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Proposal for Sales Tax Simplification

I. Introduction.

Recently, Utah Gov. Leavitt and the Advisory Commission on Electronic Commerce ("ACEC")
 have acknowledged that existing state and local sales and use tax systems are unnecessarily complex and burdensome to comply with.
  Gov. Leavitt and the ACEC have elicited suggestions from both taxpayers and tax administrators with regard to how a simpler, compliance-friendly system might be structured.

September 7, 1999, the Final Report of the National Tax Association's Communications and Electronic Commerce/Tax Project
 was issued. 
  The Steering Committee of that Project has gathered and put forward several intriguing suggestions for simplification of a sales and use tax system.  This Proposal draws on the NTA Project Final Report for many important issues.

The American Electronics Association (“AEA”) is the largest and most effective trade technology association in the United States, representing more than 3,000 companies.  Founded in 1943, AEA has been the accepted voice of the U.S. technology community for over 50 years.

AEA members companies span the high-tech spectrum, with products ranging from semiconductors and software to mainframe computers and telecommunication systems.  Our markets are in telecommunications equipment, medicine, defense, education, agriculture, environment, government, and entertainment.  AEA represents technology’s giants and founders, yet we’re also the voice of technology’s next generation — dynamic smaller companies that are shaping the industry of tomorrow.

The AEA is by its nature particularly sensitive to the technological aspects of the sales tax problem.  Technology offers both the best chance of managing tax complexity and the worst risk that complexity will be allowed to proliferate endlessly.  Compliance with today’s ridiculously complex system would be impossible, even for the largest taxpayers, without today’s advanced technologies.  The widespread availability of inexpensive computers makes it possible to compromise between the legitimate desires of local taxing jurisdictions to maintain taxing sovereignty and the legitimate desires of taxpayers to avoid extraordinary compliance costs.  Unfortunately, the availability of computers and complex software also allows taxing jurisdictions to delude themselves into believing that complexity is unimportant because the computers will sort it out.

We believe that the key test for any simplified sales and use tax system should be that its remaining complexities are manageable for small taxpayers with modest computers and small (or no) tax compliance staffs.  If this test is not met, many potential taxpayers will simply not comply, and the burgeoning Internet will make their noncompliance easier than in the current commercial environment.  If this test is met, however, it may be possible to realize the potential of the Internet to make available to every person the chance to compete across the global economy.


Thus we would test all proposals by the “one CD-ROM” test: the basic, standard system of multistate sales and use tax, including lists of rates, identification of taxable goods and services and basic exemptions, should fit on a single CD-ROM that is generally made available to the public free or at a modest charge, updated on a monthly or quarterly basis.
  There will be complexities that may have to be preserved and dealt with outside of this standard system, but they should not be binding on small remote sellers.

There are five basic sources of complexity in the current patchwork quilt of sales and use tax systems within the United States:

· Nexus uncertainties (i.e., when is a taxpayer subject to tax in a jurisdiction)..

· Sourcing uncertainties (where is a particular transaction deemed to have occurred).

· Multiple tax rates among jurisdictions.

· Multiple tax “bases” (i.e., rules on what kinds of transactions are taxable).

· Nonuniform procedures for filing, compliance and auditing.

Each of these sources of complexity, and our suggestions for reducing it, are discussed separately below.  In each case, technology offers routes to compromise between tax authorities and taxpayers, but also limits the kinds of complexity that can be tolerated.

It is critical to realize that while multiple tax rates are the most obvious evidence of complexity, they are merely the tip of the iceberg.  One way to quantify the other sources of complexity is to note that major national companies that sell sales tax compliance software packages often offer packages providing complete rate schedules for 10% or so of the cost of their basic system.  The less visible sources of complexity, like the hidden parts of the iceberg, cause much more complexity. 

This proposal provides a framework that permits more complexity than we would prefer.  Our goal was to design a system that would work whichever solution is adopted on certain controversial issues (e.g., remote nexus, single rate per state).  We have attempted, however, to maintain for state and local governments the maximum degree of flexibility that seems consistent with the “One CD‑ROM” test.

