— usually by computer, but sometimes
by manual calculator — is the rule. Not
all states attempt field audit on what
might reasonably be called a large scale,
bul most place some reliance on it
About half the states have tried to devise

criteria for maximum audit productivity
by making sample audit analyses of ven-
dors in different categories and of vary-
ing sizes, but not all have succeeded.
California, TFlorida, Georgia, Hawaii,

New Jersey, Rhode Island, and Wash-

Table 17

Selected Factors Relating to Delinquency
and Audit of State Sales and Use Taxes by State(2

Fiscal Year 1968 or 1969

Recovery
Delinquents Percent of from audit,
after first notice, Sales tax sales tax percent of
percent pf accounts per accounts audited total
State all accounts auditor/examiner each year collections
Alabama 7.0 460 12,5 1.4
Arizona 1.0 2,130 3.0 8.0
Arkansas n.a. 1,270 n.a. 5.0
California 3.7 560 7.0 1.8
Colorado 2.5 1,450 5.0 5.0
Florida 24 2,640 0.8 0.8
Georgia 2.0 500 20.0 2.6
Hawa' n.a. h.a. 2.0 2.4
Idaho 4.5 1,000 1.0 1.0
Indiana n.a. n.a. 3.0 n.a.
lowa 6.0 770 1.5 -
Kansas 2.0 2,000 1.0 1.0
Kentucky 2.5 n.a. 1.0 0.4
Louisiana 4,0 1,360 4.0 0.5
Maine 0.7 700 6.6 1.6
Maryland 4,2 610 5.0 1.8
Massachusetts n.a. 1,700 (b) 1.5
Michigan n.a. 350 1.0 1.0
Minnesota 4,0 560 n.a. 2.7
Mississippi 1.5 830 5.0 1.8
Missouri n.a. 480 2.5-3.0 2.5-3.0
Nebraska 1,1 3,840 0.6 0.5
Nevada 57 330 7.9 0.9
New Jersey 100 n.a. 2.0 2.5
New York 12.0 710 5.0 2.0
North Carolina n.a. n.a. 4.4 1.1
North Dakota 3.0 1,780 15.0 1.5
Ohio 2.5-3.0 1,050 0.8 1.1
Oklahoma 10.0 1,380 7.0 2.0
Pennsylvania 8.6 420 2.0 1.3
Rhode Island 8.0 450 7.5 1.8
South Carolina 3.1 940 3.0 1.1
South Dakota 5.0 2,430 1.9 0.5
Utah 6.7 750 6.7 1.5
Vermont n.a, n.a. n.a. n.a.
Virginia 3.5-45 480 n.a. n.a.
Washington n.a. 1,000 4.0 1.5
Wisconsin 2.8 1,600 1.0-2.0 1.0
Wyoming n.a. 6,100 0.3 0.3

n.a, — not avallable,

a. Information was not available for the following states with sales and use taxes: Conneclicut, lllinols, New

M:zxico, Tennessee, Texas, West Virginia.
b. Very small number.

Source: Questionnaires lo stala taxing olficials.
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ington make extensive use of the results.
Pennsylvania chooses fully three-fourths
of the accounts to be audited on this
basis. About a third of the states pro-
gram computers to “kick out” returns for
which exemption or total sales data fall
outside industrial and size norms; re-
jected returns are double-checked and
the accounts are likely to be field-au-
dited.

The number of sales tax accounts per
auditor ranges from about 350 (in Ne-
vada and Michigan) to well over 2,000
(in Florida, Nebraska, and South Da-
kota ). As may be seen in Table 17, there
is a corresponding range in the number
of accounts individual states manage to
audit each year, and a rough correlation
between men available and the number
covered, The general practice is to con-
centrate on firms with the largest sales
volume, and a small proportion of total
accounts may represent a substantial
share of total sales.

