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August 5, 2015

Re: Request for Reconsideration of March 25, 2013 Private Letier Ruling

Diear M.

. Thank you for your letter of May 28, 2015 (copy altached). Your letier asks the

City of Chicago (*City™) to reconsider its March 25, 2013 private letter ruling,
which determined that “[raud detection and risk assessment™ product
(“Product™), when provided to customers in Chicago, is subject to the Chicago
Non-titled Personal Property Lease Transaction Tax {*Lease Tax™), Chapter 3-
32 of the Chicago Municipal Code (“Code™). After careful consideration, the
Cily affirms its determination.

As explained in my letter of’ March 25, 2015, the Lease Tax applies to the
nenpossessory lease of a computer, which the Code defines as a lease wherein
"the customer obtains access to the provider's computer and uses the computer

- and its software to input, modify or retrieve data or information." See § 3-32-

(020¢I). The City’s determination that the Product is a taxable lease of
computer was based on your description of how the Product works. According
to your letter, each device in the Jatabase is coded in one of three ways:
(1) as having a clean record; (2) as having a bad record {meaning (hat it has beent
involved in & known fraudulent transaction); or (3) in some cases, as unclear.
The customer enters the identification code for a given device,

and the customer 1s informed
of the result. The speed at which the Product responds indicates that
employees are not providing any direct customer service in response to the
customer's inguiry. Instead, the customer is retricving data that 1s stored in

the database, making the charge for the Product a taxable transaction,

Very truly vours,

Weston Hanscom

Deputy Corporation Counsel
Revenue Litigation Division
Department of Law
3127449077

ce: Joel Tlores, Department of Finance
Kim Cook, Departiment of Law
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May 28, 2015

Mr. Weaston Hanscom
Ueputy Corparation Counse!
City of Chicago

Revenue Litigation Divisian
30 North LaSslle Strect
Suite 1020

Chicago, llinais 60602

Private Letter Ruling Requast

Dear Mr. Hanscom

We are submitting this request for redetermination pursuant to your letter dated March 25,
2015 (attached}, Alse ettached is aur original letter ruling request dated February 2y, 2015, We
are 1ol presenting any facts herein .n contradiction to our initial letter ruling request. Instezd,
we wish tc make a point of clarificationr and request 2 reconsicerztion of the facts

As srated previoushy, this issce is not currently under consideration by the Chicago Departrent
of Revenue in connection with any audit, refund request, veluntzry disclosure, administrative
hearing or I'tigatior as it relatesto orany related entity.

Point of Clarification

In your determination letter, you explained that the Chicago Mon-titled Personal Property
Lease Transaction Tax ("Lease Tax")applies to “nonpossessory leases”. Chicago defines a
nonpossessory cormguter lease as a lease wherein “the customer ohtaing access to the
provider’s cemputer and uses the computer and its seftware to input, modify or retrieve data or

information.”

We wish 1o clarify that 's customer does nat obtain sccess 1c any computer of , e
does the customer use any computer or saftware awned by s performing a
professionzlinfermation service for s customer wsina technolagy. Sirilarto a CPA preparing
atax return far a client who sends data electronically, pravides z risk assessment to its
customers based on data seat elecronicallyte

These is no saftware down:oaded ar accessed by the customerof | The customer sends
information fo anwhich provides an opinion relative to the trustworthiress of the
information.

Fage 1oz
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Chicagn Private Letter Roling Hequest
We respectfully request a redetermination of the taxability of these services based upor Both
the aricinal facts as preseniad along with the clanfication provided above.

Cuestian

1. Are the services pravided by as described nhove subject to Chicago Nan-1ilsd
Personal Property Lease Transaction tox?

# & ok % k% o ok F

Thank you in advance for your assistance in determining the taxability of these seevices, Should
you have any guestions regarding the attacked or need additicnal irformation, glease call ine at
. Thank you for your assistance in this matter.

Very truly yours,

rage zofa
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Marck 25, 2015

Re

Diear Mr ,

Private |eiter Ruting

race:

] am responding to your fetter dated February 17, 2013 (copy atiached). You ask whether
the “fraud detection and sish assessment services” described w your letter (hereafier “he
products”) are subject 10 any Chicago sales, use or ransaction tax. As explained below,
we believe that the products, when used by castomers in Chicago, are subject 1o the
Chicago Non-litled Paysonal Property Lease Transaction Tax (“Lease Tax™). Chapter 3-22

of the Municipal Code of Chicago {*Code™),

The J.ease Tax is imposed on: (1) the lease or rensal in the city of personal property, or (2}
the privilege of using in the eity persongl property that is leased or rented outsile the city.”
See Code § 3-32-030(A). The Lease Tax applies to "HONPOSSEESOTY leases." which are
leases or remals wherein the use but not the possession of the personal proparty is

transterred, See Code § 1-32

“the customer ohtains access (o the provider's
software to fnput, modify ar retrieve data arndormanon.” 1.

