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I E-ad ﬁebts

Qraft Bocument Not For Pubi;catmn But For D;scussmn Purposes iny -
Nothing: cantamed herein repfesents a fmal position:or opinion of the: Stfeamianed
Sales Tax Preject 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. ;aesrtions of: partmfpatmg or; obsamng
states or their members from the statements contained herein as this is a draft
only and may change in raspc:nse to comments and mput frorn the pubim or
prwate sector. e e e

STREAMLINED SALES TAX PROJECT
BAD DEBT ISSUE PAPER

Background

Development of a unaform ailowance for bad debts was en ‘the ongmal_ Iast af

. uniformity . features designated. ‘as nacessary for. the . devel opment of @ . ... %
- streamlined sales and use tax system: The issue was. ass:gnad to the Seurc;ng e

and Other Simplifications Work Group. The work group recommended a
provision, which was incorporated .into. the -draft. of .the. Sireamimed Sales and
Use: Tax Agreement (the Agreement”), at. section 318.: The. Agreement was
adopted by the Streamiined Sales Tax Project (8STP) on: Ei)ecemiaer 22 2{309 A
ccpy of sect:on 31 8 ef th 3 Agreement is Atiachment 1o ihss repcft g .

Failowzng ado;f)t;on af the SSTP Agreement some censerns about the bad dsbt
provision have been raised.. The greatest concern centered pnmamy on whether
the language allowed states to offer the bad debt a iowance to parties. other than
vendors, such as purchasers of retail debt. Other issues concerned the definition
of a bad debt, the payment of interest on refunds of bad debt allowances, and the
treatment of monies recovered on debts that previously had been cia:mad as bad
debts. S

On January 27, 2001, the Executive Committee of the National Conference of
State Legislatures (NCSL) endorsed the SSTF's Uniform Sales and Use Tax
Administration Act and the Agreement with several amendments. One of the
amendments was the removal of section 318 from the Agraament for further
congideration.



Proposed Revisions:

At the SS'%’P meetmg in Milwaukee, Wil on May 7, 2001, a meeting was held
--between the co-chairs of the. Sourcmg and cher Simplifications: workgroup, the
. co-chairs “of 'the SSTP, and’ represeﬂtat;ves ‘of industry ‘that had: expressed
~ concerns about the bad debt language in the SSTP: Agreement As.a result:of
this meeting, revised ianguage for the bad debt provision was dfafied A copy-of
- the revised- iangﬁage is ‘Attachment 2 to' this document.. -~ The differences
; be‘hvean thzs anguage arad the ianguage ef the SSTP ﬁxgreement are dtscussed }
bei&}w : _ i FE :

: Preilmmary paragraph

ndustry was cancemed that ﬁae preismmary ianguage of the- SSTP Agreement,
by only: menttanmg “bad ‘debts incurred by a seller,” fmpl;ed that only sellers
would be provided bad' debi a%lowam:es ‘twas noted. that sevetéi states already
allow third: party purchasers to claim a bad debt allowance. To clarify the point
that states. can provide. allowances to whatever partues they deem appropriate,
and to specify that the uniform precedures will apply to all claimants, and not just

sellers, two sentences were added to the preliminary language.
Paragraph a.
The paragraph was shortenad and the reference to refunds was removed: Since

:refund provzslons occur fater in the pfcposed language tt was felt unnecessary to
T refer to refunds m thzs paragfaph o

-':'.'Paragraph h

_This paragra;ah wouid be shmrtened by def‘ nmg a bad debt by reference to the
federal definition in 1.R.C. section 166. - ltems excluded from the amount of the
bad debt remamed the same asin the ss"m Agreement with the- exce;:ﬁsen ofithe
exclusion for “debts said ‘or assigned to third parties for collection.” That
language was removed. Industry felt that Eanguage implied that states could not
pmmde third partaes with a bad debt allowance. ‘Removal of the fanguage ‘would
cause no harm to states since a’ sailar that sold or’ asszgned a debt ccsuld not
¥a;m the deb‘l under federal iaw R & :

*’.’_arasfa?i?:@ R

Unchanged.
'Paragraph d

No substaﬂtwe change: o



Paragraphe.

The SSTP Agreemant aiiewed a ciaamant that h d bad debts exceeding sales to
file for a refund “within a twelve month period: defined by that bad debt.” The
proposed change would allow aclaimant to file a refund.claim within each state’s
applicable statute of: iimlzatlons excapt that the statute wcu!d be measured “from
the reportsng pancd in whtch the bad. dem is charged off.” .

Paragraph f

No suhstantwe change D

: -Paragrap g.

The roposed change removes lar guage refemng to “computmg-fa:-:bad debt
-deduction.”. The section will still apply the.al 3oca‘tscn of. pay_rn' gl c_ezved ona
prevzousiy cla:med bad debt to tax’ and purchase pme first and to mterast
service: charges -and-any-other. chargas” second. -Subsequent to the Mziwaukee
meeting; orie mdustry representatwe requested raconstderatze this provision.
He advocated a position that any such.payments, should be apphed fo pumhase
price;: tax, interest. and service charges propcrtaanaliy, rather than to tax and price
first. - Since this was not a change that came out of the meeting. m M:iwaukee, it

has not been adopied inthe ianguaga of Attachment 2. e

P 'g_grga_phh ;

“This is.a new paragraph added at. th: lest ' tativi
deals with situations. where: a clanmam has records that suppert an. alkocannn of
its bad debts among the member states; -t says in such-a case, the allocation
will ‘be: permitted:. - The. industry. reprasantatwe expiamed that some rmulti-
jurisdiction sellers: can identify and compute. their bad. debts, but: have d;ff’ culty
determining what: debts-are charged to-which. ;unsdlctaons ‘In-such a case, the
prcposed ianguage would allow an aiiaaatson af ihe debis 0 iang as the cialmant
ean supg)ort the aiiosatfan in: its recafds - i o N S R

ABD!TIBNAL ISSU£S

ln cmrrespcnéence a repres&ntahva af ihe Eiectmmc Cammerce Assocnatlon
expressed concern with the use of the federal definition of a bad debt in
paragraph b. of the proposed language. That paragraph defines a bad debt in
terms of the Internal Revenue Code definition of a bad debt.” The congern:is that
this definition would exclude payment processors from claiming a state bad debt
allowance; -even if -a state should wish. to provide it to them. . In.comments
submitted on April 26,2001, the issue was explained as follows;.. . . e



In cases of worthless credit card payments, there might be a loss
absorbed by the payment processor. Thatloss is a legal deduction -
~for federal income tax purposes, but not as a bad debt. The
*Electronic Commerce Association maintains that bad debt
deductions should be available to whatever-entity does: not recewe
““ payment for purchases on which there is a state sales tax, :

“especially because the Streamlined Sales Tax Project is -

encouraging vendors to use third parties to-handle:their

transactions.

In an e-mait dated July 2, 2001, the representative of the Eiectramc Commerce
Association suggested an amendment to second sentence the initial paragraph
of the proposed language. The suggesfted amendment to that. sentence would
read; “To the extent a member state provides a bad debt deduction to any other
party, the same ‘procedures will apply  {with the exception of the bad debt
definition in (b))." " This change would make the definition of a bad debt apply
only to sellers and llow states'to use whatever definition’ they wished for other
parties. ‘One prabiem with the proposed amendment is that it creates ‘an
exception to whan the procedures of the rule’ apply.: “The referenced paragraph
(bj does not set ‘out a procedure, it'is a definition. - if ‘a change: of the nature
suggestad by the ECA'i is desirable, different Iangaage ‘perhaps in paragraph b
should be’ conszdefed “The ‘work “group “has’ not addressed this “suggested
change.” “This will be an :ssue for the member states that ad@pt the Streamimed

System.

~One industry representative raised a concern at the Raleigh meeting about the
: anguage of paragraph c¢. of the propased language. That !anguage currentty_--
requires a bad debt ‘be’ “charged off for federal income tax purposes” before
the debt can be ¢laimed for sales tax. The representative stated that many
states allow the bad debt deduction to be claimed when the debt is determined to
be uncollectible in the taxpayer s books and records. The' represeﬁtattve felt the
current language made claimants wait: until a federal return is filed in order to
claim ‘a state bad debt allowance. - The psssibia ‘advantages of the proposed
change would include’ aiiowmg claimants of the bad debt deduction to make
claims sooner and not carry them until the federal return is filed.- For'states; an
advantage would be that bad debt claims spread out over the year and situations
where taxpayers are in credit situations might be reduced. A disadvantage for
states would be that the looser standard for claiming bad debts might be harder
to audit and ver;fy The work group has not addressed this suggested change.
Thas wﬁi be an :ssue for the member states that adop% the Sireamhned System

Gonciusiaa
Attac%zment 2 ex:sts as'an aitematwe bad debt provus;or': that addrasses some af
the concemns expressed about the bad debt provision in the SSTP Agreement.



The only version of the bad debt language that has been approved by the Project
is the language in the SSTP Agreement adopted in December 2000. As noted
above, the version of the Agreement recommended. by the NCSL removed the
bad debt provision entirely. It will be up to the member states of the Streamlined
System to resoive how bad debts will be addressed m the f' nai aperatfng
agreement.




Attachmem 1 o

318 UN!FORM RHLES FOR __DEDUCT!0N8 OF BAD i‘)EﬁTS

in order to reduce the campiexuty and. admsntsira’ttve ‘burden of takmg a cieduci;on
for bad debts incurred by a seller, the member states must:

a.