II. Discussion
A. Nexus Uncertainties: What Taxpayers are Subject to Tax?
Nexus issues are inherently intractable, involving as they do fundamental fairness concerns and deep constitutional principles.  We make no recommendation on how to resolve thorny nexus issues about catalog sales, Internet sales, use of intangibles, agency nexus, etc.

We have one more modest proposal: if a person or company voluntarily remits taxes to a jurisdiction pursuant to a simplified national sales tax regime, that voluntary remission should not be treated as an acknowledgement of nexus for any other purpose.   By encouraging voluntary sales tax payment where someone’s tax liability relating to a transaction is clear, such a rule will painlessly increase sales tax revenues while allowing both taxpayers and taxing authorities to dispute contestable issues.

Most payments of sales and use tax will always be voluntary.  Remote sellers of goods and services, whether selling by the internet or by catalog, may be willing to collect and remit sales tax on sales of goods if everyone else does it (the ever elusive but absolutely critical “level playing field”) and there is readily available, easy to use software to do the calculations for him.  If doing so requires him to file income tax returns in every jurisdiction, to face more dubious assertions of tax, the seller will be significantly more reluctant to voluntarily participate.

B. Sourcing Uncertainties: Where Does the Transaction Take Place?

As the NTA Final Report indicates, 

Developing effective and practical recommendations for sourcing transactions in an electronic environment requires the balancing of often competing and conflicting interests and objectives.  These include avoiding undue burdens on electronic commerce vendors, enabling governmental units to tax consumption occurring within their borders should they choose to do so, recognizing the unique characteristics of electronic commerce, avoiding confusion on the part of consumers and intrusions into their privacy rights, and attempting to promote neutrality in the tax treatment of similar transactions achieved through different marketing mechanisms.

There are some difficult problems with sourcing, but there are some easy problems too.  A simplified sales and use tax regime needs to provide some clear presumptions and safe harbors for dealing with the easiest cases, while giving notice to taxpayers of the areas where rules must be more complex or less mechanical.

The overarching principle should be that sellers may be required to request information bearing on sourcing from their buyers, even if sellers do not currently request that information, but only if the requested information is limited in amount so that it does not unduly burden commerce.  Taxpayers will have to alter their existing systems, just as tax authorities will have to do so.  The costs of transition should not be treated as an absolute bar to action, or nothing will ever be accomplished.

We do not accept, for example, the suggestion of the NTA Final Report that it is unreasonable to require sellers to ask for zip codes in the course of a sale of a digital product sale over the Internet.
  Asking for zip codes is no harder than asking for states, and the risk of error (or of the buyer simply lying) seems no greater.  Any tax system based on voluntary compliance, including the present one, must permit sellers to rely on information given to them by buyers if the seller is unable to confirm the information itself.  Buyers may have some legitimate privacy concerns about providing more detailed information about their location, but this should be addressed by strict nondisclosure laws or by permitting buyers to “opt out” by paying tax at the highest marginal rate for their state (or some higher rate).

Although many details will need to be addressed, we suggest the following simplifying approaches to sourcing.

1. General Shipping Address Safe Harbor - Sales to Consumers.
First, those who sell goods to consumers by remote methods (e.g., internet or catalog) should be allowed to treat the shipping address as identifying the sole jurisdiction entitled to tax on the sale.  This shipping address safe harbor should be unavailable to sellers only if they have personal knowledge that the buyer is using a transshipment point to avoid tax, which is unlikely to be the case.  For simplicity, the same rule could be applied to “gift sales” or “drop shipments.”  Other rules on gift sales and drop shipments simply generate controversy to no good end.

2. Shipping Address Safe Harbor - Sales to Businesses.
Second, the shipping address safe harbor for remote sellers should be extended to remote sales of goods to businesses in most cases.  It is perhaps more likely in business-to-business transactions that the seller may be aware that the buyer is using an address of convenience, and in such cases it is appropriate to ask the seller to inquire as to place of use so it can fairly calculate tax.  The seller should be allowed to rely on this information, even if incorrect.

