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EXECUTIVE SUMMARY

The Streami;ned Saies Tax Pra;ect is an effort created by siate govemments
with input from local governments and the private sector, to simplify and
modernize sales and use tax administration. The project incorporates uniform
definitions within tax bases, simplified audit and administrative procedures, and
emerging technologies to substantiai!y reduce the burdens of tax collection. The
Streamiined Sales Tax System:is focused on improving sales and use tax
administration systems for bcih Main Street and remo&e seflers for all types of
commerce. . , R R .

.Thlnymmne states are. currentiy mvolved in the pro;ect Twenty-seven states are
voting participants in the project because their legislatures have enacted
enabling legislation or their governors have issued executive orders or a similar
authorization. Twelve states are nonnvotlng partzc:pants in the work of the project
because they do not have the formal commitment of the state executwe or

legislative branches.

The project has addressed its issues through a steering committee and four work
groups: Tax Base and Exemption Administration; Tax Rates, Registration,
Returns and Remﬂtances Technoiogy, Aucm Przvacy and Paymg for the System; :

participate in their meetings, review thelr work products and provnde feedback
- The steering committee has actively engaged national retailers and reta;t '
‘organizations; state tax organizations, and ether mterested busmesses in:
- discussions and project strategy. : . S R

The key features of the Streamlined Sales Tax Sysiem in_:ciude":: '

« Uniform definitions within tax bases. Legislatures still choose what is
taxable and exempt but will use the common definitions.

« Simplified exemption administration for use- and entity-based exemptions.
Sellers are relieved of the “good faith” requirements that exist in current
law and will not be liable for uncollected tax. Purchasers will be
responsnbie for incorrect exemptions clasmad

. Fiate snmpizﬁcatuon Statas wﬂl be responsubie mr the admmtstratlon of alt
state and local taxes and the distribution of the local taxes to the local
govemments. State and local governments will use common tax bases
and accept responsibility for notice of rate and boundary changes. States
will be encouraged to simplify their own state and local tax rates.

« Uniform sourcing rules. The states will have uniform sourc:ng rules for all
property and services. .
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| ".'_7-'_”-:'-Umfcrm audit procedures Seilers who pammpate in'one of the certafsed
 Streamlined Sales Tax. System technology models will either not be audited
o1 wzi! have a I;m:ted scape audzt de;:endmg on the technology modai used

. _'Pay;ng for the system To reduce the f;nanceai burdens on sefiars states wsii
assume the responsibility for i amp emenﬂng the Streamlined Sales Tax
System

The Streamlined Saies Tax System w;l! prevade sellers the opportunity to use one
of three technology models. A seller may select Model 1 where a Certified
Service Provider performs all of the seller’s sales tax functions. A seller may
~select Model 2, a Certified Automated. System 1o perform only the tax ca%cuiat:on
functfon A larger seller with naticnwide sales that has developed its:own i
pmpnetary sales tax sof"tware may- select Mode!l 3 and have its own system
certified by the states. However some sellers may choose 1o continue to use
thezr current sysiems and st;li enjoy the beneﬂts m‘ s&mpitfrcatlen

Phase 1 of the Stream!zned Sales Tax Prc:}ject w:ti produce model Ieglslation by
‘Decemnber 2000 to be considered in year 2001 legislative sessions.- The draft
model legislation will be drafted by the project and reviewed by a groupof -
legislative attorneys not workmg on the pro;ect befcre finahzatron by the
pamcrpatmgsiates D T s D Doy A L

Phase 2.of the Streamimed Sales: Tax Project will be completed by the end of
- year2001. This: phase will-include additional uniform tax base definitions, a
“.uniform. tax return, and any madei ieglsiatson resuitmg from conductzng the
technology pilot. . R e i : e
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Draft Document For Discussion Purposes Only - Nothing contained herein represents a final
posmon or opimen of the Streamlined Sales Tax Project, any of the parﬂm;}aﬁng or .observing
states; or any member of their staff. ‘Readers should neither rely on any information herein nor
make any inferences about final project positions or- positions ‘of participating or observing states
or their members from the statements contained herein as this is a draft oniy and may change in
response to comments and mput from the pubilc or pnvate sec’tor e o

STREAML!NEB SALES TA)( PROJECT
: e o SUMMARY - :
DRAFT PROPOSALS
The. foliowmg list. cantams draft prﬁposais on whtch the’ Streamltned Sales Tax
Projeci is seeking ‘public comment. - Additional information on the: propasa sis
contatned in. the wark group reports iocated inthe back of this document
RESTRICTIONS ON STATE AND LOCAL GOVERNMENTS

. Locai Rate Changes Eﬁ‘ect;ve OnEy on Fsrst Day of Calendar Quaﬂer wzth 80
Days Notice

s Local Govemments.ﬁequired to Repcrt Rate and Boundary 'Cha'nges' to State

« The Application of Boundary Changes for Sales and Use Tax Purposes wauld
= be Limrted {0 F:rsi Day of Caiendar Guarter wath 60 E}ays Notfce :

. States Cannot Hoid Retaliers Lsable :f State Prov:ded ¥nformatlon is Incorrect
(Rates, Boundaries, Zip +4 Assignment)

» States Would be Prohibited from Placing Caps on the Tax Amount that could
be Charged on Individual Products or Transactions.
UNIFORMITY/SIMPLIFICATION MEASURES

e States Develop Uniform Coding Systern for All Taxing Jurisdictions (based on
FIPS)

« States Adopt Uniform Method for Applying Effective Date of Rate Changes

« All States will Allow for the Mathematical Calculation of Rates and will Adopt
Uniform Rounding Rules
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» States Having Different Rates on Certain Products Must Utilize Uniform Tax
Base Definitions and Follow Requirements Regarding Rate Changes '

SHIFT OF ADMINISTRATIVE BURDEN .

» States Provide:Databases -for Use by Retailers.(Eventually available at
Central Location)

-All State and Local Rates

-Assignment of All Zip +4 Areas to Taxmg Jurisdictions
~Boundary Changes _ o

USE OF TECHNOLOGY

» State Certification of Rate Assignment Systems Used by Retazlers and
_ Service Providers . . .

-Based on Zip +4 with Defauilt to Lowest Rate
~ -Default to 5-Digit Zip if Unable to Determine Zip +4
-As Technology and Information improves, Move to Address Based

System

..DEVELOPMENT OF A SIMPLE, ELECTRONIC REGISTRATION: F’ROCESS
FOR THOSE VOLUNTEERING FOR STREAMLINED SYSTEM

¢ Wil Register Retailer in Each Pro;ect State Where Retaﬂer Has No Phys;cai
Presence _ : e

+ No Registration or Renewal Fees |

« Will Not Require Signatures

e Wil Allow Registration by Agent

USE OF TECHNOLOGY TO ASSIST WITH REGISTRATION FOR STATES
WHERE A BUSINESS HAS A PF%ESENCE

. Onhne Regtstratmn Sys’tem

» Aliow for the Updating of information Electrorically
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ESTABLISH A SIMPLE ELECTRONIC: FILING SYSTEM-FOR RETAILERS
USING CERTIFIED. SYSTEM TO FILE ONE RETURN PER STATE

» Available to Retailers Using a Certified Provider for Retum Preparation Fcate
Calculation and Information Maintenance

«  Available to Retailers'with In-house Systems that are Certified

+ Retums Required No Earlier than 20" of the Faiiowing Month

e Any Additional Payments” or Prepayments will nct Requare the Filing of
Return and Must be Based on Calculated Amount ‘Rather than ‘Current
Months Cctiections :

e De minimis Threshold wz!i be Established Regardang Addmcnai Payments or
Prepayments S -

. EEectromc Submission that Accompames Remittance will include Only the
Information Required for the Proper Ailocatton of the Funds

» Encourage. States io Aliow Fs!;ng of Consoindated F{etums for Repomng
Purposes

» Data Fleids Reqmred

. -Taxpayer ident;f:catmn Numbar

-Period
-State Sales Tax Amount

 -State Use Tax Amount
-Local Sales Tax Amount - By Jurisdiction
-Local Use Tax Amount - By Junsdlctaon
-Gross Receipts
-Exemptions/Deductions

o Additional Reports may be Required

-States will Request no more than Every Six Months
-States will Stagger when Reports are Re__q_ueste;i

RELAXED RETURN (ONE RETURN PER STATE) REQUIREMENTS FOR
RETAILERS THAT CHOOSE NOT TO USE CERTIFIED :SYSTEM BUT HAVE
NO PRESENCE IN A STATE

+ States Send Returns Upon Registration
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* Return Must Be Filed Annually or in Month Fofiowmg the Accumuiahon of
- $1,000-in Tax Funds for any State - :
e Can be Filed Electronically '