In cemputmg the amnuni af tax due, alicw a seller to deduct bad debts from
the total amount upon which the tax is calculated for any return. Any
deduction taken or refund paid wh;ch is attributed to bad debts shall not
mc uée miarest _

Daﬁne for purpases “of this: sechon “bad debi” t0 - mean any: pm’taon of the .
purchage price:of a transactnon that a sel ller has reported as taxable and’ for.
which the seller legally claims asa bad debt deduction for federal income tax
purposes. ‘Bad debts include, but are not limited to, worthless checks,
worthless credit card payments, and ungollectible credit accounts. ‘Bad debts
do not include financing charges or interest, sales or use taxes charged on
the purchase price, uncollectible amounts on property that remain in the
possassmn of the seller until the full purchase price is paid, expenses
incurred in attempting to collect any debt, debts sold or assigned to third
parties for colkect-iora and rep:ossessed property.

Allow had debts ia be deducted within twelve months following the month in

__whif;h the bad debt has been- chargetj off for federal i income fax purposes. For
*purposes of this

. 'agraph “charged | eff for: federai income tax purposes’

| includes the oharg;ng ‘off “of ‘unpaid’ balances “due on " accounts  as

uncollectible, or declaring as uncollectible such unpaid balance due on
accounts in the instance cf a seller who is not requared to file federal income
tax retums -

Require that if a deduct;en is ‘:aken for a bad debt and the seller subsequently
collects the. debt.in whole or in.part, the tax.on.the amount so collected must
be paid and reported on the return filed for the period in which the collection is
made.

Allow a seller to obtain a refund of tax on any amount of bad debt that
exceeds the amount of taxable sales within a twelve month period defined by
that bad debt.

Where a seller's filing responsibilities have been assumed by a Certified
Service Provider, allow the service provider to claim, on behalf of the seller,
any bad debt aliowance provided by this section. The CSP must credit or
refund the full amount of any bad debt allowance or refund received to the
seller.



g. Provide that for the purposes of computing a bad debt deduction or repart;ng
a payment received on a previously claimed bad debt, any payments made
on a debt or account are applied first to the price of the property or service
and sales tax thergon, “proportionally, and secondly 'to interest, service
charges and any other charges.




Attachment 2

318 UNIFORM RULES FOR RECOVERY OF BADDEBTS

This Section addfesses the procedures that member staies wsf! use to pmwde a
deduction for bad debts to a seller. To the extent a member state provides a bad

debt deduction to any other party, the same procedures will. apply. In order to
reduce the complexity and administrative burden ‘of taking a deduction for bad
debts incurred by a seller, the member states must:

a. .
g wh;ch zs atirzbuted to bad debts shaii not znctude mterest

. __.._purposes For:purposes. of this.p
itax: purpuses" “includes - the _

lew a deducnoﬁ from taxable sales for bad dabts Any deductlon takan

'jThe federai defi nition of “bad debt” in IRC §*3 66 shall be useci as the basxs
for calculating ‘bad . debt recovery. ‘However, the: amount ‘calculated

;:fursuaﬁt to IRC §166 shall be ad;usted to-exclude: financing charges or
interest; sales or use taxes charged on the purchase price; uncoliectible
amounts on- property that remain in the possession of the seller until the
full purchase price is paid; expenses incurred in attempting to collect any
debt, and repossessed property.

Alicw bad dabis 1o be deducted within twelve months foilowmg the month
in which the bad debt has been charged off for federal income tax
a;agraph "charged off for federal income

accounts as uncollectible, or declaring as’ uncoliectible” ‘such - unpaid
balance due on accounts in the instance of a seller who is not required to
file federal sncome tax returns :

'Requare that lf a deductuon is taken fnr a bact dehi anci the debt is

subsequently collected in whole or in part, the tax on the amount so
collected must.be pazd and reported on the return f;ted for the period in
which the collection is made.

Provide that refund claims for tax, when the amount of bad debt exceeds
the amount of taxable sales, may be filed within the Member State's
otherwise applicable statute of limitations for refund claims, however, the
statute of limitation shall be measured from the reporting period in which
the bad debt is charged off.

Where filing responsibilities have been assumed by a Certified Service
Provider, allow the service provider to claim, on behalf of the seller, any
bad debt allowance provided by this section. The CSP must credit or

harging off of unpaid balances due on



refund the full amount of any bad debt allowance or refund received to the
Seiier '

| g Provnde that, for the purposes of reporting a payment received on a
S -_prex_f;eusiy c%a;med__bad-*debt any payments-.made_ on a_deb_t of. accouni-

g AT ltuatlons"w ere Dkzs and records of the party clasmmg the bad
*_debt allowance support an allocation of the bad debts  among ! the member
) states such aiiocatlen shail be permitted _ .

NOTE Baci Debt Questt:}nnalre iS located at the end Of document begannang on
page 78. o : :
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Draft Denument th For Pubiicatmn But For Discussion Purposes On!y -
Neth;ng mntamad herem represeats a ﬁnal posmon or cpsnton of the Streamlined
' Sales Tax Project, any of the participating or. cbservmg 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 res;:onse to. comments and mput from the pubflc or
pnvate secter e

STR?EAMiNEb SALES TAX PROJECT
ROUNDING SURVEY ISSUE PAPER

Background

Last year, the Sourcing and Other Simplification Issues Work Group determined
+ _aneed for uniform apglzcanon by states for rounding the tax dug on-a sale. This
was supported by comments received from sellers who ‘make sales in muitiple
states having different rounding statutes or rules. The sellers did not specify
which statute or rule they preferred, only that uniform rules be developed. The
Work Group recently asked each state to complete -a survey regarding the
Streamlined ‘Sales Tax Project’s rounding recommendation. Twenty-five ‘states
respoﬂded Nineteen states responded that there would be little, if any, impact if
they adopted the Work Group's recommendation. Four states responded that
there would be a major impact, mostly from a revenue standpoint. Two states
indicated that they have not yet completed an analysis to determine if they will
have a revenue impact.

Methods of Rounding

The survey showed that states use three different methods for sellers to
determine the tax due on a sale when involving a fraction of a cent. Three states
use a bracket system to determine the tax owed and 22 states allow rounding
when the tax due on a sale or on a return involves a fraction of a cent or dollar.
Of those 22 states, four states indicated they round up to the nearest cent, and
nine round up for anything .5 and over and round down for anything below .5.

10




The Work Group recommended that states adopt the latter method because we
felt it was the most acceptable method for consumers who might otherwise feel
that the state was being enriched at. their expense. For those states thai have a
round up rule or brackets, this change will have some Tevenue impact. '

Decimal Points for Tax Due

The survey also shows that states employ different rules for how far sellers are
required to carry out the decimal places in detérmining the tax due. One state
carries out to one decimal place, one state carries out two decimal places, 14
states carry out to three decimal places, one carries out to four decimal places,
and one state carries out to six decimal places. Last year, the Work Group
recommended that sellers be required to carry out to three decimal places, since
’thls was fthe method mast used by states

Roand;ng on_Tax Retur_ns :

Last year, the Work Group recommended the states which allow taxpayers to
round to the nearest dollar on their tax returns when they report the tax owed be
allowed fo continue this practice. Our survey shows that four states require
taxpayers to use this method and one state encourages (but does not require)
this method.

Taxing Separate ltems or Invoice

. The Work Group also considered two alternate approaches to arounding statute.. .. ..
- .One approach requires the seller to charge tax on the aggregate taxable amount

of the sale if there are multiple taxable items being purchased at one time. The
other approach would have sellers charge tax on each individual taxable item
being sold where multiple taxable items are bemg purchased at cne time. The
Work Group heard from some sellers that they would prefer to charge tax
separately on each taxable item mcluded in the sale rather than on the fotal
amount. The Work Group was concerned, however, that some customers may
find this confusing and some vendors without computer:systems would find it
difficult to comply. The survey shows that 16 states either require or allow
rounding on the total invoice amount and six states allow the sellers to choose
either method, as long as it is conszsienﬂy used. One state reports requiring
rounding on the invoice amount except in cases where a maximum tax is
involved. Another state reports that rounding on the total invoice is required for
certain taxpayers, while rounding on each item on the invoice is required for
others. The Work Group determined it would be best to leave this issue o the
sellers. Since this proposal calls for arithmetic rounding, any differences caused
by sellers using different approaches should be insignificant.

1



Summary

Overail the most sagmﬁcant issue shown by the’ survey is that four s_tates wm
experience a ma;or revenus ioss af they adopt these recommendatzcms o
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Draft Document Not For Puh!;catwn But For B:scusswn Purposes Oniy -

Nothing contained herein reprasents afi naf paszt;en or opinion-of the Streamlined
Sales Tax Project, any of the partwipatmg or ohsemng 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 - pamcapatmg or. obsemng
| states or their members from the statements: contained herein as this is a draft
only and-may change in respoﬂsa to comments and mput from the pubkc or
pnvata sector : s i 8 Lo

STREAMLINED SALES TAX PROJECT
DIRECT PAY PERMIT ISSUE PAPER

Background

. The Sourcing and Other Simplifi cataon__lssues Wcark Group has been asked ta i

*revaew the issue. af Dnract:Pa___:_F’e_:_ mits.

As part of its work on uniform sourcing rules, the Work Group crea‘ied a ‘*muitlpie
points of use” exemptlon (sae Section 319 of ihe Streamlmed Saies And Use
Tax Agreement). - E

This concepts states that " busmess purchaser thatis not a hcider sf a ﬁzrect
pay permit that knows at the time of its purchase of a digital good ora service
that the digital good or-service will be uoncurrenﬂy available for use in more than
one jurisdiction shall deliver to the seller'in conjunction with its purchase a form
disclosing this fact ("Muitiple Points ‘of Use or MPU" Exeniption Form)." Upon
receipt of this MPU. Exemption Form, the seller-is relieved -of -all-obligation to
collect, pay, or remit the applicable tax and-the: purahasef shali be gbifgaieci to
cailect pay, or remzt the apphcabie tax cn a dwect gay basas i

Cemcfdentaiiy, but not in ceﬂ;unctgon thh the SSTF’ & Modei Birect Payment
Permit Regulation was being developed through the FTA-led EDi process. This
process involved both the public and private sectors. This document was
endorsed by both the FTA and the MTC and was adopted.in July 2000. This
model regulation has received wndespmad support from. sndustry and tax
agencies.