3. “Service Benefit Location” Rule for Digital Products.
Third, the sourcing rules for services and some digital products need to be resolved by use of a uniform “service benefit location” rule.  Where a service or digital product is to be used by the buyer or its affiliates in multiple locations (such as multiple offices of a single corporation), the buyer should provide the seller with an allocation of the price to all relevant jurisdictions at which the buyer will derive a benefit from the service.  In some cases, the uniform law should provide a criterion for allocation.  For example, where multiple users of a computer program are anticipated, allocation could be based on the number of users at each relevant location.  Where there is no obvious criterion for allocation, the seller should not be liable provided the parties used a reasonable method of allocation based on the benefits obtained.  The tax authorities should be free to pursue the buyer under use tax law if they object to an allocation method, but, to eliminate any risk of multiple taxation, the tax allocation on any multistate transaction of this type should be subject to binding arbitration.  Several comments agree that this is the prudent approach, but express concern about treatment in states which don’t adopt the “service benefit location” concept.  These concerns underscore the importance of a broad national standardization and simplification proposal.

Additionally, taxing jurisdictions might also consider exempting all digital products to simultaneously further the process of simplification, and avoid a morass of compliance complexity.  Many taxing jurisdictions already exempt digital products, and doing so generally would further simplification by avoiding considerable compliance issues.

C. Multiple Rates
The existence of over 7,500 local taxing jurisdictions poses a great problem for simplification.  Technology offers some limited ability to finesse these difficulties, but these will work only if the limits of technology for smaller sellers are acknowledged and dealt with in a sensitive way.

Any solution to rate confusion must begin with (i) a centralized national repository for rate information for all jurisdictions, on whose data taxpayers are permitted to rely absolutely; (ii) a decision on the minimum size of jurisdiction that must be considered; (iii) a decision on how often rate changes may be effective;  (iv) a technologically feasible mechanism for widespread dispersal of such data, free or nearly free of charge, to all interested parties; and (v) an opt-out mechanism for taxpayers who cannot deal with some levels of complexity.

The requirement of a centralized national repository should not be controversial.  It is critical, however, that taxpayers be entitled to rely on the repository’s data, even if it is incorrect.  The current inability in most jurisdictions of taxpayers to rely on oral advice from taxing authorities has a destructive effect on respect for, and compliance with the tax system (and the system of laws generally).

The idea of a minimum size of jurisdiction that may be considered has posed problems for past efforts to simplify multi-state tax compliance.  For remote sellers, however, it is essential that it be possible to identify the tax rate from information that is readily available.   Thus we believe that the central repository must assume, at a minimum, that tax rates are uniform throughout a particular five-digit zip code.   (This also means that sales and use tax rates should be the same in each jurisdiction, as they are in most but not all states.)   Zip code data is almost universally available, and the number of zip codes is small enough to fit on a standard CD-ROM.  States must provide a political solution for fixing the tax rate and sharing the tax revenue sourced to a zip code that includes multiple taxing jurisdictions; failure to do so will make any solution impossible, and thus cannot be countenanced unless simplification is to be abandoned. 

The idea of limiting the times at which rate changes will be effective obviously limits local sovereignty as to non-local tax collection.  It is not reasonable, however, to expect sellers to update their tables of rates daily or hourly.  It is reasonable to expect sellers to update their rates on a monthly or quarterly basis.  Some flexibility for local taxing jurisdictions must be sacrificed for system efficiency, or compliance will suffer.

Technologically feasible mechanisms for widespread dispersal of aggregate sales tax rates for appropriate governmental and taxing units should not be a problem.  We recommend dispersal on CD-ROM or similar medium, free or at a modest charge designed to cover postage and handling, subject to quarterly or monthly updating.  (While direct database download from the Internet may be feasible and should be available for taxpayers that can use it, it is not yet so technologically simple, reliable and painless as CD-ROM.)   As time passes, other media for dispersing the national database will emerge and should be taken advantage of, but only as they become available to the less sophisticated sellers.

