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If I were asked to stop and ruminate on the best way to approach sales tax simplification based upon individual experience and study given the present state of conditions, what would I say? Here goes -with the caveat that the thoughts do not represent those of my employer, any associations to which I belong or committees on which I participate.

Premise:

The American system of reliance on a retail sales tax administered by and for the operation of state and local governments is theoretically sound and appropriate.  The taxation of consumption in the United States should continue to be the province of state and local governments.  The operation of the Retail Sales Tax can and should accommodate commerce in the twenty-first century and be fair and neutral regardless of the type and scale of commerce.

Policy:

In addition to raising revenue, a tax should incorporate certain criteria of a sound tax structure.  Each tax is part of a larger overall system of taxes and within that context the following standards for consumption tax appears to be widely accepted:

1. The sales tax is designed to be a uniform tax on consumer expenditures. It’s structure, therefore, should (a) facilitate shifting the tax to the ultimate consumer, (b) apply to all consumption expenditures at a uniform rate, except in those circumstances in which deviation from this rule has specific justification, and (c) apply to the amounts actually paid by final consumers.

2. The tax structure should be designed to minimize regressivity in the distribution of tax burden in order to conform as closely as possible to accepted standards of equity.

3. The tax structure should not create competitive disturbances among various types of distribution channels, methods of doing business, forms of business organization, and the like.

4. The tax structure should facilitate administration and vendor compliance.

Gaps:

The present state of the American Sales and Use Tax System is being examined across many fronts as is appropriate for any process or system, particularly where changes in the commercial environment have been extensive.  These examinations have led to a confluence of identified gaps in the United States sales tax that need to be addressed.  In no particular order, below is my perspective of important gaps:


-Sales tax is not neutral with respect to types or forms of commerce.  For 

example, the sales tax is not currently operative with respect to many transactions that are growing in importance (e.g.,  800 numbers, Internet purchases)


-Sales tax is not being applied uniformly to all retail transactions.  For example, 

  a wide variety of retail services are not currently in the tax bases of most states.


-U.S. retail sales tax is currently inferior to the value added tax in use by most 

  other countries.  Both taxes, structured in their purest form, are economically

  equivalent taxes on household consumption expenditure.  However, the current 

  administration of the retail sales tax in the U.S. has led to the conclusion that the 

  U.S. retail sales tax is inferior with respect to all of the aforementioned “Policy

  Standards”.


-The retail sales tax, to a much greater degree than the VAT, is hardly a tax on 

  final consumption.  Business inputs have crept in to being a major part of the tax 

  base such that tax pyramiding or cascading is a predominant feature of this tax in 

  each state.  Domestically produced goods and services are at a distinct 

 disadvantage relative to foreign produced goods and services, everything else being equal.


-Variation in the retail sale tax base of states has led to violations of neutrality.

  For example, consumers drive across borders to make purchases of certain items 

  based upon sales tax treatment.


-Purchases of good and services in foreign countries for use in the U.S. is not 

   
  addressed in practice by the current U.S. retail sales tax.


-Complexity or compliance is the rule within the U.S. retail sales tax.  Some of 

  the largest areas of concern are:

· Home rule reporting.  In some states companies are required to file, pay  interact with and be audited by every city in the state, in addition to the state authority

· Lack of uniformity of the description and definition of the tax base

· Complex rules for sites of transactions of tangible personal property 

      before even addressing more difficult retail transactions.

· Multiplicity of tax rates and frequency of changes

· Registration has to be accomplished separately for each state for a  taxpayer  who wants to comply.

Gaps (cont.):

· Requirements to distinguish tax returns and payments by type, as well as confusing pre-payment arrangements by some states.

· Special treatment of transactions (invoice level thresholds, special tax 

       rates)

· Lack of excellent enforcement.  Vendor discount use is spotty, with many thresholds voiding any impact of this tool as an incentive. Audits, assessments, and appeals lack uniformity.

Solutions:

The forms solutions take can vary from administrative and/or legislative action by a particular state, adoptions of model statues /regulations by all states, to regional agreements, and federal legislation.  It is likely that some combination of all these vehicles will ultimately be appropriate and necessary.

-Implement expanded duty to collect sales tax such that vendors, including vendors located outside the US, are required to collect tax based upon economic penetration of the marketplace.


-Sales tax should be applicable to all retail transactions.  Exceptions should be 

 
  limited to non-feasibility (e.g., vending machines).  Social policies should not be 

  addressed via tax base consideration, but through many other vehicles available, 

  such as tax credit mechanisms. Regresivity concerns should be 

  addressed via credit mechanisms and other vehicles.


-Sales tax application to business inputs should be eliminated where possible and

  readily identifiable taxation of business inputs should be reversed.  In some 

  cases this can be done through simplification efforts. For example, the difficulty of situs of e-commerce transactions is dramatically reduced when business to business transactions drop out of the equation.  Future policy decisions should be reinvigorated to carefully target retail level of business activity only.

· POLICY PREROGATIVES

· Revenue to be raised is decision of each state and its localities with changes of rate limited to one per year with three month notice requirement. At the very least there must be only one rate for each five digit ZIP code. Information technology tools may be useful to address this important area.

· Definitions of tax base  and transaction descriptions should be a collective decision uniformly applicable to all states

· Taxability of retail products and services is a collective decision uniformly applicable to all states (addresses administrative simplicity and neutrality such that cross-border shopping for tax reasons is minimized)

Solutions (cont.):

· Situs of tax is based upon destination location  for goods and location of customer for retail services and is uniformly applicable for all states

· Vendor discounts of a minimum of 1 % with no threshold are applicable, with an upper limit the prerogative of each state

· Return and payment processing is to be administered by each state on behalf of itself and it’s localities at state level only

· Establish a multistate tax commission to (1)review and implement all policy issues where uniformity is appropriate; (2) Enable multiple registration for sales tax; Perform audits of multistate billing processes;

· States individually perform audits of single state retailers’ billing process and all over-the-counter transactions in a state as well as use tax on purchases (Direct Pay)

· Foreign retail purchases of goods by US citizens are subject to tax and to be administered as a surcharge of _ percent on all transactions wherein a US credit card is used, with proceeds to be transmitted to state of cardholder address

In summary, the current sales/use tax in the United States desperately needs modernization,  yet it’s structure is suited to it continuing to be a viable cornerstone of taxation for state and local governments. 
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