13



In. April 2001, a 4-question survey was sent o ali SSTP states asking them to
provide information on their states’ position regarding direct pay in general and

) _th;s dacument ;n partlcu!ar ‘Fhe four quesﬁons asked were:

i3:*-*- G

E’ooes yﬁur stata nurrentty have a Direct Payment prewsnon for sales and use.
tax purposes for.registered ’taxpayers'r’ :

-1s-Direct Payment offered.to all registered taxpayers m yaur state or are there

restrictions-as to:.whom may report through a direct pay. pravaszcn‘? s

Are “there cer:am transactzans net germuttad to be. feported by Dzrect '

: _Payment‘? '

Attached is the FTAIM"FC Maciel D;rect Payment Permtt Reguiatnon (adepted _'

July 28, 2000). Has your state adopted this model regulation? * If riot, has it
been -considered in your state? Are there any reasons why it was not
.-adepteci'? Would your state have any problem if this document were to be
‘used as a draft for the creaisan of a Dfrect Pay Prowsmn for the SSTP

Prca}ect’? e

Survey Results: 0 (i s g

To date, 25 states have responded to this survey request:

(AR CT GA ID IL 1A KS KY MD MI MN MO NE NV NJ NC ND OH Ri 8D

TN UT WA WI WY)

Their answers fo the tnquines are as follows:

e e 8 s e e e

=’0f the 25 states that respomied 22 md;cated that they currenﬂy have some'

form ‘of Direct’ Pay pmv:smn in their state and 3 indicated that they did not
(NVRIUT) . _ , .

Ali 22 states that of‘fereti a D:rect Pay provns;on had some type of restnctzen
A8 tn whcz was eilg;bie for it. Resmctlons included: . o

ﬁ_ -Qniy manufacturers and aontracmrs
= Only to. ;;erpetua!iy audited taxpayers
Requiring written application: : o
+ Demonstration.of :accounting and: techmcal capabmty to csmpiy
“Sales or use tax liability greater than a serta;n deiiar amaunt
In the best interests of their state o :
Available only to taxpayesrs who at the t;me of purchase cannot
“determine tax status - :

'« ‘Business must’ agree tha’e sts name wzﬁ be pubizshed asa %Bﬁent Payment

~ permit Holder
Remit taxes by electronic funds transfer
Taxpayer must be in good standing

14



3. Most states acknowledge some transactions that were restricted from Direct

Payment. The more common transactions not allowed to be reported through
.dzrecipayara — . T, .

* Food and mixed di’iﬂks SRS : :
¢ Meals, edg;ngs “atitomobiles,” ‘new - construction;: vesseis a;rcraft

. o o s

"'snowmcblies telecom, utilities, and pfocurement card pumhasers TR
““Contractors or their suppliers, suppliers ofgasoima : SR
“Only for, tangsbie parsonal property CoERT P .
'Gas, electricity, water, heat, pay television, communtcaﬁﬂn semces
-~motor-vehicles - o IR A

Energy and energy- pmduc;ng fuais __

Petty. cash ‘purchases made by ¢ campany employees
Admissions to places of amusement or athietic events
Cash purc;hases G : _ .

4. As of thls date, no state had adopted the FTA/MTC prapased Modet
Regulation aithough several stated that it was so similar to their current policy
that there was no need to adopt it or they based their policy on the model.

. States that had conszdered the modei regulatlon and dxd nat pass :t
_mentioned reasons such as o

it did not include an'texpiz‘aﬁoﬁ' date
it might provide an axem;:rticn for items purchased for use outside the
slate

they dad__nat 'iike the abmty of a taxpayer to revake the procedure "at any:

time"

there was no "out" for a state to deny issuance where it feels lssuance is
not in the state’s bestinterest - : :
did not allow payment of local taxes

Summ-ary

Mest states feii the FTA/MTC Mode Regukaﬁon was a good documen‘t Na staia
indicated any foreseen problem with the SSTP using the FTAIMTC Model
Regulation as a starting peint for the creation of a Direct Pay Provision, -

15



1V Caps and st

"Draft Document Not For Publication But 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 shou!d neither rely on any-information herem nor make any
anferences ‘about final praject positions or positions. of partlcapatzng or obsamng
states or their members from the statements. aontamed herein as this is a draft
only.and may. change in response to comments and m;aui frem the pubilc or
private sector. L

STREAMLINED SALES Ax PROJECT

CAPS AND THRESHOLBS ISSUE PAPER

Caps- Caps can be classified as either dollar caps or rate caps. Dollar caps are
limits to the amount of tax that is charged on a purchase. Rate caps are limits on
the rate that can be applied when determining th_ﬁ.i@x_arnount_. N

' Exxsting Caps

":Arkansas,. A doliar cap cf $2 500 fcr Iacai sales and use tax per smgie ltem

purchased _

Florida- A dollar cap of $50,000 on the purchase ofa smgle ﬂem

North Carolina- A dcliar cap of $80 in tax for szngie artlcies of manufacturmg
equ:pment farm equipment, and a few other items. Legistation passed which
removes the cap for manufacturing equipment from the sales and use tax iaw

North Dakota~ A doliar cap of $2 500 for iocat saies and use tax per smgle ltem

_purchased

South Carolina- A doitar cap of $3()G on the purchasa of an automobﬁe

Tennessee- A dollar cap of $1,600 for local sales and use tax per single item
purchased.

Texas- a rate cap of 8% for the state levy and any local levies. While there are
locations for which the combination of the state and local levies exceed 8%, the
amourt used cannot exceed 8%.

16




Wisconsin- A dollar cap of $3,500 on the purchase of a manufactured home.

Threshoid- an excius:en from taxataon or the apphcatlon of a cfszerent tax rate
for amounts. above or below the set thresho d Eevei

" Existing a-is;és;naaas" o
- Connectscut— clathmg and footware pnced be ow $?5 is axempt
' 'i.oui$iana~ the f rst $5€3 E}GG en the purchase of farm equ;pment is exempt

Mame~ 95% of: the cost of fuei and elec’iriclty used in.a manufacturing facihty is
exempt. - S el e . _ _

Maryland- all items priced at 20 cents or below are exafﬂbi.: .'Ec'zﬁib'ménf used in
baking pnce{i below. $2 900 is exampt o . e

New York*- ail ciethmg pru::ad beic}w $’3 10 IS exempt
i Omo~ aii ltems pncetﬁ at 16 cents and baiow are exempt

Tennessee~ for cable TV ali amauﬂts beiow $15 are exempt and amounts
between $15 and $27.50 and amounts above $27.50 are charged different rates.
Alrpianes are taxed at 6% up to $100,000 and 3% above $100,000. Purchase
and repair of farm machinery. aosting more than $250 is.exempt.. Caskets and
burial vaults are. exempt on the first $506 Re«manufactunng machinery costing
more than $1,000.is- exempt.. Animal grooming. is exempt on 85% of the charge.
Certain club membarsh;ps dues are exempt up to $150 per yaar '

Texas- for cabte TV ail amounts beEow $25 are exempi

SSTP Agreement Language Concemmg Capsand Thresholds

The following is the language regarding caps and thresholds that has been
adopted by the project. This language was developed after input from retailers
indicating that caps and thresholds are very difficult to administer.
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308 a' To reduce the complexity and administrative burden of collecting sales
and use taxes, all member states must:

3. Not have caps or threshoids on the apphcatfon of state sales or use

' tax ‘rates or exemptions that are based on the value of ‘the =
transaction or item after December 31, 2005, A State may continue -
to have caps and thresholds untif that date.

8. The provisions of paragraphs (3) and (4) of this subsection do not
apply to sales or use taxes levied on the transfer of motor vehicles,
a;rcraft watarcraﬂ modular homes manufactured homes or mobile

308 b. Member statas that have iecai junsdsctsoﬂs that levy a sales or use
tax must: ' . : :

2. Not place caps or thresholds on the applzcatuon of local sales or use

tax rates or exemptions that are based on the value of the
. transachcn or ﬁem

10.The prov&smns of paragrapbs (1) and’ (2) of this subsec’uor\ donot
apply to sales or use taxes levied on the transfer of motor vehicles,
aircraft, watercraft, modular homes, manufactured homes or mobile
‘homes.

Issues

1. _ g Except:on for Attematwe Admmtstration of Caps
Itis recommended that Ianguage be added tothe Agreement wh;ch: o
allows caps and thresholds in instances where the administrative”
burden of claiming the exemption is placed on the beneﬁcnary of the
exemption and not’ the retailer. '

2. Further Input from Retailers and States

Retailers are working on additional information related to their
position on caps and thresholds.
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V Safes Tax: faisdays

Draft Docament Not For ?ubhcation But Fer Discusslon Purpases Gniy -
Nothing contained herein represents a final position or opinion of the Streamlined
Sales Tax iject ‘any 'of the participating or-cbserving 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 pamc;panng or Qbservmg
- states or their members from the statements: contained herein as this:is a draft
only and may- change ;r; rasponse to comments and mpui fmm the pubiic ar:

pﬂvate sactar

STREAMLINED_ SALES TAX PROJECT

SAL.ES'TAX HGLIDAYS'_’_ ssus PAPER

Sales tax hc;ildays are temperary sales tax exemptsans on cerﬁam items fer a
specific period of time. The tax hol nday typlcal y falls during August, the traditional
back-to-schoot - shoppsng_ period.” The exemption’ generaliy only “applies ' to
merchandise ‘connected with “the ‘new’ school year “particularly clothing and
foctwear Most states ha\fe placect a cetlang on the pnce of e lg;ble merchandise

Existing Saies Tax Hoi:days

New York The f‘ rst state 1o -adopi a saies tax hclzday was New York. in January'
of 1997 a weeklong ‘sales tax exemption was put in ‘place: for all articles of
clothing and footwear that sold for less than $500. Local taxzng jurisdictions were
given the aptaen of exemptmg these same items from the tocal sales tax lewes
Most courat:as and’ c:tfes did suspend their local taxes during’ the hohday B

i-“-or the next three years, New York offered two tax-free shopplng weeks per
year. Effective March 1, 2000, New York switched to a permanent sales tax

exemption for clothing and footwear selling for less than $110. Participation by
local governments is still optional.