The last important requirement for a national rates database is the presence of opt-out mechanisms.  A few sellers will be unable to take advantage of even a simple CD-ROM or Internet download.  If their total sales to all jurisdictions are below some appropriate threshold, some accommodations may be appropriate.  Among the possible accommodations for such persons are using a single state-wide rate based on the highest aggregate rate in the state, combined with reporting to the state of the zip code of the customer (with the state distributing local tax to the appropriate jurisdiction and keeping any windfall).  Another possibility is giving such sellers access to a real-time Internet service (paid for by the taxing units) that will calculate the tax for them.

D. Multiple Tax Base Issues: What Items are Taxed or Exempt

The current sales and use tax system gives states (and some cities and counties) broad powers to determine whether goods and services are fully taxable, taxable at a special rate or fully exempt.  The taxable or exempt status of a transaction may depend on the specific product or service, how a product or service will be used, who is purchasing the product or service, and/or whether the product or service will be resold.  This diversity of state and local tax base provisions adds significant complexity for multistate sellers trying to comply with sales and use taxes.

The sales tax system in the United States is a collection of 46 state and almost 7,500 local taxes that differ significantly in what is taxable, at what rate, and how they are administered.  For the 31 states that permit local governments to impose a sales tax, there is often wide variation in bases and rates within a state.  This complexity makes it costly for retailers, whether doing business only in one state or in multiple states, to comply with the sales and use tax laws and for tax agencies to administer the law.
  The E&Y Complexity Study sets forth graphic examples of complexity and inconsistency in sales taxes, providing examples of differences for taxation of food and clothing.

While recognizing that state sovereignty demands governmental flexibility to determine what products should or should not be taxed in any jurisdiction, we see no alternative to the “uniform menu” proposed by the NTA Report:

[T]he development of a uniform “menu” that all states would use to define products and services for sales and tax purposes, while retaining the authority to determine whether or not to tax them, would be desirable for purposes of constructing state tax bases.  Such a menu would need to contain sufficient detail to enable it to be capable of representing the states’ current tax bases.  This would simplify the development of software that would enable sellers to determine, for each state, whether their product or service was taxable in the customer’s state.  Several possible models for such a “menu” were explored, and the NTA Project identified the new United Nations Central Product Classification system as a possible model.  The NTA Project did not endorse a specific classification system.

We would go further in placing several limiting principles on such a menu.

1. Single CD-ROM Limit.
First, such a menu must be of a length that is manageable on a single CD-ROM.  If the tax base is defined on a statewide basis, so that the standard menu can be an array with 50 columns and separate rows for a hundred or a few hundred items, this may be feasible.  Local variation, unless extremely limited, will make the standard menu unworkable. 

2. The Standard Menu Can’t Characterize Every Item or Transaction.
Second, it is important to accept at the outset that limits on the standard menu inevitably involve leaving some items outside the standard system.  For sales of goods, we believe the default rule should be that distinctions outside the standard system should not be imposed on sellers.  As an ameliorative principle preserving local sovereignty, the standard system for goods may apply only to multi-state or remote sellers, so that a state or locality remains free to increase complexity on its own citizens so long as it does not unduly burden interstate commerce by adding unmanageable complexity.

This limitation also has implications for any system that depends on third party clearinghouses for computation of sales tax.  While simple questions could be addressed in that manner, particularly for sales of goods to consumers, complex business arrangements (particularly for services) will inevitably involve questions of interpretation and judgement that cannot be dealt with on a routine basis.  

3. Standard Menu of Exemptions and Exempt Buyers.
The basic determination of the types of goods and services that are generally taxable or exempt is unfortunately only the beginning of the determination of the tax base.  In addition to distinctions based on the types of goods and services sold, current sales and use tax makes distinctions based on the identity of the buyer and on the use to which the buyer puts the purchased items.  For example, in most jurisdictions, sales to charities and governmental entities are exempt, and there are a number of less widespread exemptions based on the identity of the buyer.  Similarly, most states exempt sales to parties who resell or export the product, many states exempt (or reduce rates on) sales of manufacturing equipment to manufacturers to some extent, and other less widespread exemptions based on buyer behavior also exist.