Revenue recovered from audit typi-
cally amounts to one or two percent of
aggregate sales tax collections. But audit
yields benefits beyond the amount of
revenue recovered directly, as indicated
by Maryland’s chief sales and use tax
administrator:

Failure of vendors to keep proper rec-
ords continues to be a problem, espe-
cially with smaller accounts — many
of whom are not.qualified to maintain
their own records and cannot afford
to acquire accounting assistance, Au-
dits of small vendors in certain busi-
nesses have permitted us to better
acquaint these taxpayers with the col-
lection of the tax and establish a sys-
tem of recordkeeping, In many in-
stances this has been beneficial, so
far as compliance with the law is
concerned,

One aspect of field audit—and a prob-
lem mentioned by many administrators
— is the vendor's responsibility to prove
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that sales he has reported as exempt
were in fact exempt under the law, A
California official's comment is repre-
sentative:

Exemptions present problems to both
the seller and the state since the seller
is required to classify sales as exempt
or taxable and retain evidence sup-
porting exemption, while the state in-
curs expense when these exemptions
are verified through field audits of
sellers’ records. This audit expense is
more than offset by additional tax
disclosed by audits.

Recruiting and training competent au-
ditors is a problem in several states. The
frequency and thoroughness of field
audit depend, of course, largely upon
the size of staff for which the legislature
will pay. From the standpoint of firms
subjected to audit, it is of the utmost
importance that field men be thoroughly
acquainted with the type of accounting
methods they will encounter in the
course of their work., Complaints from
large businesses in particular suggest
that auditors do not always meet such
standards.

What problems are relatively unim-
portant? Setting up new accounts and
closing old ones, casual sales, and tax-
payer complaints appear to present few
serious difficulties.

Costs of Administration. As a share of
tax collected, it costs most states from .7
percent to about 1.5 percent to admin-
ister the tax. The higher the tax rate, of
course, the lower will be the state’s cost
in proportion to revenue. It should be
kept in mind that vendors also incur
collection costs and that total costs of
administration and compliance are per-
haps twice the amount borne by the
states alone,

Use Taxes and the Registration of
Interstate Businesses

Special circumstances surround state

administration of the tax on sales in in-




terstate commerce. Use tax enforcement
is subject to legal constraints of a sort
not encountered in the administration
of the sales tax, because the states” col-
lection practices involve complicated
(uestions concerning jurisdiction over
businesses beyond their borders.

While buyers always bear legal re-
sponsibility for paying use tax, adminis-
trators’ attempts to collect the tax di-
rectly from resident consumers would
be ineftective as well as prohibitively
expensive. Thus except for such con-
sumer purchases as automobiles, which
must be registered when brought into
a state, the tax must be collected by the
out-of-state vendor if it is to be collected
at all. Sales to business purchasers are
another matter — in some states, at least
— because resident businesses can be
watched over as sales tax registrants and
allowed to pay tax directly on their
purchases from outside the state. (See
Table 16 for a list of the states allowing
businesses to make direct payment.)

Many out-of-state (or “foreign”) busi-
uesses making sales to residents will
register voluntarily, collect tax, and re-
mit it to state officials.!’® Others, how-
ever, will register only when the law
leaves no choice in the matter,

But “the law” concerning state author-
ity to require foreign vendors to collect
use tax has evolved fitfully — on the basis
of Supreme Court decisions or, at times,
Congressional action — now broadening
state jurisdiction, now restricting it, In
the absence of rigorously clearcut guide-
lines, a few states have seemed to trans-
cend the limits of established practices
to the point where interstate businesses
have felt they were being diseriminated
against in tavor of local vendors — in

violation of interpretations of the Inter-
state Commerce Clause of the Federal
Constitution. The states, on the other
hand, wish not only to collect whatever
use Llux revenue is due, bul also to pro-
tect local vendors from tax-free, out-of-
state competition.

Much of the difficulty arises from the
absence of uniform practices from one
state to another, The two alternative ap-
proaches to obtaining greater uniformity
— Federal stardards or voluntary co-
operation among the states — can be best
understood in the light of an outline of
present state authority,

Circumstances in Which Vendor Col-
lections Is Required. What activities
constitute a strong enough link between
a foreign business and its customers
within a state for state tax authorities to
require the business to register and col-
lect use tax on all sales to residents?

(1) A multi-state company with outlets
in a given sales-tax state must col-
lect tax when an out-of-state branch
makes deliveries into the state in
response to mail orders.! The loca-
tion of Dbusiness facilities in the
state establishes a nexus adequate
to require registration.