Florida [n 1998, Florida became the second state to approve a sales tax
holiday. Their initial holiday exempted clothing with a selling price under $50 for
one week in August. Florida has enacted two additional sales tax holidays since
that time and has raised the price limit to $100.

Texas In 1999 Texas enacted an annual back-to-school sales tax holiday on
clothing and footwear with a selling price less than $100. Texas was the first
state to place into law that the holiday would reoccur each year.
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addition i:o exempting 5cho'oi supphes such as paper, :'pencﬁfs péﬁs notaheoks '
~and lunchboxes, ‘South Carolina also exernpts during the holiday other items

-suppi:es -and. clothing -accessories (hats, h
price Timit on. the: applicailon of the exempti

o '- iMaryland :T. >
and footwear priced. undar $1QG for the waek of Aﬁgust ’3_0
_ _n be a hcdzday in 26@2 : e :

- Cannectxcut Clotnmg and feotwear itemns that cost iess than $75 are and have

been exempt from the saies tax in Connecticut. Under the sales tax holiday that

- Was. adopiad m. 29(}0 ‘clothing and footwear pnced under $3€)0 :s exempt for ona_ )

l =10) _been adogate(i far 2@&1

“for a week in Augusi cf 2899 aﬁd for a week in @bmary ‘of - 2001 tems _
_exsm;atad are camputers ansd aamputer saﬂware and-: ware v purchased
“'with a computer. Th f the ex
- proposal currently : the h :
: :_csmputer peripherals purchased wathout a PC and lni:ernet accass dewces, The :

proposed peneds are a week m August of 2001 and a week in February 20{32

such as clothing, footwear, comguters cemputer software, printers, pr;nter
/ and handbags). There is no
: he exemptucn_d" '_not
vallets,

apply to items used in a trade or business,; jeweln e
um’mre'"'aYaW3Y-:liems and the rental

Eowa Tha hgltday enacted: in lowa '-fn 2000: exempts clothmg an "fantwear ;mced
' ! ys. each Augnsi

_ haitday' eﬂacted. in Maryland in 2000 exemptsf_ _'Eales af cieth;ng
16 2901 Thea‘e will

'leis authon___ ing saias tax hoizéays are surrently'uﬂder consqderatlon m Mlsseun
and Ohto
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CHART 1.

CURRENT SALES TAX HOLIDAYS

Clothang
and
Faetwear

| Aug.3-5 |

‘Optional** |

Connecticut

Clothing
- and
Footwear

Aug. 18- 24

N/A™

[South Carolina |

Clothing &

“1 " Accessories, " |
meare Schooi '

Suppkes

f'__; Cumputers and

F’ﬂnter Supp les

:NCﬂé T

‘2000 |-

Aug. 3-5

Yes

{Pennsyivania.. | .

-Computers

| None |

Feb.18-25]

. Yes

1 Foa‘m}ear

._.G.h.athi_ngf_: o
And-

| s100,

2000

Yes

|Maryland

Clothang

2001

Aug. 10-16

N“ E 2

*The hohday has not yet been enacted for

**Local jurisﬁzctwns have the option of not exempi:ng items durmg the
holiday. In Texas, all cities are now parhczpatmg o

wesNo local option taxes.
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SSTP Agreement Language Concerning Holidays

The foikaﬁﬁﬁé Eié the :iéri':g'jﬁa'g.é regardmg f_'sa'le'esf tax hoizdaysthat has
been adcpted by the pro;ect

308 f If a member state aiiaws fcr temporary exemptsora perzcds commonly
" referred to as sales tax holidays, the State must not apply an exemption after-

-j.'_g-:iiaecember 31,
. provisions of Section 312. F

2003 unless the -item exempted has been defined. under the
-urther, if the State provides local jurisdictions with th

option- of levying. a sales or use tax, the: State must provnde notzca of the

~“exemption: period ‘at least sixty (60) days prior to the first:day of the calendar.

-quarter in. which the exemptann penod wuil began and appiy the exempttons 10-

' 'bath state and !ccai tax bases o R I e :

1) Definition -Rqu;-.'-emegt'

- The current tanguage. would proh:btt a state from: exemptzng an item from.
taxation during a. saies tax holiday unless. it is specifi cally defined under,
the: Agreement -Some. retailers have. expressed a concern_that this’
prohibition is too stnct They agree. that__af_a state is going to exempt items.

‘i that are defined in the Agreement that the definitions must be followed.

o - They. do not, ‘however, want to prohibit a state from exemptmg 1tems not
- def’ ned in the agreament :f the state chooses to do s0.

) "'separate ﬁef'mtaon Section of Agreement for Saies 'i'ax Haltdays

The current Eanguage reqwres that the states must utui:ze the def nzttons in

: Sec:hoa 312 .of the Agreement when enacting a sales tax holiday. - It may
‘be more appro;ar;ate to create a separate deﬁnltlon 'section that is:
speczf’ caliy for the purpose of sales tax holzdays :

3) | thibzt Use Based Exempt;ons

Retailers have expressed.a concern that items th_g_t are to be def ned for
the purpose of a sales tax holiday be’ ‘easily identifiable’ and ‘that the
detemmatwn of taxabl lty not be based on the use of the_product Thss
on how the item is usad by the customer. It can’ aise be addressed
through the language of the definition section. (The outcome of issue #1

above will also impact how this issue is resolved)
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4)

5)

. concerning how these issues are handied :
.- states and retailers are asked to review this information: and. pmv;de
~eommentsion the poss:bie adeptson of a.set of “model rules” that could be

Notification Requirement . .. .. ..

The current -Ianguaga-"rfega;rding_-atheﬁr::ﬁaﬁ_-._L.ﬁay-;'ngt‘i_ce only applies to states
that have local option levies. It has been suggested that this notice
rec;uarement should appiy to ali states _

| Admmistratwe Issues

--There are many: admimstratave issues-involved with the ;mpiementatlon of
.iasales tax hol;day These |ssua$ tnciude i ot e T

Appilcataan of caps -
i Treatment of iayaway ﬂumhases i RSP
F -:.:Exempt and Nonexempt items. that. are packaged togeiher
- Treatmentof couponsordiscounts - . . .0
: _'--_.Spilmng of items. normaliy sold tagathar
Treatment of rainchecks
Treatment of items purchased before the hoilday bemg exchanged
during the holiday
Treatment of items purchased durmg the holfday being exchanged
- afterthe holiday : Co o

| 'i'. Shsppmg and handlsrég chargas :

A copy of the Sales Tax Holiday. rules used. in Texas and information
in Florida are attached.. Other :

used in all states. A concern with adopting ruies speczﬁcaiiy for sales tax
holidays is that they may confieci w;ih rules aiready in place for other

e --.-.-.exemptzaﬂs
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STATE OF TEXAS
COMPTROLLER OF PUBLIC ACCOUNTS -

 STATE SALES AND USE TAX

Section 3.365. Sales of Clothing and ?ootwear aunng a Threenday Per;od in

(@

(©

August. (Tax Code, secs. 151.326 and 151.3111)

Definitions. ~The foilowzng words and terms, when used-in- this section,
shall have the following meanings, unless-the context clearly indicates
otherwise.. Clothing or footwear - An article of apparel that the article
manufacturer designs. for- wear on or about the human: body For the
purposes of this section, the term does not include accessories, such as
jewelry, handbags, purses, brfefcasas, iuggage ‘wallets, watches, and
sirnilar items that are carried on or about’ the human' bc:dy, without-regard
to whether the item is worn on the bedy ina manner ihat is character;stzc

of clcthmg
RUN

Exampt saies

(1) Sales or use tax is not due on the sale of an’ artlcie of clothang or
footwear if: : SRR

R _(;ﬁ)f____the sales pr;c.e of the artzc:%e is iess ihan $1 60 and

(s) ‘the sale takes place dunng the penod that beg;ns at 1 2 01am.

~on the first Friday in August and ends at 12 90 a.m. (mldmght)
B of the fo iawmg Sunday S

(2) The exemption appf;es to each artlcie of clothzng or focatwear that
sells for less than $100, regardiess of how many items are sold on
the same invoice to a customer. For example, if a customer
purchases two shirts for $80 each, then both items quahfy for the
exemption, even though the customer's total purchase price ($160)
exceeds $99.99.

(3) The exemption does not apply to the first $99.99 of an article of
clothing or footwear that sells for more than $99.99. For example, if

a customer purchases a pair of pants that costs $110, then sales tax
is due on the entire $110.