DEVELOPMENT OF A MORE UNIFORM RETURN THAT WOULD BE
AVAILABLE TO ALL RETA?LERS

. One Retum Per State : ' : ' '
« Modeled After the Motor Fuel Remm Uniform in Most Respects but Wouid
- allow-States {0 Require Addtt:ena¥ informattcm Necessary to Accommodate
theirTax Structure : :
+ Canbe F;ied Eiectromcatly

HEM!WANCES SHALL FOLLOW EXISTiNG STATE LAWS SUBJECT TO
THE FOLLOWING LIMITATIONS

» Remittances that Accompany Returns May Not Be Required More Frequemiy
than Monthly and Not Before the 20™ of the Following Month

 Prepayments Must be Based on a Known Level of Payment from Prior Period

DATA ACCOMPANYING EFT REMIT!'ANCES

. Shaﬁ be Fomatted te NACHA Approved TXP Standard Ussng Uniform Tax
Type ancf Payment 'E‘ype Codes _

» Participating States Will Promote Uniformity in the Appi;catton of TXP
Standard _ '

STATES REQUIRING ELECTRONIC PAYMENTS WELL ALLOW OPTION OF
BOTH ACH DEBIT AND ACH CREDIT -

STATES REQUIRING ELECTRONIC PAYMENTS WILL PROVIDE METHOD
FOR MAKING “SAME DAY” PAYMENT IF EFT PAYMENT FAILS

UNIFORM TREATMENT OF BANKING HOLIDAYS

SIMPLIFIED EXEMPTION ADMINISTRATION SYSTEM
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Purchasers should be'requirad to prd%ride‘ identifying -information ‘and the
reason for claiming a tax exemption at the time of purchase. L

Purchasers should not be required to provide their 31gnature to claim an
exemption fromtax unless a paper certlflcate is used

The form used io claim an .exemption eiectromcaily should have a standard
format but can mclude custom;zed mformatlcn needed by taxmg authormes

_ The gcod faith requ;rement for seiiers should be relaxesi A sel!er wali be heid

harmless for the tax if they eb’tam all znfcarmanon reqwred fcr a. purchaser o

claim: exempt;on for tax.

Purchasers claiming exemptaon from tax would need to provide the same
information whether the 'sale was: made ever the lntemet by phcne or in
person.

UNIFORM BAD DEBT PROVISION

UNIFORM ROUNDING RULE

- u-m‘t?@m,swaﬁome ?E?HOV;S;ONS o

DEVELOP NEW TECHNOLOGY MODELS FOR TAX AE}M NiSTRATiON

[ ]

"Certsfted service prcwder

Handles sales tax administration functions for retailers.

Certified automated system (CAS)
Seller selects CAS to perform part of saies tax funct;ons

Certification of proprietary system
Allows existing retaﬁer to have system certified.

Allow contznuatson of axzstmg systems
-Taxpayer has choice
-Benefits from uniformity features.

ESTABLISH STRUCTURE FOR STREAMLINED SALES TAX SYSTEM
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Work Group Report
Tax Rates, Registration,
- “Returns:and Remittances -
- Executive Summary
RATES

| "E.':hé mos‘{ s.ighific.:afnt lssues faced by rét;ai.l:er:.sﬂ in compiyang with éiafe aa;n:i
local sales and use tax levies can be summarized as foiEom)é: ..(?) | kﬁowing what
rates are m effect at any gwen tlme and Iocat;on (2) bemg abie to easﬂy app!y
the rates at the t|me of a transactzon in a varzety cf retani settings (over-the-
counter saies mtemat sakes cataiog saies etc) and (3) habtitty for tax penat’nes
.'and interest when the retatier is unabfe o accurate?y cofiect the tax because of

d!ﬁ#cuﬂy in as&gnsng the correct rate
-Four ways of trying to resolve these difficulties were identified:

1) Piacmg restnct;ons on state and iocal govemments ablhty to have safes and
use tax rates Thzs may mclude restnctsons on the number of rates or

;urfsdnctzons that are a!iowed as weii as restracitons on what l;aba!:t;es can be

piaced on retaﬁers

2} Requsnng states to adopt more un;form and snmpie ways of admmtstermg
saies and use tax rates Havmg ail states provude anformatlon ina umform
and snmpEe manner makes ft much easier for retaﬂers that operate in more

than one state
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3) Having the states accept»m'ore:- of “the administrative burden created by

varying rates, thereby relieving retailers of this responsibility; and,

4} Utzi:zmg technoiogy to reduce the burden retaﬂers face i in collecting sales

and use taxes

Restrfctmns. on Siate aﬁd Loca! Gavemments

| Restnctnons wouid be ptaced on the tamsng of rate changes to | allow
retaﬁers and service prowders tzme to update thesr systems Locai rate changes
could be effectlve only on tha f:rst day of each caiendar quarter with 60 days
advance notice. |

Ratafiars who utsisze the proposed system would be held harmiess if the

rate mformatzon provnded to the retalier is maccurate or af addztzonal Elabllaty exists
because a defauli’ rate is used it was feit that the retailers should not be held
respons:ble tf state prowded mformatson is not accurate

| To address concems over the changmg of iocai boundanes restrictéons
on the tsmtng of those changes are recommended. As to thelr effectiveness for
sales and use tax purposes, local boundary changes would be limited to first day
of each calendar quarter with 60 days advance notice. Additionally, local
juriédiction.s Qeu?d be requifed.ta rhake boundafy changé informatién available to
thé éfates. .F{;;étailers ufiliéing iﬁis boundary information would again be held

harmless for any tax rate errors created by relying on the information.
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Uniformity/Simplification Measures

- The development of -a uniform coding system for all taxing -jurisdictions.
based on the Federal:Information Processing Standards (FIPS).codes is being
proposed. This coding system will have to be expanded to accommodate special
taxing jurisdictions. These codes will be used to identify taxing jurisdictions for.

calculation and allocation purposes.

- It is recommended that all states participating in the project allow for the
mathematical: calculation of rates and adopt uniform rounding rules. Any state
which -has different: rates on. specific products would be required to utilize the
uniform:. tax base . definitions established-and . follow-the requirements for.rate
changes stated ear!zer States would aiso be required to adopt a uniform method

' of app[yzng the eﬁectlve date of rate changes |

Shift of Administrative Burden

The states would provide .a central database of the rates.for all taxing
jurisdictions. Initially, each state would be required to provide the information in a
common format only but the ultimate goal of the project would be to develop a-

central data base of all rates.

-The states will be required to provide a database which assigns each

Zip+4 to the proper tax jurisdiction for remote transactions. For any transactions
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which produce exceptions to the general rule the following defaults apply: Hf a
Zip+4 designation produces more than one taxing jurisdiction the:system will
default to the lowest rate.  Should a Zip+4 designation not be available the

system will default to the lowest rate in the 5 digit zip code area.

Use of Technology

Retailers and_ service providers are currently using systems to assign tax’
ratés and jurisdictions. With the changes outlined .ébbve, these systems will be
able to éecurateiy-caicuiate the sales and use tax due without placing any undue
burden -on retailers. = The states will.‘certify that these ‘private systems are
accurately performing this function. - As technology.improves and more accurate

information becomes available, a greater degree of accuracy will be required.

REGISTRATION

The most significant registration issues identified in discussions with
retailers include the requirement in some states to register with-local jurisdictions
in addition to registering at the state level, the difficulties associated with each
state having a different registration form, and the inability of the states to utilize -

technology in the registration process. -

A centralized electronic registration process for retailers volunteering for
the streamlined system will be developed. The system will register the retailer in

each project state where the retailer has no physical presence. The entires
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application - will 'be filed electronically : ‘with- no registration fees required.
Signatures will not'be required and the retailer will be aliowed to register through

an agent.

RETURNS

- One of:the main concerns raised by industry was the large’ volume of
different retumns required to be filed by the various states. In some cases 400
_retQ-rns Wéré .'f_i_i'eci' -.c_:iuring one 'ﬁ!ing"peribd._ '. 1t is .rec;:é.rﬁmended that a simple
eieCfrorﬁc 1l;il'ingi system for ret'a';%}ers-ijsing ‘certified’ systems ‘be developed. In
order-to allow adequate time to prepare-the returns, it is recommended that
return deadlines be no-earlier than the 20" day of the 'month following collection.
Any additional payments or prepayments-will not require the filing-of a tax-return
and must be based on a caicuiated amount rather than curren’t months

'coliectaons No add:t:ona% payments wnli be requnred of retaslers wrch Iess than"

$1:000 in tax due:

oo sim_plify ‘the--reporting ‘requirements the electronic -submission ' that
accompanies the remittance will include only the information required to properly
distribute the funds to the proper tax jurisdiction. The data fields which will be
reported electronically -are; Taxpayer Identification Number, Filing Period, Gross
Receipts, Exemptions/Deductions, State Sales Tax Amount, State Use Tax
Amount, Local Sales Tax Amount - by Jurisdiction, and Local Use Tax-Amount -

by Jurisdiction. .- States that require- additional: detailed information will only be
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allowed to request this information every 6 months. The states must stagger

these requests so that the retailers are not required to file them all at once.