According to a court decision in
1944, o company employing one
or more salesmen to solicit orders
in a state must register — even
though the salesmen may work only
occasionally in the state,

In 1960 this was extended to in-
clude independent brokers or dis-
tributors serving as mere conduits
of orders for the out-of-state com-
pany’s products, 6

13, Maryland and Rhode Island, among other states, rely largely or entirely on such voluntary registration,

14, Nelson v, Sears Roebuck and Co., 1941,

15, General Trading Co, v, California State ‘Tax Commission.

16. Seripto, Ine, v, Carson,

49




On the other hand, advertising alone
fails to create a link sufficient for the
state to be able to require registration,
whether the advertising takes place via
the mass media or by distribution of

atalogs by mail.!7

In practice only a small fraction (es-
timated in 1964 to be under a tenth!8)
of the companies with multi-state mar-
kets register with tax authorities in
states where their only link with resi-
dents is through salesmen actively solic-
iting orders. In other words, firms other
than those with branches in a state are
not likely to register or, for that matter,
to come to the attention of the state,
Firms doing a large volume of business
with residents represent the exceptions
to the pattern, because with them the
state will be assured of covering its en-
forcement costs (and quite probably
much more). Consequently, the states
have concentrated registration and en-
forcement efforts on foreign firms with
the largest in-state sales volume, This
concentration is in itself a form of dis-
crimination against large firms, how-
ever necessary it may be from an admin-
istrative standpoint.

Large firm or small, the troublesome
aspect of collecting use tax as opposed
to sules tux lies in the number of returns
@ business registered in several states
must file, Differences in coverage — par-
ticularly coverage of machinery sold by

industrial retailers, whose markets typi-
cally cross state lines — from state to
state are the rule. A use tax registrant
must learn, therefore, the statutes of as
many states as require him to register
and must, of course, file a corresponding
number of returns at regular intervals.

Revisions under Consideration. Legis-
lation now pending in Congress would
impose sharp restrictions on state juris-
diction with respect to out-of-state juris-
dors. Under one proposal'® only busi-
nesses with physical facilities or inven-
tories in a state could be required to
register for collection of use tax. Sup-
pliers of businesses in other states would
be relieved of the responsibility for col-
leeting tax if their customers could pro-
vide sales-tax registration numbers, All
states would be required to grant cred-
its for sales tax paid on an item pur-
chased elsewhere. (Most states already
grant such credits, )

The states view the prospect of Fed-
eral standards with something less than
equanimity, Several responded to the
threat in 1967 by forming the Multi-
state Tax Comnission, which now num-
bers more than 30 full or associate mem-
ber states. Members agree to adhere to
uniform provisions for state taxation of
income and sales in interstate com-
merce, The Commission has become the
primary agent behind the simplification
of use tax compliance requirements.

17, Under the controversial National Bellas Hess, Ine, v. Hlinois declsion of 1967,
18, Special Subcommittee on State Taxation of Interstate Commercee, ap, cit, p. 722,

19, The Interstate Taxation Act, also known as the Rodino Bill, For a full discussion of this and other issues in
state taxation of multi-state business see Proceedings of a4 Tux Foundation Seminar on “Taxation of Inter-

state Business," held in Chicago, April 16-17, 1970,
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VIL

The Tax as Used by Local Governments™

Local sales taxes are by and large a
postwar phenomenon. Before 1945 only
New York and New Orleans had im-
posed them successfully, while in 1970
they are levied in 23 states by more than
3,500 local governments, including
roughly 3,000 municipalities, about 500
counties, and even a few special dis-
tricts. (Sec Table 18.) Since 1965, more-
over, the pace of local enactments, has-
tened by new enabling laws in 12 states, !
has steppec! up noticeably.

Both the nitial impetus for local sales
taxation and| the current wave of activity
have stemmed from a search by local
governments — particularly municipali-
ties? — for a supplement to the property
tax.

The Revenue Significance of
Local Sales Taxes

For local governments as a whole,
property tax revenue dwarfs collections
from all other taxes combined, and
sales taxes appear to be relatively un-
important. Property taxes accounted for
an impressive $27 billion in 1968, or 86
percent of local tax revenue and nearly
two-thirds of all revenue raised by lo-
calities themselves for general programs
(Table 19). By contrast, the $1 billion
garnered by local sales taxes amounted
to less than 4 percent of total tax rev-
enue, and less than 3 percent of the
money localities raised for general
purposes.