Taxable sales. This exemption does not apply to:

(1) any special clothing or footwear that the manufacturer primarily
designed for athletic activity or protective use and that is not normally
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o .:--worn except when used far the athlatzc ac’swﬁy or pr:" "'_ectwe use for
- which. the manufacturer.. c%emgnec% the article. For_example, golf

. cleats-and fcotbali pads are primarily. des;gnacf for athletic activity or
2 _pro*tecﬂve use and ‘are not normally worn except whe used for those

.- PUrposes;. therefore, they do:not:qual lfy for the exemption. However,

.~ tennis ‘shoes, Jjogging suits, and swimsuits.are. commonly worn for
purposes other than athletic activity and thus. qualtfy for the
exemption,

| +{(2) -':_'_accessones such as Jeweiry, handbags purses bnefcases iuggage

. -:”(3),.:: -the rental of cloth ng or fzaetwear For example th;s--

@

(€)

. or bowhng shées

- umbrellas, wallets; watches, and similar items that are carried on or
. -about the human body;; wnthmut regard to whether the ftem is worn on
. the b@dy in an ' _

-the. renta! of formai wear costumes uni d’rms d:apers

(4) taxable services that are performed on the clothing or. footwear, such
as repair, remodeling, or maintenance services, and cleaning or

.. laundry services. . For. example, sales tax is due on alterations to
cioth;ng, even theugh the alterations. may. be_sold or invoiced, and

. ihe: customar pays such. mva;ce, at the same iame as ’the ciathmg lS
~being altered. . If a customer purchases:a pair.of pants

o pays. $1 5 to ave 1he pants cuffed, then _the $90 charge for me paats_
' tax is onthe $15 al:_' '_atlcms charge and bk

| (5')” purchases cf items that are used to make or repaxr cloth;ng or"

faetwear mciudzng fabric, thread, yarn buttons, snaps hooks and

_ Artu:ies ﬁormaiiy said as a umt Artscles ﬂmt are nﬂrmaily sold as a unit
. must continue to be sold in that manner they cannot be priced separately
- and sold as individual items in order to obtain the exemption. For

- example, if a pair of shoes sells for $150, then the pau‘ cannot be split in

order 1o seil each shoe for $75 to- quaixfy for the exemption,

._normally priced.at. $225 on.a single. price tag, the syit cannot be split into

if a sult is

separate articles so that any of the components may be sold for less than
$100.in order toqualify for the exemption. However, components that are
normally. priced -as:separate articles may, continue 1o0.be sold as separate
articles and quain‘y for.the. exempt%en if the. pr;r;e of an ar’iacle is less than

. $100.

Sales of sets containing both exempt and taxable items.
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. (1) Wheri exempt clothing or fac:twear is sold tegethef wﬁh taxable

B 'merchandtse as a setor smgle unit, the full pﬂce'-‘s' sub;ect fo sales

U tax jnless the price of the exempt clothing or footwear is separately
" st For example, if a boxed gift set that censzsts of a French-cuff

ess shirt, cufflinks, and a tie tack is sold for a ingle price of $95,

o the fuii pnce of the boxed giﬁ setis taxab. ‘becatse’ he cufflinks and
.__:tte tack are taxab!e and the sales pnce ef fhe s?m't iS net separateiy
- 'statec% " : _ .

@ __When exempi cinthmg is sok:% in a set that aiso contams taxable

o '*(1) A retailer may offer’ d;scounts to' reduce o sales price Of an item. If

_ “-"me;‘chan ise as a free gzﬁ and no’ additional charge is: made for the

N 'gift the exampt clath' g' may quailfy for - this -eéxemption.  For
‘exan contain a e and a free tie tack, If the

 price s _ & of the tie sold separately, the

- item that'is betng sold'is ‘the tie _--which_f;s exempt from tax if the tie is
" “sold for less than $100 during the exemption period. - ‘Note: When a

*retailer gives an item away free of charge, the retailer owes sales or
use tax cm the purchase pnc& that the retailer paid for the item.

Dascounis and coupons

U ___the dlsccunt reduces jthe saies pnce of _a :;tem fo. $99.99 or less, the

item tion. Fo y customer buys a
.wm offers a 10%
thi ”'fna sales: pnce

@

L _taxable :tem the vaiue of the coupon is exctudable from the tax as a
©cash discount, regardiess of whether the retailer is- re;mbursed forthe
" “amount that the coupon represents. " Therefore, a coupon can be

7" ysed to reduce the sales price of an item to $99.99 orless in order to

~“qualify for the exemption. For exampie if a customer purchases a
o pa;r_af_ shoes’ priced at $1 10 with a‘coupon worth $20, the final sales

s __:__pr:ce af the shees fs 59{3 and the shees quaiify fer me exemptaon

gy '*‘Buy one, get one free or for a redt;ced ;mce “The' totai price cf ltems that
S T rare advert:sed as "buy one, get one free,” or "buy one, get-one for a
“Yeduced price,” cannot be avéraged in order for both items to qualify for

the exemption. The following examples illustrate how such sales should
be handled.
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(1) A retauier advert:ses pants as “buy Qne get one f;’ee ol The f rst pair
of pams is priced at $120; the second pair of pants is free. Tax is
due on $120. Having advertised that the second. pair ig, free, the
store cannot register the charge for each pair of pants at $60 in order

. for the items to.qualify. for the exemption.  However, if the retailer
« .. advertises-and sells the panis for 50% fo aﬁd seiis each pair of
5120 pants‘ or: $60 -each. pair of. pants quain‘“ es for the exemption.

- Note: ‘When. a retailer. gives an item away free of. charge the retailer
owes sales or use tax on the purchase pf:ce that the reta;ier pa;d for
---theltem _ et e ¢

A2 A reta‘ er adveriases shoes as "buy one palr at tha raguiar price, geta

. second pair for half price."- Thefirst pair of shoes is sold for $100;

-the second pair is sold for. $50 (haif prlce) Tax is due on:the $100

- shoes, but: not.on the '$50 shoes. Having advertlsed that the second

s pairis, half price; the store cannot mg' ip each: ‘r_cf shoes for $75

- in-order for the items to qualify for the exemption. . However, if the

retailer advertises.the shoes for. 25% off, and thereby sells each pair

bt of 1$100 shoes fer $75 then each pair af shees qualzf” es for the
o pxemption. = : : c e s oo

(h) Rebates. Rebates occur after the sale and do not affect the sales price of

an item purchased For example, a customer purchases a sweater for
$110 and receives a $12 rebate from the manufacturer. ”i"he retaxier must
~ooocollect tax on th '$‘£_10 saies price of the sweater. ... .

Layaway sales. A Iayaway sal
set aside for future delivery to a customer who makes a deposit, agrees to
pay the balance of the purchase price over a period of time, and, at the

- o.endof the :payment period; ‘receives: the merchandise. . .An “order is

' _.-.accepted for layaway by the retailer when the ratax%er ramcves the goods

- from - normal -inventory .or. clearly - identifiesthe items as sold to the

customer. A sale.of el;gsble ciothmg under a layaway sale qualifies for
exemp{mn when’ etther

('I) fmal payrnent on a anaway crder ;s made by, and the merchandese is
gwen to the custamef dunng the exemptlen penad or

: (2) the custamer seiacts tha |tafn aﬂd ﬁfze retaaler_acc&pis the order for
the item:during:the- exemgtmn period, for immediate delivery upon full
paymefzt even if deli wary is made after the exemptlan per;ad

(;) '-Rasn chesks Eliglbﬁ atems ihat customers purchasa during the

- exemption. pamd with .useof -a rain aheck will qualify for the exemption
regardless of when the rain.check was: issued. However, issuance of a
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rain check during the exemption period will not qualify an eligible item for

the exampt;an if the ;tem is actuaily purchasect aftef the exemptnon period.

®

'_:_Exchanges

_3'(1)_“ If a custcmer purchases an- mam of ekglhie cbthing or footwear

“‘during the' exemphcn period, but' later: exchanges the item for an item
of a different size, different color; of other feature, no additional tax is

o _ciue even if the exchange is made aﬁer the exemptmn penod

(2} Ifa cust{}mer purchases an ltem of elag:bﬂe clotmng or footwear

~ during the exemption period, but after the exemption period has
" ended, the customer retumns the item and receives credit.on the

i .purchase of a different item, the appropnate sales tax zs due on the

_rchased item

(3) -'j_.if a custamer purchases an ttem of eltglble clothang or foctwear

before the' exemptaon period; but darmg the: exempnon period ‘the

" “customer returns the item ‘and receives credit on the purchase of a
different item of eligible clothing or footwear, no sales tax is due on

the sale of the new item if the new item is purchased during the

exemptscn peraoc_i -

E (4) Exam;::ies

_ _.(A) A customer: purchases a $35 shtrt dunng the exempﬁon per;od

- After the: exempt:orz parsmf the customer exchanges: the shirt. - -

| “for the same shirtin a’ d;ﬁerent snze Tax is nst due on the $35
:'-"pr;ce of the shtrt ' L

©(B) - A customer purchases a $35 shzrt durmg the exemptnon pertod
1" After the exemption period; the customer exchanges the shirt
- for a $35 jacket. Because the jacket was not-purchased during
- the‘exemption: per;cd taxis due’ on the $35 ;)nce of ’the 3acket

~ {C) During the exemption period, a customer purchases a $90
-~ “dress’ that qualifies ‘for the exemption. - Later, during the
‘exemption period, the customer exchanges the:$90 dress for a
$150 dress. Tax is due on the $150 dress. The $90 credit from
“the returned item ‘cannot be used to reduce the sales price of

o "the $150 item to $60 for exemptmn purpeses

(D) During the exemptaon period, a customer purchases a $60
e “dress that ‘qualifies for the exemption. *Later, during the
‘exemption period; the customer exchanges the $60 dress for a

‘$95 dress. ‘Tax is notdue on the $95 dress because it was also
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A

' ':-:._-;'the exemptmn nc credut fmr or_ a‘efuad
... the customer provndes a receipt-or invoice that shows tax was paid, or the
....retailer-has: sufficient documeniat;_'

purchased durmg the exemptlon period and otherw;se meets
the qualifi ications for ihe axemptzen .

Retumed mefchandzsa : For a 30~day peraod after the temporary

saies tax shai! be gaven ‘unless

'_};t_' show: that tax was paid on the

_-specific item.. . This 30:-day period is .set solely for the purpose of

- designating. a tsme peripd-. dufmg which “the customer must provide

: .. documentation. that shows . that sales. tax . was paid on returned
: _.-;_.;merchandtse The. BG—day pericd is pot intended. to change a retailer's
: pcf;cy on the tlme per;od durmg whlch the retal}er wﬁl accept returns S

Mani telephane e-mazl and iniemet arders and custam orders Under the

" purchaser receives fitle to or possession of the property for consideration.