For retailers that choose not to use a certified system but have no
presence in a state the states would require an annual return. Additional tax
returns and remittances would be reguired in any month when the retailer

-accumulates $1,000 in tax funds for any state.

It is recommended that a more uniform retum that could be made
available to all retailers-and would- allow for the filing of a single return for each
state be developed. While the return would allow states to require additional

information it-would be uniform.in most respects. -

REMITTANCES

The most significant remittance issues raised by retailers include the
number of remittances required each month, not enough time to accurately
calculate payment or prepayment amounis, and concerns over the methods by

which payments can be sent.

It is recommended that remittances that .accompany retumns may not be
required more frequently than: monthly and not before the 20™ of the following
month. Any required prepayments of tax must be .based on a known level of

payment from a prior period such as the same month of the previous year. .
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The data accompanyzng EFT remittances shouid follow a standard format.
It should conform to the NACHA approvad TXP standard using a uniform tax type

and payment type codes The partzctpatang states wati promote unfformsty m the_' _'

a_ppi:c:at}_@_n__gf. ti}a ’IXP_gtanda_rq._

The system must allow ﬂexrbmty in payment options by allowing for both
an ACH debit and ACH crecfit optaon for anyone paying electromcalty States that
requ:re eiectronic payments must prov:de a method for makmg same day
payment should the EFT optson fail. The states will treat bankmg hohdays

unzformly
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Work Group Report

-« Tax Rates, Registration,
Returns And Remittances

Draft Document For. Discussion Purposes Only - Nothing contained herein represents a final
position or opinion of the Streamlined Sales Tax Project, any of the participating or observing
states, or any member of their staff. Readers should neither rely on any information herein nor

make any inferences about final project positions or positions of participating or observing states
or their members from the statements contained herein as this is a draft only and may change in
response to comments and input from the public or private sector.

latroductmn o
Slnce the early 19708 state and toca govemments have dramaticaiiy 1ncreased
their reilance on saies and use taxes m order to matntaan or increase the Ievel of
services they provsde to the;r citizens. As can be seen in Appendix 1, 46 states
and the District of Columbia levy sales and use taxes at the state level, the local
level or both. In 36 of the states, local jurisdictions are permitted fo enact their
own taxes However oniy 3@ states authortze {ocal use taxes. Tax: rates among
the local }Ul’iSdlCﬂOnS vary widely. In most of the states that allow iocai taxes, the
state administers the local taxes (29) and the locals rely on periodic allocations of
revenue. However, in 7 states the local jurisdictions administer some if not all of
their own taxes. Some local jurisdictions have different tax bases and require
separate filing of tax returns, while others allow their respective taxes to be
reported on the states’ tax returns. These variables create a number of
challenges for the establishment of the rate, registration, return and remittance
aspects of a “Streamlined Sales Tax System.” This report will identify the key
issues related to these topics, present options as to how the systemn couid

address them, and make recommendations as to the options that best serve
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taxpayers’, states’and local jurisdictions’ interests in simplification, compliance
and federalism. -

The task of simplifying the rate, registration, return-and remittance practices of -
the individual states will be very difficult. For the most part, state tax laws are the
way they are for specific reasons. In some states, constitutional provisions have
dictated how sales and use taxes are levied. In all states, the evolution of the
fiscal relationship between state and local government has been impacted by
each state’s unique political climate and culture. '

Any proposal _f_o# .rafe, 'registrat%‘cn:,' ':'?étnm'and.:femittanc;e simplification that can
ultimately be adopted in only-a handful of states, accomplishes very little. The
difficulties retailers have in properly calculating and remitting use taxes are not

with the: 18 states'where a single use tax rate is-used; but with the 29 states

whlch have mult:p!e ratas ‘The states that have Eocai admmlstrafion of thesr sales

and use taxes or requzre separate retums tc be fi ed for iocal jurasdzctaons presenf

the greatest challenges to simplification. if these most complex situations ‘are not
addressed, ora system iS proposeci thai ‘mese states are unable to particepate in,

this. opportumty for provadsng meamngfui szmpilficataon couid be lost.

In trying to develop a system fo snmphfy processes, tt is recognized that different =

retailers may choose to partzctpate at dxﬁerent ieveis While some may choose to
contract with-a third party for ali of their registration, calculation, and remfttaﬂce
functions, others may chc:ose to keep some or all of these functions in house.
Also, the needs of a truly remote seller may be different than those of a retailer

with locations in all states or a company that pays use tax on its purchases rather
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than collecting it from customers.: It may be necessary to differentiate between
remitters that collect both sales and use tax from those that only collect use {ax. .
It is intended that changes proposed for registration, returns and remittances be
beneficial {o all:types of remitters.

RATES

Background

The number of jurisdictions with .the - ability to levy sales and use taxes, the
frequency an_d timihg of :réte changes, difficulties in :kno&virﬁé district boundaries
and--:keeping..' up with._._bdundafy changes, and p.rbhiémsrwith accurately assigning
the appropriate jurisdictions to a specific location make the administration of tax
rates difficult:for. all involved. There are approximately 7,500 jurisdictions -with
existing sales tax levies:and many more that -have the authority to-adopt such
ie’wes There are: 12 states wﬁh a smgie sales: and use tax rate An addltlonai 8
' states have a smgie use. tax rate and muittpie saies tax rates Th:s Ieaves 29

states with multiple use tax rates (See Table 1).

. TABLE T = oo
STATE SALES AND USE TAX RATES AND ADMINISTRA’.{‘ION
Ne. of | g
Characteristics States | .T’F‘ml . _ ,,S__t_aj% L
No local option sales and use taxes 10 10 Connecticut, Indiana, Kentucky, Maine,
{(singlesalesfuse tax rate) - T T E L e U Maryland, Massachuosetts, Michigan, New
' Jersey, Rhode Island, West Virginia
Aliow iocal option sales'and usetaxes | - 27 RN ¥ R -
(single rate). District of Columbia, Hawaii

! 4 States have no state or local sales or use taxes: Delaware, Montana, New Hampshire, Oregon
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3 18 Tdaho, ﬁl_inois, Towa, Karisas, New Mexico,
Aliow local option sales tax Vermont
(multiple rates),
No local option use tax
{single rate).
Allow local option sales and use taxes 29 47 - | Alabama, Alaska’, Anzona, ATkansas,
(multipie rates). Californis, Colorado, Florida, Georgia,
Louisiana, Minnesota, Mississippi, Missouri,
| Nebraska, Nevada, New York; North Carolina,
North Dakota, Ohio, Oklahoma, Pennsylvania,
South Carolina, South Dakota, Tennessee,
Texas, Utah, Virginia', Washington,
‘Wisconsin, Wyoming

In addition to rates that vary by jurisdiction, some states have different rates for
different products or use specific criteria for the application of rates.

ldentification of Issues

The following is a listing of the rate issues identified in discussions with
retailers. '

Local Rate Issues

» Difficulty in Obtaining Correct Tax Rates for Local Jurisdictions

. Keepang up with Tax Rate Changes

» Liability for Tax, Penalties and Interest, for Incorrect Application of Rates

» Potential Liability from Taxpayer Suits for Overcharges

» Time Needed to Incorporate Rate Changes into Billing and Rate
Calculation Systems

» No Uniform Coding System for Taxing Jurisdictions
» Difficulty in Assigning Appropriate Rate at the Time of a 'E'ra_;nsa_c:tion
Local Boundéry Issues

» Knowing Tax Jurisdiction Boundaries

? No state sales or use tax
3 Lower state rate on food
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«  Keeping up with Boundary Changes

¢ Incorporating Boundary Changes into Rate Calculation/Billing Sysiéfns'

Other Issues

Dzﬁerent Rates Charged m Some States for Different Products '

Requ;rements sn Some States Regarding the Use of Rate Brackets

o Tax Caps thai are Used in Some States

Optlons fqrAddressm-g =Issues_ B

There are four primary alternatives in trying to simplify local option rates.

These are:

1)

2)

: "

4)

Place restrictions on the latitude state and local governments have in using
local option rates.
Have state and local govemments adopt uniformity or simplification

measures that make iocai optson fates eamer for retaifers to compiy wuth

Shiﬁ some of the admzmstrattve burden asscczated with local opttora rates

from the retailers fo the states.