A somewhat different picturc emerges,
however, when local tax revenue is
classified by type of local government
(Table 20). In contrast to virtually total
reliance by counties and special districts
on property taxes, cities and towns col-
lect nearly a third of their tax revenue
from levies on income, retail or selec-
tive sales, and other non-property
sources, Sales taxes alone account for
nearly 10 percent of municipal collec-
tions. Indeed, of the $1,204 million in
local sales tax collections for 1968, mu-
nicipalities raised $1,090 million.

Sales Taxes in City Tax Structures.
While sales tax collections amount to
about a tenth of total city tax revenue,
this share refers to all 18,000 municipali-
ties and tells little about the importance
of the tax in sales-tax cities as such.

As of April 1970, the tax was in effect
in 3,063 cities, or about one of every six
(Table 21). Although the great majority
ot sales-tax cities are relatively small
(since small cities as a group greatly
outnumber large ), large cities are more
likely to use the tax. The portion of
cities using the tax is more than twice
as great for cities of 50,000 and over as
for smaller municipalitics, Morcover,
fully half of the cities with populations
above 300,000 employ local sales taxes.

The revenue significance of the tax
for cities of different sizes, as well as for
individual large cities, is illustrated in

* Since the analysis for this study wus prepared, Kansns has authorized its counties to levy sales taxes of Y2 or
I percent; this action brings to 25 the number of states authorizing one or more local units to levy siles taxes,

1. This figure excludes authorization in Arkansas and Minnesota which are restricted to one or a few localites.
Twenty-two states have general authorlzations, but local taxes are as yet levied in only 21 of them,

2. The term “municipalities” Is synonymous with “cities” or “cities and towns,” as used here. Technically, as

defined by the Bureau of the Census, “municipulities"

designated as cities, villages, boroughs, and towns,

generally include all active governmental units ofticially
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Table 18

Local Retail Sales Taxes by State, Selected Features

April 1, 1870

Units levying tax(a)

State and type of Year first Percent of Rate(b)

local government tax imposed Number total units (percent) Administration

Alabama 1946 Mixed(c)
Municipalities 175 48.7 Y2-2
Counties 21 31.3 1.2

Alaska 1949 Local
Municipalities 45 88.2 1-5
Boroughs 5 55.6 1-3

Arizona 1949 Local
Municipalities 28 45.2 Ya-1

Arkansas(d) 1966 State
Municipalities 1 (d) 1

California(e) 1945 State
Municipalities 382 95.5 1
Counties 58(f) 100.0 1

Colorado 1948 _ Mixed
Municipalities 34 135 v, 13
Counties 5(g) 8.1 1.2

Illinois 1955 State
Municipalities 1,240(h) 98.7 Va-1
Counties 97 95.1 Yo-1

Louisianafi) 1936 Local
Municipalities 72 26.7 12-2
Parishes 50 80.6 Va2

Minnesotald) 1970 State
Municipalities 1 (d) 1

Missouri 1970 State
Municipalities 8 9 -1

Nebraska 1969 State
Municipalities 2 4 12

Nevada(k) 1969 State
Counties 2 11.8 1a

New Mexico 1967 State
Counties 3 9.4 Ya-12

New York 1934 State
Municipalities 16 2.6 1-3
Counties 40 70.2 1-3

North Carolina 1970 State
Counties 26 26.0 1

Ohio 1968 State
Counties 3 3.4 12
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Table 18 (Continued)

Local Retail Sales Taxes by State, Selected Features
April 1,1970

Units levying tax(a)

State and type of Year first Percent of Rate(b) -

local government tax imposed Number total units (percent)  Administration

Oklahoma 1966 State(m)
Municipalities 216 414 1

Soutt: Dakota 1969 State
Municipalities 3 1.0 Y2-1

Tennessee 1963 State
Municipalities 14 4,7 1-%2(n)

Counties 79 84.0 1-1%(n)

Texas 1967 State
Municipalities 505 57.2 1

Utah 1959 State
Municipalities 142 66.7 Yo
Counties 27 93.1 Y2

Virginia 1966 State
Municipalities 38 16.6 1
Counties 96 100.0 1

Washington 1970 State
Municipalities 140 52.4 Y2
Counties 16 41.0 Y2

Wisconsin (o) State
Counties (o) (0) 15(0)