Theréfore, an, atem of: ailglbie cio'ehzng or. footwear may qualify for this
exemphon if: o : e S _

- (1) the -aiem' is both del;vered to and pald far by e customer during the

__:-examptlon gencd OF .t oo eoly e ey e

b =.-'{2';.':":the customer orders anc% pays for ’ehe ttem anci the retailer accepts

- an order: ‘when. the retailer.

(n)

the order durang the exemption period for immediate shipment, even
- if delivery is made after the exempiinn'pa" d. The retailer accepts -
i I the order for.

- Min, date“ stamp cn a maui arder or as&gnmeni of ar rc_ier number"”
fo.a telephorae order. An.order.is for.immediate shipment when the

.. customer does not request. delayed shipment. .. An order is for
. immediate - shfpmefzt notwithstanding -that the sh:;amant may be

.. - delayed because of a-backlog of orders or because stock is currently

L unavaflable 1o, or on. i:sack order. by, the Ggmpany
Sthpmg and handiing charges - " B R

(1) Shlppmg and hand;mg charges are znciuded as part cf the sales price

-of the clﬁth;ng or footwear, whether separateiy stated or not. Except

as provided in. paragraph {2) of this subsection, if muﬁz;}le items are

shipped on a single invoice, the shipping and handling charge must

.. ‘be pr@pnrﬁ:enaﬁely allocated -fo- each item. ordered, and separately

.. identified on.the invoice, to determine if .an_y._:tems quakfy for the

exemptian The fﬁilowang examples. lilusiraze the way. that these
charges should be handled:
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(A) A customer orders a ;aaket for $95. The shipping charge to
“deliver the 3acket to the custamer is $5.00. The sales price of
the: 3acket is $100. Taxis due on the full sales price.

o (B) __'A customer Qrders a suit for $285° and a shirt for $95. The

o f:*"-'.shgrtquai

(2)

S _|den’nf'edo he
““shipping -charge, or $3.75, must be allocated to- the: sh:rt and

charge to deliver the iterns is $15. The $15° smppmg -charge
o _must be prcpcrunnateiy and 3eparateiy -allocated between the
- 1.$380 = 75%; therefore, 75% of the $15 shipping
‘be alisﬂated m ‘the suit, 'and separately
oice as such. The remaining. 25% of the $15

':_'saparateiy__ identified on the invoice as such: The sales price of
‘the shirt is $95 plus $3.75, which tota!s $98 ?5 therefore the
sic ar the exemptnon ;

o .(C)*-'A customer a;‘ders a suit for $285 and a shirt for $95 The

* charge to deliver the items is $20. ‘"The $20 shipping charge
“'must ba pf’opartfcn'_ tely and separately allocated between the
items: $285/ $380°= 75%; therefore, 75% of the $20 shipping
charge, or $15, must be allocated to the suit, “and ‘separately
_identified on the invoice as such. The remaining 25% of the $20
o “shippmg charge, or $5. 00, must’ be allocated ‘to the shirt, and
separately identified on the invoice as such. The'sales price of

the shirtis $95 plus $5.00, which totals $100; because the sales
‘pric: 'of the shﬁ‘t exceeds $99 99 the purchase of the shsrt is

if the shipping and handling charge isa fiat rate per paskage and ihe B

'f-éharged isthe same’ regardiess ‘of how" many items are

’;ncidded in the package, for purposes- of this exemption the total

N charge may be-_“aﬁﬂbutﬁd fo one of theiteths in the. package rather

- _’_-than prcportionateiy and separately allocated between the items. For
' '_axampie a custemer srders five shlfts w;th four pr:cad at $98 and

order The retaﬂar wauid have charged the same amount for
shipping and handling whether 'she customer ordered one shirt or five
shirts. The retailer may chose 1o attribute the $10 ‘shipping and
handling charge to the shirt that was sold for $85 rather than allocate
the charge pmpmmﬁateiy and separately’ between the shirs. If the

o charge is attributed to the $85 ghirt, the sales’ price of that shirt is
" §95 andaallof the shirts wulqua?lfyf@f the examptzon

(o) t}scumentmg exempt saies “The" retaflef is ‘not requared 10 obtain an

- exemption certiﬁcate ‘on 'sales of eiag;bie items” during the exemption
period. However, the retailer's recorc}s shouid cleazly ldentlfy the type of
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. __;iem soid tbe date on which the |tam was soid and ithe salas pnce c:f the
witem.. S e S i

(p')' '. Re;:;orting exempt sales Ndépec:ai reportzng procedures are "necessary
to report exempt sales. made during the exemption period. ‘Sales should
be reporied as currenﬂy requu'ed by law e e

(@) ocal 1
the: k}cai tax;ng autharﬁy adopts an apprapnate order su_

_ordlnanf::e to 3-ra_paai the appilc_ai;en of the .exempt;cn in the

the appitcat;an éf tha _
exemption in the $am__ ..

If a custom__ _'purchases an e!:g;bie em __hefore the exempt;on peﬂod then _

The cﬁstomer sho'u:td getafull refundicradft,"moludmg tax, forthe.
(assum;ng procf tax was pazd) No tax will be due: pn the ﬂew |f:em
le: etween

w:thout a sales re._

paid? tomer says the lter NG tax w )
The- Eimergeney Rule 12AER§9—1 F A C., wh;ch isin effect far the tax feﬂef days
requires the customer must provide a receipt or invoice as proof the tax was paxd
fogeta refundicredlt of the iax .

Aitematwely, :f the stora ha_s dccumentahon that ’sax was paid a refund/credﬁ of )

ifa cuétomer retums 'an" exempt iiem 'and is gwen a ﬁiffe?ent ttem of equat :
price after the exemption period, do| have to charge sales tax cn the new -
item? '
if a customer purchases an item during the exemption period and later
exchanges the item for the same item (different size, different color, etc.), no tax
will be due, even if the exchange is made after the exemption period.
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If a customer purchases an item during the exempnon pertod and later returns
the item and gets a ‘different item, even if the same price, the sales tax'will apply
to the new.item. For example, if a shirt is returned and the customer purchases a
pair.of pants or a dress is returned and the customer purchases a mffsrant styie
is _dua Gﬂ the prfce of the new pantslciress L

Cougon 5 Rebates and Discounts R R R AR
Why_wzil_a_store coupon make an item ehgrbie for the exemptlcn but a
m nufact er's ca’upm or rebate witi nat? R :

er, tore coupon or rdi c_éun{_g _
beca se estare does nat_;'”ce' '*e: an ddattenai compen aim for

Far exampie A cusiomer buys a purse fos' $‘¥ 15 ﬂD and the stare is offerfng a
discount of 20%, the selling price of the purse would be $92.00 and the purse
wculd be exampt

However, lf a customer purchases a purse for $1 15 06 wnth a manufacturer ]

coupon of $25. 09 the seﬂmg price of the purse would be $115.00.and it would be

taxable. The $25.00 coupon is part of the valyable _mns;deratm paad"f rthe = .
W ti T :

No. To be xempt from tax the purchase of cie_h'zn'g 'hﬁus‘t be made dur;ng the
exemptlﬁnpemd o > et B i

F?am Checks
Why won't rain checks issued durmg the exemption peruad hold the
exemption from tax? = ot .
To be exempt from tax, the ciothmg or other eiag;b ifem.m usi be gurchased c
during the exemptmn perlcad When a rain check is issued, a sale hasnot
occurred. The sale occurs when the rain k is redeemed and an item is _'
purchased If.anitem is. purchased usmg a.rain 'check affer th exemptmﬁ penod
the item is taxable. ' ' .

-
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Layaway Sales

- Are clothing items that are put on iayaway from July 31, 1999 through

: August 8, 1999 ei:gtble for the tax examptlon?

Yes. items placed onla yaway {set aside for future deiwew toa customer who _
' makas a deposit, agrees o pay the balance of the purchase price over a penod _
of time, and, at the end of the paymant penod receive the merchandzse) during
thetax railef days are axempt from tax. Also, if fi nai payment on a layaway crder_
of clcthtng items is made and the merchandise if given to the customer during™
: thls tlme the ftems are exempt from tax, regardlass of when placed on. taya____ __ay

Ma;l Order or fntemet Saies

ifl purchase tax free items by mail order (normaiiy | would have to- pay use
tax.on form DR-1 SMQ), ol getthe exemptlon? :

Yes All purchases of qualifying items dunng the tax reﬂef days are exempt from
tax, including purchases made by mail order.

How does the exemption apply to sales over the intemet?

Sales over the Internet are treated the same as mail order sales.

Howdol propartmnate!y allocate the shipping charges between the items
ordered on a mail order sale?