Use technology to reduce the administrative difficulties associated with local

option rates. -

The following is a discussion of some of the issues involved in placing restrictions

on state and local govemmerzts

One Rate Per State En evaiuatmg the op’aon of akiawmg oniy a smg e sales and

use tax rate per state, the following conclusions were reached

¢ The current rate system creates difﬁcuiﬁes for retaiiers and the Project
is committed to identifying and understanding speczflc concems and
trying to address them.
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« Local option salés énd use taxes are a very important component of
¢ /many : states’ . fiscal -systems and it ‘would be very difficult to
fundamental!y change th:s structure

» Locai governments provxde many crat;ca! services and in many states
- the trend istoward increased reliarice on ‘sales and use taxes to fund
these serwces
« While thas proposal sounds Eake a su'npte” soiutzon o the rate issue, for
many states it creates a muititude of political, administrative and
revenue issues that will be extremely difficult to resolve (such as what
rate to set, how to allocate funds to local jurisdictions, and what to do
about iocai taxes that are, dedlcated to the. repayment of bcnds)
Given these conclusions, effort' was focused on trying to solve the problems
created by local -option’ rates rather than expending effort ‘on resolving the
problems created by a one rate per state solution.” If the other alternatives
considered cannot significantly-address the problems faced by retailers, then the
one rate. per state opt:on wsii need to recelve further cons;deration
IOne Rate Per State for Certam Transactaons An aitematzve to the one: rate '
per state proposal discussed above is to allow local options taxes for most sales,’
while adopting a single rate for certain transactions. * These would be sales for
which local rates create additional problems (either because of administrative
difficulties in determining whether the tax is due, how miuch is due, and where it
is:to be sent, or-because of legal difficulties in enforcing the collection of taxes
that are due). Two options were identified for segregating sales which would be
subject 1o a single rate per state. The first option would be to apply a single use
tax rate for vendors that did-not have nexus in any 'given state. The second |

option-would be to apply - a single use tax rate to “remote” sales, while still
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aiiow:ng local opt:on sales tax ra‘tes for in state saies There are six states that
.have thzs type of tax structure (aliow locai optzon saies iaxes but not use taxes).

The foﬁowmg is a discussion of the issues assc;cna’fed W!th adoptmg a ismzted one
:rate per state proposa! Whe{e the issues. diifer batwean the nexus/non-nexus

and remote/in-state proposals they will be d;scussed separatefy

Legal lssues

Rastrzctlon on Rates There are no federal COﬂSf!’[Ui’II(Z.)i.’tai restratnts on a
state’ s__adoptm_g_ af_.___smgie_ use tax rate.-far certain .-safes_.that:are ‘higher than the
lowest sales tax rate in.the state.. However, the Supreme Court-has ruled that'it
is unconstitutional to -apply a single use: tax rate in-any locality: that imposes a
sales tax at a lower.rate than the use tax. - (Associated Industries of Missouri-v.
Lohman 511 U S 641 (1994)) Therefore the states must dec;ide whether to-set
.the smgie use tax rate at the owest saies tax rate fn the state and thereby:.
achieve a true single rate throughout the state. Altemnatively, a state might elect
to set the single use tax rate at a rate higher than the lowest sales tax rate, in
order to. encourage ioc;atitie_s,with hi_gh_er -sales tax --rates.-to -paﬂicipate:.inf-the:
system. Of course, under the latter option, any locality whose sales tax rate is
lower than the single use tax rate would:be barred from imposing the local use
tax.

Equal Protection Issues - Preliminary research reveals that the federal -
Equal Protection Clause should.not be a barrier to.implementing the states"local -

use tax rate proposal. With respect to making classifications among taxpayers,
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the United. States Supreme Court has given the states wide latitude under the
Fourteenth. Amendment's Equal Protection Clause. (See Lenhausen v. Lake
Shore Auto Parts, Co., 410 U.S. 356 (1973); Ohio Oil-Co. v. Conway, 281 11.8.
146 (1929)). Establishing a single use tax rate for remote sellers, where remote
sellers would be treated more favorably than in-state sellers, shouid pass federal
equal protection scrutiny. It appears that the majority of states would interpret
their state constitutional equal protection or uniformity clauses in a simi_ia_r!y
pe&ni_s_s_ive manner. However, seve_rgi :siéie';:-court. finterpretaﬁnns'nf state: -
constitutionat;equé_l protection clauses-are less lenient than the Supreme Court's
interpretation of the federal counterpart. A state with a strict uniformity or equality
constitutional provision could face a significant barrier to the adoption of a -
differing local rate for remote sellers versus.in-state sellers. Each state would
need to carefuliy rewew its state constftuteanai equai protectxon standards

| Taxes Used to Support Bonds thh respact to the petentaal :mpact of
the states' and localities' loss of sales.and use tax revenue, it is possible that the
credit ratings.of outstanding bonds could be jeopardized should restrictions be
placed on governments' ability to. collect sales and use taxes. With such
restrictions in place, some states and local governments may be required to
increase other taxes in order fo adequately back their bonds, -although it is
unlikely that state or local governments. would default on their bonds, smaller
local governments could be forced to defer some interest payments. Restrictions
on- state and local governments to.collect sales -taxes on internet commerce

would not affect new bond issues because they would back new bonds with other
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revenue sources. Other issues to consider include whether loss of sales/use tax
revenue may-resultin a defauit or breach if a jurisdiction's revenues decrease by
a certain percentage; how would states and localities make up revenue losses
and what.impact would loss of revenue have on-bond hoiders who may pledge
the bondsfor obtaining loans, for example.

Revenue Issues

In many l_s___tates,' t_he_ adt:__)ption of -a single use tax rate for certain sales will 'im‘pact
revenues for--ibéét taxmg jurisdiciioﬁs*and p‘oss-ib!yihe state as well. Potential
reve_nije--im-;:i-ﬁcati-ans from ‘such a proposal will .complicate the ability of some
states to participate inthe'system. As discussed above, there are restrictions on
the level at which a statewide rate could be set.

Potential -Gains = Under either the nexus/non-nexus or remotefinstate
c_pti_ons_ _1h_ere _-_is::a potential revenue gain. Vendors ihat--do_n’t currently collect
- sales andusetaxesmay miﬁﬁtér'f;y;ﬁ:jélecf"tb: c'.c;'iiéc’!_:.‘ it will be very difficult to
quantify the potential for such revenue gains.”

Potential Losses - There are currently vendors that do not have nexus or
have. questio_nabie nexus in certain states that choose to voluntarily collect sales
and use faxes. If these vendors choose to use the statewide rate (under either
option), there will be loss in revenue for those local option states with a statewide
rate that is lower than the rate currently being used.

- Administrative Costs - States will need to consider the administrative
costs in establishing the system (both the internal costs necessary to change

current practices and the costs of compensating retailers).
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Administrative Issues . |

This.section discusses the. practical issues involved with adopting the one rate
for. certain transactions proposal. The nexus/non-nexus and remote/in-

state options will be discussed-separately.

- .Nexus/Non-Nexus .Option - The nexus/non-nexus distinction, in the
context of a voluntary system, creates administrative problems for the states.
This. distinction falsely assumes that there is general agreement, both among the
sta__tes,.ar;d .:be'iwe_aén -ihé .s_tates and remote sellers, as to.which activities create
nexﬁs in most 'cifcumstances. In a voluntary system, remote sellers will
participate if and . only - if .the perceived benefits of doing so outweigh the
perceived risks. of an adverse nexus determination. Remote sellers will not
participate if the cost of their participation. includes the possibility of the very:
adverse nexus determmat:an they seek to avoid. -

'Addmonaﬁy, ina voiuntary system as contempiated the need for riexus”
determination for sales and use tax purposes would not exist unless required as
part of this rate proposal. Eliminating the need for nexus determination for sales
and use tax purposes would be beneficial to both the states and remitters.
Remote/In-State - There appear to be two types of adm%nistrative issues
that could arise in a system that provuded for varymg iocai optlcm sa!es tax rates
but a smgie iocal use tax rate, and the iocaf use tax rate was 1cwer than the iocai
sales tax rate {or potent;aliy zero) Fsrst such a system cou!d mhlbzt or
comphcate the adopt:on of dfrect pay prcgrams !n a d;rect pay §rogram a

taxpayer (usuaﬂy a large taxpayer w:th a htgh volume of purchases) does not pay
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tax to vendors when an item is purchased; instead, the taxpayer accrues the tax

and pays it:directly to the state.  This approach'is well suited to certain types of

business and business processes and is increasingly being requested by 'some

types of entities. One effect of direct pay, however, is to-convert ‘a sales tax

liability to a use tax fiability.. #f the use tax rate’is lower than the sales tax rate,

there could be a:revenue impact on localities if the state becomes aggressive in

promoting or allowing direct pay permits. Such a tax rate arrangement might

also cause: some entities to befiméredtecf in "-.diredt'1pay"'pe%m.its':-vs'fhen they are

dtheMEse not well suited for them. =~

Second, :differentials - between " sales and use tax rates could create some-
complexities in audit situations. - It will require not only a determination of whether
the: transaction was  taxable, ‘but-also whether ‘it ‘was ‘rightly ‘a sales tax:
transactson or a use tax transaci;on There may alsa be IE‘:SUES of anterest ratas -
"'aiiocanon of revenues, penaltaes co!iectaon etc tha’e wouid enter in, depending'
on the:transaction. - if the use tax and sales tax rate are the same, the attentionis -
generally focused solely on whether the transaction in question was taxable or

not.