District of
Columbia 1949 1 - 4(p) -

a. Number includes only those local taxes on which authoritative information is available.

b. Where both counties and municipalities levy the tax, rate figures refer to maximum rate combinations for all
local taxes. Exceptions are Alabama, Alaska, Golorado, Louisiana, and New York local rates, which are
cumulative. In no state do combined state and local rates exceed 6%.

c. Etﬂctacltlvo September 12, 1969, the base for all locally administered sales taxes must conform to that of the
state tax.

d. Restricted authorization. Arkansas limits use of the tax to first or second class citles with population under
40,000 that have been designated Model Cities. Minnesota's authorization applies only to Duluth,

e. The San Francisco Bay Rapid Transit District (covering Alameda, Contra Costa, and San Francisco Countles)
also levies a 2% tax, collected by the state, For the period July 1, 1970, through Decembar 1, 1970, the
Southern California Rapid Transit District (covering most of Los Angeles County) will levy a similar tax.

f. Includes the city-county of San Francisco.

g. Includes the Delta County tax, which takes effect July 1, 1870,

h, Approximate number.

I. The tax is imposed by school districts, police Juries, and on a parish-wide (county-wide) basis. More than one
tax can be Imposed within a parish. The maximum combination of local rates Is 3%.

J. Includes taxes In 5 municipalities taking effect July 1, 1970,

k. All 17 countles participate In the local-support 1% sales tax system; these mandatory counly taxes are classi-
fied as being part of the state sales tax.

l. Voters in 25 North Carolina countles approved 1% county taxes at a special election in November 1969. Prlor
to this election, authorization to levy tax had been restricled to Mecklenburg County, which now uses a
2% tax.

m. The state collects the tax, but municipalities enforce It.

n. The maximum tax payment on a single item Is limited to $7.50.

o, As yet no counties in Wisconsin have acted upon a 1969 authorization to levy Y2% taxes.

p. Food for home consumption, nonprescription medicine, and specified consumer setvices are taxed at 2%:;

alcoholic beverages and restaurant meals, at 5%. A credit against District income tax llability is granted |low-
Income taxpayers to offset part of thelr sales tax payments.

Source: Commerce Clearing Mouse; Advisory Commission on Intergovernmental Relations; Department of Com-

merce, Bureau of the Census; percentage compulations by the Tax Foundation.
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Table 19

Sources of Local General Revenue!®
Fiscal Years 1958 and 1968

Amount (billions) Percentage distribution
Source 1958 1968 1958 1968

All general revenues

Total general revenue $27.6 $63.2 100.0 100.0
Intergovernmental 8.2 22.3 20.0 35.3
From states 7.8 20.3 284 32.1
From Federal government 4 20 1.5 3.2

Own sources 19.3 40.9 70.1 64.7
Taxes 15.5 31.2 56.1 49.4
Nontaxes 3.9 9.7 14,0 22.3

Tax revenues only

Total taxes 155 31.2 100.0 100.0
Property 13.5 26.8 87.4 86.1
General sales(b) i 1.2 4.5 39
Selective sales(b) 4 N 25 2.3
Individual incomelc) 2 1.1 14 35
Other o 1.3 4.2 4.3

a. “General revenue" Includes all revenue except utility, liquor stores, and insurance frust revenue; receipts
from borrowing are not included,

b. Includes gross recelpts taxes.
¢. Includes minor amount for corporation Income taxes.
Source: Department of Commerce, Bureau of the Census, Percentage computations by Tax Foundation.

Table 20

Source of Local Tax Revenue by Type of Unit
Fiscal Year 1468

Percent of tax revenue

Total tax Nonproperty
revenue
Unit (millions) Property Total Sales tax
All local governments $31,171 86.1 13.9 3.9
Municipalities 11,291 68.8 31.2 9.7
Counties 6,180 91.5 85 1.6(a)
Townships, school districts,
and special districts 13,700 97.9 2.1 (b)
a. Estimated,

b. Less than .05 percent.
Source: Department of Commerce, Bureau of the Census. Percentage computations by Tax Foundation,
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Tables 22 and 23. Comprehensive data
on revenues, available only for city-size
groups of 50,000 or more, indicate that
in these cities the sales tax furnished 18
percent of all tax collections in fiscal
1968.> Somewhat surprisingly, the sales
tax was a larger component of tax rev-
enues for cities below half a million
persons than for larger cities.* For cities
below that size, the sales tax constituted
27 to 30 percent of all taxes collected,

as compared with about 16 percent for

the largest cities.