The Emergency Rule 12AER99-X, F.A.C., provides that to proportionately
allocate the shipping charge, the amount {}f each item should be divided by the
total amount of the items ordered to obtain the percentage that each item bears
to the total order. Then the total shlppzng charge should be mu; t;plied by’ the _
percentage for each item to determine the amount of the shipping charge =~
applicable to that item. The shipping charge for each item must be separately

- stated on the invoice to the customer. The shipping chargeis part of the seilmg :
“price: when determmmg ifan ﬁem meets the $100 00 ithresho d. - - S

For examp!a a customer orders a $’§00 Gﬁ dress anda $50 00 shtrt for a tetai
of $150.00. The shipping charge is $10.00. $50.00/ $150.00 =33% (50 dlv;ded '
by 150 equais 33 percez}t) Therefore 33%, or $3. 33 of the sh;ppmg charge IS
allocated to the shirt, and included as part of the’ selling price of the sh:rt
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Vi. Food

 Draft Bocument Not For Publicatien But For Discussion Purposes iny -
Noi:hmg mntamed herein repfesent" pssztm or. oplmon of the Streamlined
articipating r_:_'ﬁbsawmg states, or any | member of
thelr staff Readers shnuid nelther rely on any information herein nor make any
:nferertces abaut fi nai prolect .posmons or ;msﬁmns of partnc;pat;ng or _obsemng
_ heir. he. ments contained herein as this is a draft.
only and- may changa an response to'__c:o'mments anci ;nput from'the_-;pubilc or
private sector.” " -

STREAMLINED _S” LES TAX PROJECT

FOGB ISSUE _PAPER

Issua" L

Shouid thei-de inition of food. be refefanced to the federal foad stamp’ def nition
used in deiermm g'foad __elzglb e for purchase wﬂh federa’l food s’samps’? o

Fecierai 2aw requ;ras that a state that w:shes ta particlpate ln the program may
not impose its sales and use taxes upon sales of food purchased with the use of
federal food stamps In. additlon sseven states exempt food eligible. for purchase
with food. stamps (aven ‘though not purchased. with food stamps) with- certain
exceptions for faﬁd for. ammedlate coﬁsumptzon etc (see page 6 for a summary
of those states) : :

The Food Stamp Act of 197? as amencied 7 U S. C §§ 2611 to 2()36} govems
the Food Stamp Program. It is amended regularly. The Act provides that eligible
households within the State shall be provided an opportunity to obtain a more
nutritious diet through the issuance to them of an allotment. The coupons so
received by such households shall be used only to purchase food from retail food
stores that have been approved for participation in the food stamp program.

The Act (7 U.S.C. § 2013) defines food as follows:

“Food” means
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(1) any faed or. faod preduct for hame consumptlon except alcoholic

. beverages, tf:zbacco -and-hot foods or hot .food. products: ready for
immediate consumptlon ‘other than..those. aui:honzed pursuant to

ciauses (3) {4) {5) (?) (8) anci (9) of this subsecﬁon

(2) seeds and pianis for use m gardens tc preduce foed for the personal

consumptlon of the © lgabie househoid

(3) in: the casa of those persens who are sixty years of age.or over or who

: . receive supplemental security income benefits or disability or blindness
L _paymants under title | il X, X!:V or.XVl“of the Samai Secunty Act [(42
USB.C ; l

B '(aating or otheﬁvlsé) thét "feed such: parsms prfvate estabiishments

-such persons at. concessional prices,

that contract with the appropnate agency of the State to offer meals for
ind-meals prepared for and

e :served to ras:dams of federakly subsz__ ze h'auszng for the elder‘ly, A

(4) in the case af persens sfxty years ef age or over ancﬁ pefsons whso are

physically or mentally handicapped or otherwise so disabled that they

+-. are:unable adequately to prepare. all of their meals, meals. prepared for

---:-_centracts wzth ihe appr@pﬂam State age

and delivered to-them (and their spauses) at their home by.a public or
pnvate nonprofit. organization or by a private establishment that
10 -perform such semces

(5) in tha case cf narcoﬂcs add;cts er alcohcailcs and their chiidren served

by drug addiction or alcoholic treatment and rehab;lstatlun programs
meais pfepared and sewed under such programs A

{6) in the case of certam el;g:ble heuseheids Izvmg m Alaska equlpment

for pracunng food by hunting and fi ishing, such as nets, hooks, rods,
harpoons, and ‘knives {but not" equxpment for purposes  of
transportation, cEatmng, or shelter, and not firearms, ammunition, and
ex-plosives)-if. the Secretary determines that such households are

-located in ‘an-area of the State where it is extremely difficult. to. reach

stores selling food and that such ‘households: depend tc; a substant;ai
exiant upan hummg and fi si'uf';g for subsnsteme '

(?) in. tha {:ase of dlsabied or: bimd recz;;rants af banef‘ ts under t!tie i 31 X

XV, or. XV of the Social Security Act, or are 3-1 ;ndfv duais descrzbed

in paragraphs (2) through.{7).of subsacizan 0),. who are: resxdenis ina
public or private nonprofit group living afrangement that serves no
more than sixteen residents and is certified by the appropriate State
agency or agencies under regulations issued under section 1616(e) of
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_ the Social Security Act or under standards determined by the
o Secretary to'be comparable to'standards implemented by appropriate
“State agencies under such section [(42:1U.5.C *%3826{&))} meais

' 3preparec¥ and served under such arrangamem -

(8) in the case ef women and ch;idren temporarzky resndmg in pubizc or
private ‘nonprofit shelters for battered- women and ohiidren meals
prepared and served, by such shelters, and’ Bl

(9) in the case of ‘households that do not reside in permanent dwellings
- and households that have no fi xed mailing addresses, meals prepared
“for and served by a pubkc or private nonprofit establishment (approved
by an apysmpﬂate State or local ‘agency) that feeds such individuals

' : rivate ‘establishments - that - contract’ with the appropriate
ihe State ts:) effer meais far such ;ndw;dua!s at concesswaa!

The U. S erartment of Agncuiture admfnistars the Faod Stamp Pregram atthe
federal level through'its Food and Nutrition Service (FNS). State agencies

administer the program at State and locai levels, ;nc!udmg determmat:en of
elzgtbliity and ailotments and dlsmbijtﬂ)n of beneﬁ’ts R

The FNS' prov:des the feiiowmg mformatzan for pur;mses of determansng what

quai;ﬁes for purchase wuth faod stamps

“Households can use: foad stamps o’ buy any feod or: facd prcduct for human

' censumption aﬁd seeds amd piants for use in home gardens to produce food

'Househoids CANNOT use food stamps to buy

» Alcoho ic beverages anci tobacco - :
» - Lunch counter items or foods to be eaten m the stare
3 Vitamins or medlcmes '
> “Petfoods e i S
o 3> Any nennfood |tems (except seeds and p!ants)

Restaurants can be authonzecf to accept fccd stamps from quahf ad homeless,

“elderly, or disabled peopl e in exchange far low»cnsi meals Fcad stamps cannot

be exchanged forcash.™

A contact made with the M:dwest Regaonal Ofﬁce of Fcod aﬁd COﬂsumer
Services of the U.S: Department of Agriculture (Chicago) indicates there are no
rules or’ regulations that define food products, alcoholic heveragas tobacco hot
foods or hct food products ready for zmmediate consum;xtaoﬁ '
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The FNS recewes numefous requests far ru!mg aach year as to whether R
determmatacns they have made ata feglonai level there is. no overaii guzdame '
provided to qualifying retailers as to what products do and do not qualify. i
Determinations grevnously made by FNS change penodlcaily with no. spac:tf' c
notification system in place. Several state. agencies that administer food stamp
programs have provided lists to retailers. ‘Determinations of qualifying focd and
food products may differ among states due to dlffenng mterpretations o

Discussion:
The Tax Base Work Group discussed whether the starting point fer def nzng feod

should be the defi nition of food underthe fadera Faod Stamp Act The Group
_ dxsm;ssecf that approac r the foliowmg reasons _ L

> States iha.'.as"m d b .n' ocf stamp eiigibi:lt” e still required
make detefmmatians of whethe_r od t;uaiaf“ eti for food stamps ancf-were
therefore, axempt fmm saies or use tax . .

» Federallaw and any changas to it would be determinative of tax treatment.
The states-were not sure they wanted to be bound by federai determtnatlons
Changes in federal eilgiblilty could have fi scal tmpacts upon states

»- Therg:are no clear definitions for terms used in the federal code. States were
concerned as to whether. they would be able to obtain timely. fedaral

.determinations for products not. enumerated by tha federa agency as.. N

‘qualifying for food stamp purchase:

» The federal food stamp program may not give states the option of maintaining
exemption for certain products that are currently not eligible for purchase with
food stamps.

Effect on States:

The following states generally tax all food items so are not affected by the use of
food stamp eligibility in defining food.

Alabama Mississippi Utah
Arkansas New Mexico Virginia
Hawaii Oklahoma West Virginia
Idaho South Carolina Wyoming
Kansas South Dakota

Louisiana Tennessee
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Of the 30 states that exempt food with certain exceptions, 23 do not use federal
food stamp eilgiblhty to define what i is and is not “food” fw purposes of exemptlon
frcam sales and use taxes (23 of 30) : _

Attematwes
> Use the def’ mt;csn of *‘focd” m the Food Stamp Act as amended i‘or ;Jurpases
of determmmg federal fcod stamp e!tgibliity o '
» Develop our own deﬁmtacn of “food.”
Recommendation
Def’ne “food” fndependem of the Feod Stamp Act as foliaws "
o “Faod and fecd ;ngred;ents maans substancas whether in. l;qu;d
canoentrated solid, frozen, dried, or dehydrated form, that are sold for
' mgesi:lon or chewmg by humans and are consumed for their taste or -
nutritional value. “Food and food ingredients” does not include:
- m “Aicohahc Beverages which means beverages that are suitable for
" human cansumptmn and comam one-ha!f of one per ceni or more of
atcohol by volume, and '

@) “Tobacce whnch means mgarettes cngars chewmg or pspe tcbacco or
'her ﬁam that contams tﬁbacco L o
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VH. Prepared Food

‘Draft ﬁocument Not F‘or Pubilcataon But For Dlscussian Purpases ‘Only — Nothing
contained here;n mpresents a ﬁnai position_or opinion: :}f the Streamlined Sales Tax

Project, any of the pamc;patmg 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 observmg states or their members

from the statements contained herein as this is ‘a draft only and may changa in -
response tc camments and znpai from the pubi:c or pnvate sectar ' _ P

STREAMUNEDSALES TAX PROJECT
~ PREPARED FOOD ISSUE PAPER

Backgrfaun&

The Streamlmed Sales and Use Tax Agreement {Agreement) as appreved on .
December 22, 2000 (and amended on January 24, 2001) provides for a definition of .
prepared food that may be used as.an exception ta ah exemption for “food and food

ingredients” at the option: of a state. Therefore, a state that chooses to exempt “food
- _.ami food mgredzents may cnoase to tax prepared fcaci % . o

{The Agreement pmmdes the foliowmg deﬁnmon of prepared fooci” A
1. _Foed sold n a heated state cr heated by tha selier o

_ _.?_.._"Two or more food mgred:ents mlxed or comb;ned by the: sailer for saie as a
.~ single 1tem or ‘ . _ .