Allocatron Issues

Exzstmg iocai sales and use tax étructures are in piécé in many states to fuifill the
pamcutar f:scaf needs of the iocaf ;ur;sdnctuons if the states choose to enact a
szngie rate use tax in heu of emstmg iocaf taxes aiiocaticn of thdse taxes back to
the Eocaf ;unsd;cnons must be addressed An alidcatzon methodology wouid have

to be prowded for by mdivzduat states statutes and the methodology must
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consider the amount and share. of revenues-yielded by existing sales and use tax
evies. Allocating to.the Iocal jurisdictions strictly.on the bases of population may,
.En some cases, be appropriate.  In-other cases, however, such an allocation may
be detrimental to some jurisdictions that have chosen to rely more ‘heavily on
sales .tax .in .comparison with. jurisdictions that have depended more on other
revenue sources. .

Not only must a: d;smbunon methodology address adequacy and simplicity, so
must it provide prospectwe fundmg flexibility. W:fhout this flexibility as focal
;unsc:i_{C’t_;ons.._ fiscal . needs . change, th'e'y' ‘may -be - handcuffed by old" funding
formulae, forced. to.compete for-a bigger piece of the pie or‘have to turn to
alternative funding mechanisms. .

Equity Issues . ..

A slgn:f;cant issue embedded into. the debate on whether or not mternei or mail
. order transact;ons shouid be sub;ect to use ' taxes is that of equ:ty Shouid'
retailers. who chose. this method of selling their products be aliowed to have a
price advantage over retailers that are -required to charge sales or use tax?
While the one rate options discussed here would "e!iminate'thi's advantage for
participating retailers for sales into some states (those that dor't allow local
option use taxes).it would remain, aithough at a reduced level, in other states’
(those where the statewide rate would be lower than the rate charged in many
jurisdictions).

The inequity that currently exists between traditional retailers and internet/mail

order retailers is the result of the inability of states to collect taxes that are legally
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due (under the Quill decision). In-most instances, it is not-an advantage that has
been enacted into state statutes, :it'may be very difficult-in some states to enact
a system that creates this disparity between types of retailers.

State Specific Participa tion Issues

While an objective of this project.is to ‘develop a system that encourages as
many vendors to voluntarily remit as possible, it is also important to have as
many siates participate as possible. -‘Many: states'will have specific constitutional,
p_ol_ic_y or p_o_iiticéi .diff_igﬁutti_es.ié changing their state -si;ucturéé.
U_nzi.f;o:_rmithifﬁpl'ifi-cation -_Measures, Shift of Administrative Burden, Use of
Technology - States would be required-to adopt certain simpfification/unifé’rmﬁy
provisions and agree to accept more of the administrative responsibilities so that
the technology solutions that are currently in use or are under development could

address the probiems faced by retaiiers The following-is a dfscussmn of the

s tssues iha’t states wal! need to address sa tha’z retaliers and thzrd—party soﬂware

developers. will be-able to-utilize technology to remedy the issues now making it
difficult to collect and remit the correct tax amount.

Taxing Jurisdiction Boundaries -

There are currently about 7,500 taxing jurisdictions that have sales or use tax
levies. These include states, counties, -cities and special taxing jurisdictions
(such . as transportation districts). - ‘For some districts the boundaries ‘are well
defined and do not change (states and counties). For others, the boundariés are

often hard to identify and can change frequently and without much notice.
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There have been several options identified to address the difficulty retailers have
in identifying the appropriate taxing jurisdictions at the time of an individual
transaction. These are discussed below.

Use of Zip Code Boundaries - There are two options in using zip code
boundaries to aid in rate determination. The first is to'use the zip code (either 5-
digit-or zip plus 4) as an identifier from which to assign a taxing- jurisdiction.
Since zip.code boundaries and taxing jurisdiction boundaries ‘are often not the
same, it is not poésibie to match a zip code with all of the appropriate taxing
jurisdictions for.every address.  While the zip plus'4 boundaries may be able to
match a fairly large percentage of the transactions correctly, there could be legal,
administrative and political issues with a ‘system that incorrectly assigned
customers -into - taxing - jurisdictions ‘where ‘they didn’t ‘actually live. Some’
accommodation would need to made to correct smproper%y asssgned addresses,.
The second optioa would be requ;re iaxmg junsdachans to com‘orm thear
boundaries to zip-code boundaries. This would be a very difficult task for many
jurisdictions. Also, zip code boundaries (especially for the plus 4 extensions) are
subject-to change.

GIS Coding or Other Electronic Mapping - Advancements in mapping
and Geographic Information Systems technology make it easier to accurately
assign addresses 1o taxing jurisdictions. The state of Washington has developed’
an address look-up system tied to taxing jurisdictions.  Other statés and local’

units of governments are developing digital maps of boundaries or ‘actually geo-



Streamlined Sales Tax System/Public Hearing
September 29, 2000
Page 30 of 82

coding. individual - buildings. to street -addresses and ‘latitude and longitude
coordinates.

The wireless communications industry .and state and:local taxing jurisdictions
have been working for over two years on addressing problems associated with
sourcing g:a_l_ﬁ_s from cellular phones. .. The product-of this ‘work is the Mobile
Telecommunications Act.-Under this act, calls- would be sourced to the residence
or. business _ac_id-re_s__s -of the customer. Two methods. f;_:r linking this address to
taxi.ng junsdict;onﬁ are pfopo_s‘;eﬁ._ R .

'_F_ha__fifst opﬁoﬁ would ;ﬁe '_-fo?:éstéies 1o provide vendors with a database matching
a_dq_r:esses;to taxing jurisdictions. .:Vendors using the database ‘would be held
har_m_iess from.-any liability that is due to-an error in the database. States could
provide the database directly or through a designated database provider.

If the state did not provide the: database; vendors would be allowed to-use a 9-
digit 7ip Gotle system to assign the appropriate taxing jurisdiction. Use of such @
system with “due diligence” in assigning the appropriate jurisdiction would also
provide the vendor with the held harmless protection.. - -

Boundary Changes - The first step for the states that have local taxing:
jurisdictions will .be to make sure that the boundaries of these districts are
accurately defined. - Secondly, the states must ensure that boundary information
can. be incorporated into tax calculation software so-that individual-transactions -
can be assigned the proper rates. -States may choose to:limit the frequency or -

increase.the notification period of boundary changes.: As an alternative, states’
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could be responsible for maintaining the boundary information and hold retailers
harmiess if that information is incorrect. .

Tax Rates

Retailers often have a difficult time knowing the current tax rate for the multitude
of taxing jurisdictions that exist. Many. states have attempted to mitigate this
problem by limiting the frequency of rate changes, requiring that rate changes be
eﬁeot:ve on!y on certam dates, and reqmrmg a minimum notification period
befora changes .can: be eﬁectlve : These_-restnc’aons ‘on-changes can be
standardized for all participating states. . .

An alternative would be to require each local option state to maintain adatabase
of current rates for all of their taxing jurisdictions. Retailers that utilized this
information would be held harmiess if the rates were not-correct. Restrictions on
the frequency, tzmmg and notsfncat:on of changes may still be approprsate

" The. Mobiie Teiecommumcahcns Scurcmg A(:t p aces requnremeﬁtsm on the format
of the information that is to be provided by the states. -Jurisdictions are to be.
identified by Federal information Processing Standards (FIPS) codes.

Exception Rules . .

While technology may be able to provide accurate tax calculation for the vast
majority. of transactions, there will still be times the appropriate rate cannot be
determined. This could occur if the purchaser provides an address in a format

that cannot be recognized, or if for some reason the calculation software is not

working. The states will need to develop exception. rules to handle this occasion.
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Retailers that properly follow these rules ‘will not be liable if the exception rate

that is applied is later determined to be an improper rate.