But for several large cities, viewed in-
dividually, the sales tax was a more imn-
portant source than the aggregate data
suggest. (See Table 23.) In the 14 larg-
est sales-tax cities, the share of the tax
in total collections (though falling as
low as 11 percent in Chicago) extended
up to 45 percent in Phoenix. In 8 of the
14 cities sales taxes made up over one-
fourth of all city tax collections.

The significance of sales-tax action in
large cities transcends natural interest
in these cities as such, for in the past
adoption by a large city has character-
istically preceded — and heralded — en-
actments by smaller cities in the same
state, Inasmuch as a dozen states have
provided authorizations since 1965 and
10 of the nation’s largest cities have
acted upon them, it seems likely that the
total number of smaller sales-tax cities
will increase rapidly in the next few
years.

One important factor in this growth
is undoubtedly the efficiency with which
state and local governments have come
to administer and define the tax. In view
of the large and steadily growing num-
ber of local governments using the sales
tax, and the ongning search for addition-
al local revenue, the subject of state-local
sales-tax coordination deserves special
attention.

3. Note that in 1968 only 87 cities in this size group were levying the tax, as compared with 114 in April 1970.

4. At least in part, this fact s explained by the heavier use of other nonproperty taxes by the larger cities, and
the higher per capita demand for total revenue (and expenditures) whicn appears to accompany population

growth beyond a certain point,

Table 21

Sales-Tax Cities by Population Size, Number and Percent of All Cities
April 1, 1870 '

Population Number levying Percent of
in 1960 sales tax all cities

Total, all cities 3,063 17.0
Total, 50,000 or more 114 36.3
1,000,000 or more 3 60.0
500,000 to 999,999 9 52.9
300,000 to 499,999 10 45,5
200,000 to 299,999 7 36.8
100,000 to 199,999 26 388
50,000to 99,999 59 32.1
Total, less than 50,000 2,949 16.6

Source: Commerce Clearing House; Department of Commerce, Bureau of the Census. Computations by Tax

Foundation,
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State-Local Sales Tax Coordination

All the local sales taxes authorized
since 1955 coincide in coverage with
their respective state sales taxes; are
collected along with them; and apply at
virtually uniform rates within each state.
This group accounts for twe-thirds of
the 21 states in which localities gen-
erally (as opposed to one or two specif-
ically designated jurisdictions) impose
the tax. In a majority of the 14 states,
the county is the basic sales-tax unit,
but five states permit only municipal
levies.

The local taxes enacted under post-
1955 authorizations represent an at-
tempt to overcome the chaos of the early
postwar taxes.

Locally Administered Taxes. The po-
tential weaknesses of isolated, locally
administered sales taxes materialized
with a vengeance in the decade after
1945. Municipal levies were imposed by
cities of varying size in California, Ala-
bama, New York, Alaska, Louisiana, and
Mississippi. Except in Mississippi, defi-
nition of the base and administration
were left up to the municipalities them-
selves; as a result, local rates and cov-
erages varied from one jurisdiction to
another. Administrative costs were rela-
tively high, but the main defects of the
local levies lay in their impact on trade
patterns.

Retailers suffered from various pro-
visions for the early levies.® As a rule,
taxability was determined not by loca-
tion of sale but by point of delivery.
Purchasers who lived beyond a taxing
city’s boundary (or who knew someone

living outside the city) could escape tax
by arranging for a store to ship outside
for delivery; retailers therefore had to
bear the inconvenience and expense of
making an increased number of home
deliveries.® Retailers collected both the
state and the local tax, and (since cov-
erage differed between them) had to
maintain two sets of records of taxable
and exempt sales. Finally, merchants
beyond city limits could offer lower
prices. Retailers in the taxing area thus
faced the unhappy choice of absorbing
the tax or losing sales to tax-free com-
petitors.