Based on your letier. it appears that the
business) obaing access 1o the

information. The

any given device is murked in ane of three ways:

-020(1), A nonpossessary computsr lerse 13 a lease wherein

compuier and uses the computer and s

customer (ordinarily a retailer or other

coanplie: and uses it to imput and rerieve daw or
somputer comains 3 lwge daiabase of devices, the device gererally
being o computer. smart phone ot tablel fom which the rerailer’s customer i placing an
order. In the darsbase are some devices that have been flagged s suspect. it appears that

(1) elean recond {grecn light - order

allowed): (2) bad record (red ligh: - order denied): or (3) anclear (vellow light - for

FEVEEW ),

retailer’s computer (o [he

The idenufication code for the device hemg investigaed is senl from the
computer and astomatically run through the

- detabase,

Based on these facts, we bebeve that the producis, when used by customess in Chicago,

are A nenpeossesaory lease of

10 the Lease Fax

“uoaennputer aud the churges for the products are subject

Please let us kaow if vou have questions or necd anyihing further.

Vg widy vours,

L o~ e

Wesion Hanscom

Deputy Corporatios Counsel
Revenne Litieation Division

Departmenl of Law

312-744.9077

i

B

€c: Joel Flores. Department of Finance
fim Cook, Department of T.aw
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rebruary 17, 2615
Chicapo Department of Revenuo

Private Letter Ruling Request

Dear Sir or Madame,

We are writing on behalf of aur client (hereafter referred was ' ™) to reguest a ruling on the
applicahility of Chicaga sales, use, or transactions tax of any kind on the sale of fraud detection

2nel risk assesement services,

This issue Is not currenily under considerstion by the Chicagne Department of Revenue in
conhection with any audit, refund request, voluntary disclosure, administrative kearing or
litigation as it relates 1o vy related entity.

Description of Senvice

provides reai-dtitne online fravd detection and nsk assessment services to comnanies
throughout the United States and worldwide, Via an slectronic interfage, FeCEnes
attributes froni the devices conducting ordine transactions with its customers, These attributes
are analyzed againgt s extensive database of attributes ceunpiled from
tlansactions conducted in the past throughout the world.

The priocess works as follows: s customer, Comipany 7, has a website inat provides 3
number of sarvices, integrates 1o all types of interactions where Company £ wantsto
watch for fraudulent behavior, such as registerieg, logging in, making purchases, vpdating
account infesmation, and applying for credit. This example will focus cnan online stove where
cusiomers can make purchases. Gnce a purchase has been made, a payment transaction is
performed to satisfy payment of the goods. Experience shows that fraud is typleally conducted
micre than once from the same device (computer, tablet, smart phone, game conscle, etc.).
Eachtime a device is used to conduct a ransadtion, Company Z uses an apglication from

that is Initiated thraugh their online interaciion with their customer to collect attributes from
the device and pass them to for analysis comipares these attributes to a databage of
attributes from other transactions, both with Company Z as well as with other online
comparies, determines whether the device hes been involved in any known fraudutfent
transaclions, ar whether any athier devices involved in known fraud are associaled with the
device. One customer may own multiple devices, such as a computer and a smart phone, and
use them with the same websites, Those devices are then associated with each other within

sdatabase,

Pageaiofa
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Chicogu Frvale Lefler Ruling Request

retuins a recommendation to Company & whethsr to allow, deny, or
review the transaction. This result is based an analysis of the device atiributes, and risk
gesessment based on business rules fully configurable by Company 2. An Allow result sugaests
that the device is trustwerthy and represents a low level of risk. A Deny result reprasents a ligh
level of rigk, All of this happens withie the lime it takes to process an onfine payment, s
services are configured 1o best meet the business needs of each customer.

When Company Z is the victim of fraud, it applies informetion about the type of fraud to the
device that was used to perpelrate the fraul. This s called “evidence” For example, if the
device was used Lo take over another user's account, Company 2 applies account $akeaver
Yevidence” to the device. Other users of service can see this evidence, ensuring that this

device wiil be unable to carry out further fraudulent activity with any other of customers,
The device's atiribites also infuence the risk assessments that processes for all of its

5eTy.

Company £ is charged transaction fees and support fees for this service by . The fee

mctudes the real-time anabysis of all oaline credit card transactions, periodic electronicaliy
deliverad reports summarizing the fransactions processed, and enline access to 1opoits as
needed by Company Z. Al no paint does tangible personat property transfer from 16

Company Z.

Cuestions

1. Are the services proanded by as described abave subject to Chicngo kax?

ow g T F oW
Thaek you in advance for your assistance in determining the taxability of these services. Should
yole have 2ny guestions regarding the attached or need additional information, please call me at

Thank you for vour pssistance in this matter.

Very Iriy yours,

Fage 2z of z