Catalog/Mail Order/Phone Sales
While-many of the-technology solutions described above will be helpful in the
proper. collection of use taxes for internet sales, they may not be as useful for
other types of remote commerce.  However, with the simplifications proposed,
ways of properly.caicuiatiﬁg use taxes for these types of transactions can be
developed. The following are some preliminary-ideas on how this can be done:

- Phone Sales - When an order is placed over the phone to an operator,
that operator is inputting the same information from the customer that would be
available from an intemnet transaction. - Any automated calculation system could
be easﬂy mcarporated mto these transactlorzs

CatatoglMa;i Order!Saies < While: these transaotfons pose add:ttonal

challenges, there are ways of providing information io the customer that makes
proper tax calculation possible. 'For the 18 single use tax rate states, printed
material on the rates could be provided to the customer. As an alternative to this
and as a way of accommodating local option states; a toll free telephone systém
could be developed. The customer would be required to input information
through their phone and the tax amount would be provided to them.
Traditional Retail Sales/Other Remitters
The states: are committed to simplifying the sales and use tax for traditional

retailers and for entities which pay use tax on their purchases. The simplification
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measures discussed here shouid be helpful to these entities (such as databases

of local rates and boundary changes).

Evaluation Criteria

The following criteria were identified for evaluating the options for addressing the

rate issues.

1)

2)

3)

4)

5)

6)

Impact on the States
. What'ai’é the potezitiai revenue losses/gains for participating states?

¢ What is the likelihood that:individual states will be able- to enact the
changes necessary to participate in the system?

Impact on Technology Providers

+ What are the costs/dtfﬂcuttzes of deveiopmg systems to properiy calculate
tax amounts under each opt;on'? .

Impact on Internet Seliers

* How easily and accurately can tax amounts be caiculated for mternet
transactions under each: opnon’f’ TR e

Impact on Mail Order/Cata!og Sellers

* How easily and accurately can tax amounts be calculated for mail

order/cataiog transactions under each optton'?
Impact on Traditional Retailers

» How easily and .accurately can tax amounts be caiculated for over-the-
counter transactions under each option? :

Impact on other Sales and Use Tax Remitters -

* How easily and accurately. can tax amounts be calculated on purchases
made by business under each option? -

=
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Conclusions/Recommendations
The following is a listing of the recommendations for addressing the problems

caused by local option rates.

1) Restrictions on State and Local-Governments "~

e Local Rate Changes Effective Only on First Day of Galendar Quarter
with 60 Days Notice

Local Govemments ﬂequwed to Repor’t Rate and Boundary Changes to
State L .

The Appt zcahon of Boundary Changes for- Saies and Use Tax Purposes
would be Limited to First:Day of Calendar Quarter with 60 Days Notice

States Cannot Hold Retailers Liable if “State Provided Information is
incorrect (Raies Boundaa'tes Z:p »;-4 Assugnment)

States Would be Prehlbzted from Piacang Caps on the Tax Amount that
could be Changed on Individual Products or Transactions.

2) Unaformtty/Sm;ailﬁcatlon Measures

. Siatas Devetop Untform Codzng System for AIE Taxmg Jurisdictions
(based on FIPS)

e States Adopt Umform Method for Applymg Effective Date of Rate
Changes

. All States will Allow for the Mathematacai Catcuiatxon of Rates and will
Adopt Uniform Rounding Rules

e States Having Different Rates on Certain Products Must Utilize Uniform
Tax Base Definitions and Follow Requirements Regarding Rate Changes

3) Shift of Administrative Burden

+ States Provide Databases for Use by Hetaeiers (&ventuaiiy available at
Central Location)

-All State and Local Rates
-Assignment of All Zip +4 Areas to Taxing Jurisdictions
-Boundary Changes
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4) Use of Technology

» State Certification of Rate Assignment Systems Used by Retas!ers and
Service Providers .

-Based on Zip +4 with Default to Lowest Rate

-Default to 5-Digit Zip if Unable to Determine Zip +4

-As Technology and Information Improves, Move to Address -Based

System
It would be both costly and difficult to app}y"’cechnéfégy to the éurrent safes and
use tax structure in a way that s:gn!ﬂcamly addresses the prob!ems createc* by
iocal optzcm rates However if the above restr;chons on state and tocaf
governments uniformity, measures and acceptance by states cf more of the
administrative burden are adopted, it will be muéh“eaSEe'r iolcse'techndfdgy o
help solve the problems faced by retailers. These recommehdétiohs will :ﬁiéke it
significantly easier for all types of businesses to comply with state and local sales

and use tax levies.

REGISTRATION

Background- |

The states have been workmg to s;mphfy the sales and use tax reg;stratmn
procass. The deveiopment of intemet techno!ogy now offers the states the __
opportunity to design a uniform, electronic, “one- stop” registration system for .
murtl-state bus:nesses Thss pro;ect is worklng io design a new, uniform and
s;mpt:ﬁed reg:stratzcn system far busmessas that vofunteer for the s:mpi:ﬁed
system A crttzcal component of thzs effort is the elimination of data fields that are

not essentsa! to the szmp!tfled reglstranon process.
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Identification of Issues
The following is a list of the registration ‘issues id_e‘ntfﬁed'-in' discussions with

retailers. - -

. Mump e Regastratzons (State and Locai)

_—

Diﬁerences in Regtstratzon Forms __

. Lack of Electron;c Reg;stratton System

; Avaltabiizty ancf Use of EEectrontc Srgnatures

+ Alowing Registation by Agent

. F_?égiétréﬂ_en Fees .

. _C_or?gem_s Qv_ge: _N_exqs Deter{pination__fqr Other Taxes .
. Ailﬁwmg Reta;iers to Register Subs&dlanes Under Paa‘ent

. Updatfng Regastratzon 1nfc>rmat:on

» Requirements in Some States for Néta.r.i.;.zé.é.i iéignatures

Discussion of Registration Issues

The following is a more detailed discussion of some of the above issues,
Signature Requirement - The signature requirement can be addressed in one of
three ways. | I o |

1) States can modify their laws to waive the mgnature reqmrement for

taxpayers that partncgpate in the sumpitfied system

2) States can mcd;fy thesr laws toa iow for an eiectromc s:gnature submltted at

the time the taxpayer completes the reg:siratson form or
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:3) The:system can allow the taxpayerto download a brief signature card for
- :submission to. any-state that requires a writtén signature. " The registration
- wprocess would not ‘be complete “in ‘that state uniil the state received the
.completed.card. .. -
-Options 1 '_and 2 -appear-to be satisfactory ways to address this‘issue. Option 1
imposes no additional burden on taxpayers. Option 2 is an acceptable
aiternatwe in states that are reiuctant to give up the sngnature requ;rement_ :
ent;reiy, whtie ;mpessng a mznimai burden on taxpayers Opt;on 3'is iess
deslrabie because zt wauid requare a taxpayer o complete an additional
document before the - registration process “would: be complete.  In addition,
several states might require the taxpayer to-sign and file that document, thereby

increasing the burden on the taxpayer.

_Use of Agent The snmp!;ﬁed regasiratscn system can acccmmodaie taxpayers_ _

- :outsourcmg all of their tax responsibilities in one of three v ways

1) The taxpayer can be required to-personally submit the registration form,
desigﬁaiing the agent on that form and explicitly authorizing that agent to

: .-pr_oyide"_suﬁgequggf tax calculation and returmn and remittance services.

2) The agent can submit the registration form, subject to subsequent verification;

A

3) The agent can submit the registration form, wi_'ghéu.t éﬁy réé_qi;ement of
subsequent verification. R -

All of these options raise potential issues. Optzon 1 may be !egaiiy znsufﬁc:ent if

the third party is to assume liability for the accurate and tlme!y payment of the tax
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-and submittal of returns.  Option 2 requires a subsequent verification process,
-and therefore increases complexity.. Option 3 may. be. legally insufficient if it
becomes necessary to hold the. taxpayer liable for any reason. These options
require further study, especially if the third party is to assume liability. - If liability
under the simplified system remains with the taxpayer, option 1 appears to be
satisfactory. .
Conclusions.
in add%eééing__ these issues, it is recognized that a distinction exists between
retailers that have a physical presence in-a state and those that dont.
Presumably, a retailer that has a presence (locations, employees, etc.) in a state
has previously met all of the registration requirements of that state. These
requirements will likely go beyond sales and use taxes (withholding, franchise
tax, tncome tax etc) thie aﬁempt;ng to: Sfmp afy the regfstration difficulties
faced by these retaniers the first pnoraty is: to develnp an easy way fcr those”
retailers without a presence to voluntarily remit sales and use taxes."
Recommendations
1) Development of a Simple, Electronic Registration Process for: Those