From the seller’s perspective, these variations in the tax base are enforced through the use of exemption certificates, supplied by the buyer to the seller, on which the seller is entitled to rely.  Although exemption certificates generally all seek similar information about the buyer or the buyer’s use of the item sold, the precise form used currently varies widely from state to state.

4. Standard Exemption Certificate Forms.
Simplifying this part of the tax base determination quagmire requires two tools: (1) a “standard menu” of exemptions and the prerequisites for each exemption to apply (with each state or locality free to pick the exemptions they wish to apply), and (2) a set of standard forms of exemption certificates usable in all states.  Such a menu should include at least two exemptions based on status of the buyer, for sales to charities and governmental entities.  Similarly, such a menu should include at least five common exemptions based on the buyer’s use of the item, for (a) sale for resale, (b) items for export out of the United States or direct shipment out of state, (c) items incorporated into products later resold, (d) occasional sales and (e) sales of manufacturing equipment.  Standard forms should be available for all these exemptions, including standard procedures for the type of data sellers are required to collect before being able to rely on a claim of exemption, which information should generally be minimal.   The standard menu could deal with less common exemptions by listing (but not providing full details for) such exemptions and putting the burden on buyers to provide appropriate information on a standardized “other exemption” form.  

E. Tax Administration and Procedures

Current sales tax procedures are excessively complex.  The burden of this complexity is most keenly felt by the multistate seller that must comply with the varying laws of the states and must contend with the differing administrative requirements imposed by each jurisdiction.  One of the key attributes of electronic commerce is its ability to enable many new, small retailers to sell on an interstate and international basis, thus accentuating the burden imposed by the diversity in sales tax requirements among states.

If procedures for remitting tax to multiple jurisdictions and dealing with the auditors from multiple jurisdictions are not made simple, many small operations will simply decide not to comply, asserting a lack of nexus and pressuring their federal legislators to make the Internet a “tax free zone.”  Self-interest demands that taxing authorities cooperate in making compliance possible and painless, or they will find that their tax base declines and their power to tax is limited.

There is no principled basis for objecting to uniform sales tax forms and procedures unless one wants simplification to fail.  When it comes to designing a single exemption form, for example, protestations of the need to retain sovereignty may indicate reluctance to simplify and should not be accepted as reasons to forego any simplification at all.  Many states have, to their credit, already worked to establish uniform forms and uniform ways of dealing with such problems as export documentation, but their efforts have been limited in scope.

There is, however, some principled basis for objecting to changes in state rights to audit taxpayers and ultimately determine taxability in their own state agencies and courts.  Even in this more sensitive area, simplification and reform is possible.

We recommend the following reforms, many of which are also suggested in the NTA Final Report:

1. Uniform vendor registration form: 
We see no principled objection to a uniform vendor registration form and national registry of vendors.  Ideally, each vendor should use its own federal tax identification number in sales tax reporting, not a variety of state and local registration numbers.

2. Uniform sales and use tax return:
  We also see no principled objection to a standard tax return form, based on the standard menu.  All efforts should be made to increase the ability to file such returns electronically.

3. Uniform frequency of filing returns:
  Requiring filing of returns more often than monthly is unreasonable, particularly for remote sellers.  Objections that this will impact the cash flow of some states should be rejected; taxing authorities should have the courage to raise tax rates directly rather than playing accounting games.

4. Uniform state laws for bad debt allowances and use of direct pay permits:
  Most but not all states permit sellers to take a credit for sales tax previously remitted where their buyer does not pay for the item (a “bad debt” or “bad check” allowance), but procedures and details vary.  Such sensible allowances for bad debts should be made uniform and universal.  Similarly, many states permit some buyers to obtain “direct pay permits,” so that the buyer assesses itself and remits tax due on the items it purchases while the seller is relieved of responsibility provided it obtains notification of direct pay eligibility.  Direct pay permits should also be made uniform and (if possible) universal.

