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This letter discusses “shipping and handling” charges. See 86 Ill. Adm. Code 130.415. (This is
aGIL.)

November 18, 2008

Dear XxXxxx:

This letter is in response to your letter dated January 17, 2008, in which you request
information. The Department issues two types of letter rulings. Private Letter Rulings (“PLRSs”) are
issued by the Department in response to specific taxpayer inquiries concerning the application of a
tax statute or rule to a particular fact situation. A PLR is binding on the Department, but only as to the
taxpayer who is the subject of the request for ruling and only to the extent the facts recited in the PLR
are correct and complete. Persons seeking PLRs must comply with the procedures for PLRs found in
the Department’s regulations at 2 lll. Adm. Code 1200.110. The purpose of a General Information
Letter (*GIL"”) is to direct taxpayers to Department regulations or other sources of information
regarding the topic about which they have inquired. A GIL is not a statement of Department policy
and is not binding on the Department. See 2 Ill. Adm. Code 1200.120. You may access our website
at www.tax.illinois.gov to review regulations, letter rulings and other types of information relevant to
your inquiry.

The nature of your inquiry and the information you have provided require that we respond with
a GIL. In your letter you have stated and made inquiry as follows:

Background

We are a direct sales company that markets items exclusively through independent
distributors. Distributors recruit hostesses to hold home parties. A hostess holds a sales
party for her friends and relatives in her home where the company's products are
demonstrated and sold.

We currently charge shipping as a percentage of the total price with a minimum of
$3.95. Shipping is typically sent to the distributor or hostess who then delivers items to
customers. Shipping is performed by common carrier and our contract is not specific on
when title passes. If product is lost in transit, we replace product and seek
reimbursement from the carrier. Shipping is stated separate on the invoice as ‘shipping
and handling charges’.

Issue
o Should we include shipping charges in our taxable amount?

If you have any additional questions concerning this issue, please call me.

DEPARTMENT'S RESPONSE:



In regard to shipping and handling charges, as a technical proposition, handling charges
represent a retailer’s cost of doing business, and are consequently always included in gross charges
subject to tax. See 86 Ill. Adm. Code 130.410. However, such charges are often stated in
combination with shipping charges. In this case, charges designated as “shipping and handling,” as
well as delivery or transportation charges in general, are not taxable if it can be shown that they are
both separately contracted for and that such charges are actually reflective of the costs of shipping.
See 86 Ill. Adm. Code 130.415. To the extent that shipping and handling charges exceed the costs of
shipping, the charges are subject to tax. As indicated above, charges termed “delivery” or
“transportation” charges follow the same principle.

The best evidence that shipping and handling or delivery charges have been contracted for
separately by purchasers and retailers are separate contracts for shipping and handling or delivery.
However, documentation that demonstrates that purchasers had the option of taking delivery of the
property, at the sellers’ location for the agreed purchase price, plus an ascertained or ascertainable
delivery charge, will suffice. If retailers charge customers shipping and handling or delivery charges
that exceed the retailers’ cost of providing the transportation or delivery, the excess amount is subject
to tax.

Please be advised that where retailers send merchandise to party hosts or hostesses who then
distribute the merchandise to purchasers, shipping and handling charges are generally considered
part of the retailer’s costs of doing business and are subject to tax. Please refer to Section 130.410.

| hope this information is helpful. If you require additional information, please visit our website
at www.tax.illinois.gov or contact the Department’s Taxpayer Information Division at (217) 782-3336.

Very truly yours,

Debra M. Boggess
Associate Counsel
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