Volunteering for Streamlined System

Will Register Retailer in Each Project State Where Retailer Has No
Physscai Presence

»

No Reglstrahon or Renewal Fees

W;H Not Fieqwre S;gnamres

*

Wilf Ai!ow Regtstrauon by Agent
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2) Use of Technology to Assist with Registration for States Where a Business
. Has a Presence
¢ Online Registration System

* = Allow forthe Updating of Information Eiet:trdnicai!y

_RETU_RNS
Backgro.un;l .
The rate 1ssue IS oniy one factor makzng the streamlining of sales and use tax
retums a chailenge The Eeve! of detati reqmred by the states in the calcuiatzon of
the net tax due var;as wade!y from state to state
Most s‘tates use the same generai formula to calculate the amount of sa}es tax
due They star! w:th gross receipts and subtract permttted deductlons to arr;ve at
the amount taxabie The applicable tax rate is applied to this amount in order to
.:..caicu!a’ie the tax due. Then any credfts dfscounts or vendor’s compensatson
'amounts are subtracted from the tax due Any penaftzes interest or other
addztsons are then added to amve at a net tax due
The states vary as to how much detail is reflected in amvzng at gross receipts.
Some staies separate this figure into sales, use and services. Others do not
break the f:gure dc::wn at all, havmg only one Eme 1tem Other states are
extremeiy detalied in amvmg at gross recelpts and include line items for the sales
of specxﬂc ﬁems Some even brga_k_ the ;_:a!cuia_hqn _down by county or
mumcspakty |
The states also vary as to how much detail is reflected in the deductions allowed.

Some states list all the deductions separately, while 22 states do not delineate
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deductions at all. There is. also variance among those states that list the
deductions separately. Some list numerous, detailed deductions, while others list
major categories of deductions.
When applying the tax rate to the amnyni-:.ta_xabie,- -some states have multiple tax
rates that are listed separately. Some states go further and break the calculation
down by counties and munlmpaittzes The approprsate tax rate is then apptled to
the amount taxabie for that parttcuiar county or mumc;pahty o
Gnce the tax due is caicu!ated credzts d;sccums and vendcsrs cohpensat;on
amounts are subtracted. Once agam the sta’fes vary on the amount of detali
associated with these items. Some states s;mpiy have one ime atem for credlts
while’ oihers specn‘y the type of credtts An exampte of the credzts aonwed is a
credit for prepayments The same is true of d;sccunts and venders

compensaimn

' F‘ma iy, any penaitles mterest er other adciitions are added to ars';ve at tha net tax' b

due. Some states mciude penaities and 1nterest on one ime while others have
two separate line items. Some states do no*t even iust these but rather mclude ax
fine ztem for other addit:ons o .' : |

A review of the ratums used by s'tat.esl'f“oﬁﬁ'd t?:i.at s.om.e states use r.nany. line
itermns 'to'arrive.at the 'net"'téx due The average number of lme items is
approx:mateiy Sixteen chever some states are abie to arrive at the net iax.
due in as few as fzve or six E;rzes By uszng thls appmach the states forego detas!

included by other states, but in return gain simplicity.
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The following is a summary of the information required on the tax retums of the

forty-six states collecting sales and use‘tax:

Common Entry Lines on State Sales and Use Tax .
Returns
Tax Reporting and Calculation Lines | " Deduction Lines
Line Text “No.of CUlineText - | No. of States
Gross Sales or Gross Receipts 48 No Delinéétiéﬁ i 22
Total (Net) Tax Due Ad {Sales for Resals. : 24
Amount Taxable cE42 T Sales to U8 or Staze Governments o 1]
TaxDue: v a2 ] |Exempt Food Sales, Food Stamps, WIC 18
Penaliesfinterest 38" 1{Sales of Gasoline and Use Fuel 17
Tax Hate’ ' 35 1 Sales indnterstate Commerce =+ 17
Gross Sales: Use 34 “tExempt Drugs' 15
Discount or Vendor's Compensation 25 Discounts, Relunds; or Returng "~ = 12
Credits 24 Exempt Machinery and Equipment 1
Total Gross Sales : _ . 18 Nontaxable Services. : L9
[Estimated Payments or Pre-Payments EE Bad Debts 9
Gross Sales: Services. 12 - AExempt or Educational Organizations : 8
Léca!="Sates Tax 11 Repair or.l_ns_taii_alién Labor 8
Excess Tax 2 | .. jTrade-insfor Taxable Resale -8B
Local Use Tax - 5 |Feed, Seed.and F-'e_z"tilizer 8
-.'.!Motor Vehicles. : B
[Sales o Hospu!als, oy B A
Magazines or Ngwspapa_;s_.. 5
IDirect Pay Permit Holders 5

There are vast dzﬁerences in the amcunt of data requlred by the vanous states

Streamlmmg the process wufl reqwre compromzse on the states part In add;tzon

to the streamhn;ng forms at the state ieve! there are six states which have local

jurisdictional processing and coliection of tax. These states are Alabama,

Alaska, Arizona, Colorado, Louisiana and Minnesota. A requirement for a single

reporting and collection entity per state would require local jurisdictions in these

states to relinquish some of their autonomy if they were to participate in the

system.
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Identification of Issues -
In discussions with retailers, the following issues regarding the streamlining of
sales and use tax returmns were identified S

Each State Requ;r inga D:ﬁerent Fcrm

Some States Requiring Filings for Local Taxing Junsdzctzens

Some States Requiring Filings for Each Store Location’

Complexity of Returns . : -

Inability of States to.Accept. Efectromc Retums

Requirements for-Filing of Retums When No Tax is Due
- Some States Qequ;mg More than Cne Reium Per Month SO -
-Differences. in How . States Treat. Bad Debt Claims, Returned Merchandlse '
' Refund Claims, Amended Returng
e Cappang Maxmum Tax Per ’f‘ransacinon -

¢ 2 8 2 .0 e ® B

| Optlons for Addressmg lssues :
The following is a dtscusswn cef the opt;ons to address the issues.
'Standard:zed Retum Form One ept;on rewewad was to create a standardized

_ retum which would meat the most common re;aortmg requ;rements of the 46 :

o ) states ce! ectmg the tax Th:s woulci provade mest of the ciata currently captured-'

by the states but may om;t some data elements. The return wouid have to be
“structured to provzde a dlstnbutlon of the saies flgures and the tax due by local
enttty S0 the states wouid know where the tax should be atiocated The folfowmg
is a irst of the common data elements focused on the retums currentiy in use.
Sales
. Grase Receipts |
» Taxable Purchases
. Gross Taxabie Amoum

Deduct:ens

. E}rscourzts, Sales Returns, and Allowances
+ Sales to Other Dealers for Resale and to Direct Pay Permit Holders



Streamlined Sales Tax System/Public Hearing
September 28, 2000
Page 43 of 82

Sales in Interstate Commerce
Sales of Gasoline, Diesel, Other Fuels

‘Sales of Electricity, Natural Gas and Water ™
Sales of Food _ )

“Bales to United ‘States, State and Local Governments
Sales of Prescription Drugs and Medfcai dewces
Sales of Exempt Equipment '

Sales to Exempt Organizations
Other Deductions Authorized by State Law

* 0 0 8 4 s " e s

Net Taxable Amount

Tax Due at . Rate

‘Excess Tax

Vendor s Compensation =~

Credits

Net Tax Due

A s:epéfrate'se'ction of the return could be devoted to the dis’tributzi'o'néf repb'rifhg of
the tax io iocai junsdlctfons Tms couid be done by breakmg out “Net Tax Due
by ;unsdzetionai code. '. | |

Filing Dates - Unifying the current filing dates for each state was not a big
priority for retailers. Having the due date 'eériy in the month féiid\«éing th';e: month
of coliection was difficult for the retailers, but they did not mind having the dates
staggered. It allowed them to spread out théir workload.