5. Single Address Filing and Remission:
  The NTA considered a “base state” system in which each seller be allowed to use its “base state” tax authority as its single contact point, filing all its returns and remitting all its payments in one place.  (The base state would then be responsible for transferring cash and information to other states.)  This is similar to the successful system now used for fuel taxes on interstate motor carriers, as mandated by federal law.  Some of the objections to this approach voiced in the NTA Final Report focus on transition problems such as rendering obsolete some tax authority computer systems and impacting cash flow of states that require frequent remission.  Like all “transition effect” concerns, these must be rejected unless simplification is abandoned; you can’t make an omelet without breaking some eggs.  In the long run, a more efficient tax system with greater compliance will generously compensate taxing authorities (and taxpayers) for transition costs.  The remaining objections focus on the fact that if this proposal is adopted without otherwise reducing complexity, it won’t significantly reduce the burdens on taxpayers.  While we agree with this conclusion, it should not prevent use of a base state approach as part of a broader simplification package.

6. More Uniform Auditing:  
The NTA Final Report considered, as part of the base state approach, having each seller’s home state assume responsibility for auditing returns as well as for filing and remittance.  We believe this aspect of the base state approach is impractical.  It is indeed unlikely that Texas auditors, as an example, will be able (in any short term time frame) to successfully audit a taxpayer with attention to the peculiarities of California or New York sales tax law, and serious sovereignty issues are involved.  Thus multistate taxpayers must continue to face the ordeal of multiple audits by multiple jurisdictions.  

This does not mean states should not work to make audit and appeals procedures more uniform.   At a minimum, there should be agreement on a uniform initial data package to be provided to auditors, based on information from the standard menus and standard forms.  Another reform not considered by the NTA Final Report would be the establishment of a uniform method of presenting the results of a compliance audit.  Currently, each state employs its own method of communicating the results of a compliance audit to the taxpayer.  This results in confusion on the part of the taxpayer in attempting to interpret what transactions were taxable, what transactions were presumptively taxable but did not have the correct documentation presented and what transactions were nontaxable when tax was collected by the taxpayer.  Use of a uniform system of reporting the results of compliance audits would allow taxpayers to better understand the results of their audit, leading to more accurate compliance in the future.  Multistate taxpayers would also expend less resources in attempting to understand audit results, thus freeing those resources to be spent in other areas.  A uniform system of reporting audit results would also allow a taxpayer to make a faster determination of where the areas of significant disagreement exist allowing for a faster resolution of the audit and collection processes. 

7. More uniform appeals procedures:
  We believe that every state must have a specialized tax court, independent of the state revenue collection agencies, for resolving state tax disputes.  Every effort should be made to have uniform appeal and refund procedures.

8. Reasonable Compensation for Compliance Costs:
  At present, a majority of states allow sellers some minimal “discount” to compensate for collection and remittance costs.  These discounts are presently much less than actual compliance costs.  Technologically, the differences among states can be dealt with, but as a matter of tax policy it is improper for sellers to bear the burden of collecting taxes which fund general public needs.  A standard collection discount should be agreed upon and updated periodically based on third party studies of actual compliance costs.

F. Safe Harbor for Good Faith Compliance Efforts:

1. Vendor Safe Harbor for Uncollected Tax in Certain Situations:
  In some sectors of remote sales and mail order businesses, a high proportion of customers complete a written order for merchandise, compute the total owed (including any applicable tax) and remit the computed amount by check.  In these situations, it is not infrequent that the tax is not remitted or computed incorrectly because of confusion, math errors, incorrect tax rates and the like.  If such sellers were to be required to collect tax on all sales, they should have some sort of safe harbor for nonpayment or underpayment of tax by purchasers who pay by check.  Absent such protection, they would be in a position of pursuing uncollected tax when it is not cost effective (or paying the same from net revenues) and of potentially alienating customers over relatively small amounts.  Under this approach, states would not hold a vendor liable or otherwise responsible for the remittance of sales and use taxes, beyond the actual taxes collected, in connection with sales transactions where:

A.  The obligation to pay the applicable tax was clearly indicated on the order form and the customer was responsible for computing the amount of tax due;  

B.  The vendor remits to the state all taxes collected from customers located within the state, and the vendor certifies to the state that the outstanding uncollected tax is less than eight percent of the total tax due to the state for sales during the quarter; and

C.  The vendor makes a good faith effort to correct any errors in tax rates and exemptions that are brought to its attention through audit documentation or other writing by a state.

