrade systems, but for small merchants the 
cost can far outweigh the benefits

• The POS systems are still mostly distributed (not cloud 
based)

Financial Institutions

• Asking FIs to voluntary give up revenue ~ 7% average sales 
tax

• Reduces the revenue to fight faud

More Challenges
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Thank You
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