One option would be to require due dates no earlier than a specified day of the
following month while still allowing states to set individual deadlines. B
Electronic Filing - Electronic filing should be an option for remote filers of the
sales and use tax. The potential for using 2D bar code technology is also being

pursued. Retailers expressed some concern over the security of data if internet
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filing is adopted. One vendor stated that they woufd only accapt an ACH Credtt

as a payment option. This allows. ihem to mltfate the payment ra‘ther than the

state initiating the payment. Maintaining the option-of the tradfttonal paper retun

was necessary to accommodate smalter retasiers | )

Conclusions

In developing recommendations for return simplification, three categories of

taxpayers were identified. The firs_t includes retailers that are using a rate

calculation, return preparation and data maintenénce systems that._hav_e_ been

certified by the project. This can be either a proprietary system of the retailers or

a third panty system. The second category includes retailers that volunteer to

coliect and remit in states in which they have no physical presence, and which do

not _C!__‘lQOSS to__yse_ a _gg_rtified_ system. Ti}e final category includes retailers that

have a presence in a state and are not usang a cert:f:ed system

The recommendahons out aned belcw are based on the foilowmg concluszons

1) The first priority is to deveiop a simple retum for those participating in the

_ certified system and a retum process that is easy for those volunteering to

2) After discussion with remitters that are famiizar with the complexities of state
tax structures, it was determined that any single retum that was able to
accommodate the fundamental differences among the states would be much
more _compficat_eci_ than many of t___he_ returns in use today. Requiring states to
replace their current returns with a return that is more complex is not

simplification.
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Recommendations . -

1) Establish a Simple Electronic Fiiing'éﬁste;hﬂfér_. Réia_ifars-gb'_s'ing Cerﬁfiéd :
System to File One Return Per State

“Available 1o Retailers Usir}'g: a Certified Provider for Return Preparation,
Rate Calculation and Information Maintenance

. Avalable to Retailers with In-house Systems that are Certied

* Returns Required No Earlier 'chanzﬂ)ih of the Following Month

AQV_Additi'Qnai Payments ar.Pr_-epay_mér‘}'t's' Wil 'ﬁot' ﬁequiréitﬁe Filing of
Return and ‘Must be Based on: Calculated Amount Rather than Current

Months Collections = -

« De ‘minimis Threshold will ‘be Established Regarding Additional
Payments or Prepayments

¢  FElectronic Submission that Accompanies Remittance will include Only
~-the Information Required for the Proper Allocation of the Funds -~

.. Encourage States to.Allow Filing of.Consolidated Returns for Reporting
Purposes

N

-Taxpayer ldentification Number
iPeriod ¢

-State Sales Tax Amount

-State Use Tax Amount

-Local Sales Tax Amount - By Jurisdiction . .
-Local Use Tax Amount - By Jurisdiction .

-Gross Receipts
-Exemptions/Deductions

~® . Additional Reports may be Required .

-States will Request no more than Every Six Months
-States will Stagger when Reports are Requested

2) ‘Relaxed Return (O'hé Réturh' Per Sf%a't.e_.) Réqu_iremeﬁts for Retailers that
Choose Not to Use Certified Systern But Have No Presence in a State

e  States Send Returns Upon Registration



Streamiined Sales Tax System/Public Hearing
September 28, 2000
Page 46 of 82

e Retun Must Be Filed Annually or in Month Following the Accumulation
of $1,000 in Tax Funds for any State
» Canbe Filed Electronically -

3) Development of a More Unaform Re’tum that wculd be Avatiable to all
‘Retailers ~ :

¢ One Return Per State _ . _

e Modeled After the Motor Fuel Return - Uniform in Most Respects but
Would allow States to Require Addmonal Enformatlon Necessary o
Accommodate their Tax Structure

» Can be Filed Electronically

‘REMITTANCES
Background |
As with many areas of sa}es and use tax admm:strataon .remtttance. réqu;rements
and practices vary among.the states. . The general -pattern; hqw_eyer, is as
follows:

o States determine the frequency with which a seller must remit tax on a
graduated scale based on the volume of sales tax collected, with h;gh-voiume
collectors being required to remit more frequently..

* The most frequent remitters are generally required to remit funds on a
monthly basis, but a few states require more frequent remittances such as
twice a month or on a weekly basis. o

A number of states require pre-payments or estimates (for the current month)
as part of the remittance.

« Remittances are generalty due between the 20“‘ and end of the month
foll owmg the month of the transact:on '
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* Most states require high-volume remitters to remit: funds by electronic funds
transfer (EFT) most states aiso aiiow a taxpayer to vo!unteer to remzt funds

by EFT:
Discussions with retailers and practitioners indicate the foiio.wing. t.ypes of
complexities arise in the current system. In ébm'e5"éiétés,"th.é':féfh:.iﬁance date“is
too eariy to have an accurate, reconciled total tax due computed, partlcufar!y for
multi-location, multt-state taxpayers In addzt;or; smaif reta;iers that use a
practmoner for comptetmg retums and remfﬁances also have dlfﬁcuity in mee’tmg
_' _’some of the eariser due dates e. g befcre the 20‘]h of the month lt was further
noted that where pre-payments or est;mates are used it is eamest and samplest if
the estimated amount is ‘based on the prior year's actual tax due, rather than
being an actual estimate of activity in the current month. Most sales systems are

such that there is little or no data on which to.make a reliable forecast of sales

: :tax isabshty before ’the books are. ciosed Usmg prtor year resuits sumphﬂesf e

"'matters and adds cerainty to he'e process
Identification of Issues
Issues identified in discussions with retailers are: o

+ Multiple Remittances Required Each Month |

* Prepayments or Estimated Payments Difficult to Calculate

» Some Remittances Required too Early in the Mcnth

o Differing EFT Formats R

s No Back—up Payment Mechamsms -

* Differing Treatment of Bankmg Hol idays

« States Adopting Uniform Treatment of Reporting and Payment Deadlines -



Streamlined Sales Tax Systern/Public Hearing
September 29, 2000
Page 48 of 82

..Options for Addressmg Issues

Frequency of Remlttances Wlth respect to the frequency of remittances, the

options include:

Use current faws and practices.

Establish a separate requirement for non-nexus ‘sellers that would provide
that remmances cou!d not be requared to remtt tax more frequently. than
monthly. : -

Establ;sh a separate requzrement for all sellers parhcapatmg in the system that
“would” prowde that a part;capant ‘would not be required to remit tax more
frequently than monthfy '

Date of Ren}i_ttan_pe:s_g With .respect to the. due date of the remittance, the

options include:

- Use current laws and practices. -

"Estab!:sh a separate reqwrement fcr nan-ﬁexus seifers that couEd mc!ude a

uniform date, a staggered set of dates or a “not sooner than a specified date,”
(e.g., 20" of month).

Establish a separate requirement for all sellers in the system that could
include a uniform date, a staggered set of dates or a “not sooner than a
specified date,” (e.g., 20 of month).

Payment Methods - With respect to the forms 'of payment, the options include:

.

Use current laws and practices
Establish a requirement for all participants to Eerriit t'axes' éia_c_trohicaliy.

Establish a uniform format for electronic payments =~
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» Establish a utility for making electronic payments (ACH debit) to multiple
-states. thrﬂugh a sung!e coniact wsth a payment proc:ess;ng f:rm '

issue. Dlséuss:oﬁ

Revenue Issues - In evaluating the implications of changing" remittance
practices, the “float” (i.e., availability of cash for intérestu'ea'rhiﬁg " éiir'péées) and
possibly cash flow considerations afe potentially important to both retailers and to
srates To the exien’t that current remittance dates are aftered in a s:mp!;ffed
'system e;ther ihe state or me reta;fers w;ii be advaniaged in terms of investment
_-awan.aba-hty.w-i:rom a “state ‘perspective, ‘the greatest difﬁc’ﬁlty in chaﬁging a
remattance date woutd be if it caused revenue receepts to be moved from one
flscal year into the next

Administrative Issues - On the administrative side, the greatest potential
burden of changing remittance dates is likely to rest with retailers. If remittance
cfates are 'rﬁhbﬁ_ed_’tda' d__at_e"thét is too early to ﬁ'to’xﬁde*éﬁ_ _écé@grate; réc'oﬁ_éi_-ié_d tax
due a.m.ount, there will be errors, re-work, and complexity for retailers. In addition,
estimate or pre-payment approaches can also create complexity for retailers.
From a state perspective, there are likely to be few permanent administrative
issues associated with changing remittance dates uniess an option that calls for
distinguishing between nexus and non-nexus sellers is chosen. In this case,
there would likely be a premium to a retailer to be classified as a non-nexus
seller which could create issues for states on audit.

Conclusions and Recommendations

1) Remittances Shall Follow Existing State Laws Subject to the Following
Limitations
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. Remlttances that Accompany Retums ‘May Not Be Reqmred More
Frequently than Monthly and Not Before the 20" of the Following Month

e  Prepayments Must be Based on a Known Level of Paymeﬁt from Prior
Period :

2) Data Accompanying EFT Remittances

* Shall be Formatted to NACHA Approved TXP. Standard Using Uniform
Tax Type and Payment Type Codes

. Partlmpat;ng States Will Promo‘ia Untformity in the Apphcahon of TXP
. Standard G : S

3) States Requiring -Electronic Payments will Allow Option of Both ACH. Debit
“and ACH Credit

4) Sta‘tes Heqmrang Eiectrontc Payments will Provsde Method for Makmg “Same
Day” Payment if EFT Payment Fails o

5) Uniform Treatment of Banking Holidays