2. Good Faith Reliance on Requests for Information:
  One avenue not pursued by the NTA Project was the concept of establishing policies and procedures for documenting instances where the taxpayer requested guidance from a particular state agency and was given a response that later proved to be inaccurate for purposes of the compliance audit.  Taxpayers who make good faith efforts to have their sales and use tax compliance questions answered should not be penalized for complying with the advice of representatives of the state taxing authorities.  One suggestion would be to establish uniform methods for taxpayers to document their requests of tax agency personnel and the response given by that agency.  The methods established must allow for the agency response to be received by the taxpayer in a timely fashion so that the information given is useful for the reporting period during which the request is made.  As a final proviso, taxpayers should be assured that the making of a request for guidance will not generate an audit.  The use of applications for advice as a method of choosing audit subjects would seriously undermine the entire process.

III. Implementation Issues

There are two obvious mechanisms for implementing sales tax simplification: federal legislation and cooperative state action.  Based on the past experience with multistate negotiations, although participation and leadership by state taxing authorities will be critical, we doubt that cooperative state action could ever be used successfully as the sole course of action.   

First, Congress should encourage adoption of the system outlined above, at least for multistate sellers and transactions, possibly using its power under the Commerce Clause of the U.S. Constitution if necessary.  The adoption of the uniform menus and forms, sourcing rules, uniform rates within zip code boundaries, and other key components of this approach should be mandatory.  This would still leave substantial room for the operation of state sovereignty.

At the same time, there will be a need for continuing cooperative state action on less detailed reforms, such as moving toward more uniform audit procedures and reports, more uniform and comprehensive trainers for state auditors, and related matters.  It may be desirable to create a permanent, federally sponsored and funded forum to accomplish these objectives, for ongoing discussions among state tax authorities and other interested parties.

IV. Summary and Conclusion

The current environment offers the best opportunity in decades for a truly comprehensive simplification of the crazy-quilt system of state sales and use tax systems.  Technology makes reform essential but also makes reform possible without either undue demands on sellers or unreasonable restrictions on state sovereignty.  What is essential is the will to act boldly and to desert the comfortably familiar mess of current forms and procedures.  Excuses for inaction must be rejected so that America can have a streamlined 21st century tax system to match its 21st century economy. 

Respectfully submitted to the Advisory Commission on Electronic Commerce,

American Electronics Association

December 2, 1999
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� See the extensive ACEC materials located on the ACEC’s website, at www.ecommercecommission.org.


� See, for example, the September 15, 1999 testimony before the ACEC of  Dan Bucks (Director, Multistate Tax Commission), Harley Duncan (Director, Federation of Tax Administrators), Jim Eads (Ernst & Young), and Terrence P. Ryan (Director, State and Local Taxes, Apple Computer), all of which can be found at the ACEC website shown above.


�  Referred to as the “NTA Project.”


�  Referred to as the “NTA Final Report.”  Complete text of the NTA Final Report can be found at www.ntanet.org.


�  Congress could greatly facilitate this feature by establishing and funding a central national repository to which all state and local taxing authorities would promptly report sales and use tax changes.  The central repository would then incorporate all national changes into the CD-ROM issued the following month.


�  NTA Final Report, Executive Summary, p. iv.


�  See, NTA Final Report, pp. 35, 41-42.


� Cline and Neubig “Masters of Complexity and Bearers of Great Burden: The Sales Tax System and Compliance Costs for Multistate Retailers,” September 8, 1999, Ernst & Young, LLP, at � HYPERLINK http://www.ey.com/commerce ��www.ey.com/commerce�, referred to as the “E&Y Complexity Study.”


�  NTA Final Report, Executive Summary, pp. iii-iv.


�  See the excellent discussion in the E&Y Complexity Study, at pp. 13-19.
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