3 -;-:Food sczid wzth eatmg uterasafs prowded by the selier mc!uciang piates knaves
_' forks, spoens giasses cups napkms or straws ST _

Tha Agreement aisc prowdes that prepared food" does not :nciude fead that is cnly .
flced re;aackaged or pasteurzzed by the seiler : 5

Issuet

Shoulci the defi nttzon of the prepared food be modified for three mdependent |
suggestions:
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1. Remove “or heated” from the phrase “Food sold in a heated state or heated by
the seller.”

.. Concerns. ... ... .

a. Many types of food are heated by the seller in preparattan of fcod but are not sold

heated. A state that chooses to-exempt food but tax prepared food may be required

O (o} impase fax.on a number of ltems on wh;ch it curfantiy does ;‘;ot impose tax. For
..examp£ . . e . : _

ing pasta, mixing in

- : n‘an oven for 30

mmu‘tes After cooilng, ;t is p aced in a display case for sale o customers

af room temperamre With the current definition in the agreement the

.- sale of servings of the. :::assemie that the. customer wail take home and
reheat is: prepared food e T M

- >

> ._A bakery makes cakes mils doughnuts and othe;’ baked goods. The
angradse.nts are mixed, placed in pans, and'baked. They are soid at room
temperature by the bakery to customers. Under the current definition in

y __the agreement the baked goods are prepared fcod L

current definition in. the agreement, the canned vegetables are prepared
food: because the selier heated the vegeiables durmg lts manufacturmg
_pmcess b e S e S

» A convenience store receives frozen bakeﬂ gocads such anci donuts and
- ...-gookies, from its sugplaars The convenience. stcare thaws _the_: danuts and
- cookies: by appiy;ng heat. and ;)iacas them in di e for
room temperature. Under the. current. def n;iien in the agreemeni the
cookies and donuts are prepared food.

b. States have alrsady taken steps't'o' statatéi‘ii'y a’da;ﬁ;t’ the definition to put forward by
the project.as amended by January 24, 2001. If a revised definition.is adopted by
the project, the states that have enacted what they thought were conforming
amendments will-be out of compliance. e

2. Add “that does not require further preparation by the consumer” fo the phrase

“Two or more food ingredients mixed or combined by the by the seller for sale as
a single item”
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Concerns

a. A state that chooses to exempt food but tax prepared food may be required to
. Impose tax on a mmber of atems cn wmch it curreratly does net 1m;:>c>se tax For
L example o _

A gmcery store ‘meat departmeni mixes raw’ meat w:th a rnaranada of
herbs and liquid which is available for purchase by customers. The
__customer will take the meat home, cook it, and eat it. Under the current
;}daﬁmtzon zn:t?}e agreemem the marinated meat is prepared food because
Ak : mb;ned saverai foad angredzents for sa!e as a single

D A gmcery stare mserts bread stuff‘ ﬂg into a raw turkey ‘and offers it for
sale.. The customer will take the meat home, cook it, and eat it. Under the
current defi nition in the agreemant the turkey is prepared food because
7 the seilar mxxed er combmed several food sngredsents for sala as a single
ltem

b. Use of the phrase requzre further preparatlon by the consumer” is“too broad. It
__.requ;res a subjectwe determination by the sell ee‘ of intent as to whether the item
be further prepareci by ihe customer Further _p_raparaﬁen could mean

c. ".'States have already takeﬁ steps to staiutonly adopt tha deﬁnztfon to put fomard by
© the pro;ect as. amended by January 24, 2001. If a revised definition is adopted by
the project, the states -that have enacted what they thought were conforming
__amendments w:il be out cf csmphaﬁca
3. ‘Allow states the opiien of removing from "Twc or more food ;ngradxents mixed or
“ combined by the seller for sale as a single item™ and/or “fosd soid in a heated
state or heated by the seller” cne or more of the foﬂowmg
R itams manufactured and soid at retau% by the manufacturer _
:'_> Delf ltems (roem temperature cr caid) such as petato safad frwt salad etc
» Bakery products

" Concerns
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a. The current definition may result in taxation of items not currently taxed
including: bakery. items made and sold by a seller, deli: items. made and sold
by a seller, items that are’ made and sold by a manufacturer at retail (these
items-are usually exempt when sold to a grocer for resale by the grccer)

States that currently exempt food bui tax sub categor;es of fcod need more
. options in the definition. ﬂf ‘prepared food.” : y .

b. There should be no concern from states that have aiready taken steps o
-statutorily adopt the. prepared food definition of the project as amended
. 'January 24 20&1 T his | pmwsnon ;s aptlonai to states Those states that do

Pro;ﬁbSed -So!-utlon 5

The foliowmg modiﬁad defamtaon is. prcposed {changes appear in ltaiacs)
“Prepared food” fneaﬂs
1. Food sold in a heated state or heaied by the seiier

2. Food sold wzth eating utensﬁs prov:ded by the se fler, ;nc%udmg plates Knives,
_forks, spoons, giasses cups, napkms or straws o

3 Tws or more fcnd mgradients maxed or combined by the. seiier for sale as a

smgle item:not requiring cooking by the consumer as. recommended by the Faod e

~and. Dfug Admm;stfafmn in its Food Cede so as o prevenf foad bom illnesses. "
States may axclude any of thé’"féﬂowing from items 1 and 3 above:

" a Food sold by a seller "wﬁéfséz'_.pfﬁbbf".' primary NAICS classification is
- manufacturing in sector 31, except subsector 3118. .

" b. Food sold in an unheatéd state by '@é}gh{or’vq{q;ﬁg asas:ngle item.

c. Bakery items, including bread, rolls, buns, biscuits, bagels, croissants,
pastries, dcnuts damsh cakes Zaﬁes _pies, tarts, muff:ns bars cook:es
tortillas.

“Prepared food” does not include food that is only sliced, repackaged or pasteunzed by
the seller.
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Altematives

1 Adopt the modtf‘ ed def‘ mtmn af g:rapared food descnbed abmre

o The modif ed def nition’ mamtafns umformﬁy in food deﬁnahcns whlie provudmg
_ states ﬂexsb;lfty tc avo;d sigmf cant revenue gazns or iasses

s The mcd;f' ed defi nztwn all ews those states that exempt delifoods’ and bakery to
o matntam thai tax treatment

e The :mndif“' ed def" nitior adds c_empiexﬁy T __def nition of prepareﬁ food will not
" beidentical among states with the assumptu)ra that states w: I use the optuons a.
_ through . abave ciszerent!y TR

&xamp!e 1 Wascons;n ccuid de‘f ne prepared faaci as fc:licws usmg ail three
additional optaens and thereby exempt factory stcre sales cold deil feod sol d by the_ _
-pcund and ‘bakery: _ e .

“Prepared food” means:

1. Food sold with eating utensils provided by the seller, including plates,
. kn;ves fcrks spoons, giasses cups, napkms or straws

2. Two or more food mgredaents mixed or cembmed by the seller for sale as
a, smgle item and faod seid in a heated state or heated by the seiler

& Food sold -sy a seller whose proper primary NAICS classifcation is
manufactunng in sec’mr 31 except subsector 31 18

. b Foed so!d m an unheated state by wetght or votume asa s;ngie item.

c. Bakery ;tams tnciudzng bread rolis buns, biscuits, bageis ‘croissants,
.. .pastries, donuts, damsh cakes iortes ples tarts muff;ns bars,
“cookies, tortillas.

Example 2: lowa cou id defirie prepared food as follows, usmg only two additional
“options, and thereby exempt factory store sales and bakery, but not coid de i food
sold by the pound:

* " “Prepared food” means:

1. Food sold with eating utensils provided by the seller, including plates,
knives, forks, spoons, glasses, cups, napkins, or straws.



2 Two or more food mgradients m;xad ar combined by the seller for sale as
a-single item and food sold in-a- ‘heated state or heated by the seller,
except T _

a. Foad sold by a seller whose preper primary NAICS ciassafcatlon is
manufacturing in sector 31, except subsector 3118. :

© b.-Bakery items; including bread, rolls, buns, biscuits, bagels, croissants,
pastries, donuts, danish,cakes; tortes, - pies,: tarts, .muffins,. bars,
cockles ‘tortillas.
2. Retain the “Agreement" definition prewousiy adapied by the project.
. The “Agreement" def‘ nzt;on wxil akeiy result in revenue gains (add;i;onal tax) for
states that exempt food but tax prepared-food: However, this may be offse% by
other changes proposed in: ‘the facd defmztzons el

. States may nsk their part;c;pation in ihe snmplzﬁcatlon efforts if they must tax feod
products that have traditionally been exempt from tax. s

* The “Agreement” definition provides an identical definition of prepared food
among all states that choose to use it.

Effects on States:

-Attachment A svmmanzes ‘the'sales and use tax treaiment of “prepared faad” fcr states . - . -

that have a sales tax.

The following states generally tax all food items so are not affected by the modified
“prepared food” definition.
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o Mississippi Tennessee
“Arkansas LoEer GQOklahoma oo o e Virginias
Hawaii South Carolina West Virginia
Idaho _ South Dakota Wyoming
CRERHEAST T G uoes o aan apoeio T Lo e et
Louisiana

The'following ‘states exémpt food and tax prepared food in some'manner. These states
will benefit from flexibifity in the modified prepared food definition. -

Arizona Maryland Ohio
California . =~ Massachusetts .. . Pennsylvania
Colorado - .+ Minnesota Rhode Island
Connecticut " -+ o Nebraska e s s Texasio
Florida oo v Nevada ot Verment
indiana _ New Jersey ~ = = o Washington: -
lowa New York West Virginia
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