The drawbacks of the autonomous
local taxes have more than simple his-
torical interest: these levies still operate
in Alabama, Alaska, Arizona, Colorado,
and Louisiana.” Ever though Arizona
and Louisiana collect sales taxes of their
own, they have provided no mechanism
for state administration for local levies.
Alabama and Colorado offer optional
state administration but have failed to
induce widespread participation by lo-
calities.! Though not all the problems
mentioned in the composite picture
above are present in each of these states,
their local taxes appear on the whole
to work less satisfactorily than the ones
in states with uniformity and state ad-
ministration.

The “Piggy-Back” Collection Mecha-
nism. In 1955 the California Legislature
agreed on a new program of voluntary
local cooperation with the state (the
Bradley-Burns plan) that was designed
to overcome the problems associated
with the early local taxes. That same
year Illinois (where no cities had en-

5. John F, Due, State 8- les Tax Administration (Public Adminlstration Service: Chicago, 1963), p. 237 et. seq.

6. Conversely, cities levied use taxes on items sold in other areas in the sume state and “imported” into the
city. In practice, these taxes were for the most part unenforceable.

7. In addition, such features as inter-local use taxes, determination of tax status by point of delivery, and rate
variations of as much as three percentage points between neighboring localities persist in the state-administered

New York taxes, On a $100 purchase the

Ifference in tax can be $3.

8. Effective September 1969, Alubama required all local taxes to conform in coverage to the state sales tax,
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Table 22

Relative Importance of City Sales Tax Collections by City Size
Fiscal Year 1968(a)

Sales-tax municipalities

Sales tax
revenue as a
All percent of
Papulation municipalities, Pecent of total tax
in 1960 number Number total units revenue
Total, 50,000 or more 314 87 27.7 18.3(b)
1,000,000 or more 5 3 60.0 15,7(b)
500,000 to 999,999 17 4 235 16.7
300,000 to 499,999 22(c) 8 31.8 26.6
200,000 to 299,999 19 8 421 28.1
100,000 to 199,999 67 17 254 289
50,000 to 99,999 184 47 25.5 29.8

a. Represents fiscal years ending between July 1, 1867, and June 30, 1968,

b. I' New York City Is excluded, sales tax collections for cities over 50,000 were 21.9% of total tax collections;
the share for cities over one miilion was 16.7%%,

¢. Includes Nashville and Davidson County, Tennessee, as one levying unit.
Source: Department of Commerce, Bureau of the Census, Computations by Tax Foundation.

Table 23
Sales Tax Revenue in the 14 Largest Sales-Tax Cities(2
Fiscal Year 1968
Sales tax
Population  Sales tax Tax revenue (millions) as a percent of

rank rate total tax

Clty 1860 (percent) Sales tax Total revenue
New York 1 3 $413.7 $2,680.5 154
Chicago 2 1 35.2 327.9 10.7
Los Angeles 3 1 62.3 257.6 24,2
Washington, D.C. 9 4 46.0 304.2 15.1
San Francisco 12 1 22.0 166.4 13.2
New Orleans 15 2 15.7 50.1 314
San Diego 18 1 11.7 39.3 29.7
Denver 23 3 17.6 54.7 3z.2
Phoenix 29 1 139 30.8 45,2
Oakland 33 1 9.5 37.5 252
Long Beach 35 1 7.3 28.1 26.1
Birmingham 36 1 6.1 19.1 31.8
Oklahoma City 37 1 7.2 20.5 35.3
Norfolk 41 1 4.4 353 125
Total, above cities - - 672.6 4,052.0 16.6

a. Does not Include Houston (whose rank In 1860 was 7), St. Louis (10), Dallas (14), San Antonlo (17), Seattle (18),
Kansas City (27), Fort Worth (34), or Cmaha (42), all of which have enacted taxaes since their 1968 fiscal years,

Source! Department of Commierce, Bureau of the Census. Computations by Tax Foundation.
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acted taxes under existing authorization
requirements) and Mississippi (where
only a few had done so) ended require-
ments for voter approval of new cnact-
ments, and thus cleared the way [or
widespread adoption of uniformly de-
fined, state-administered local sales
taxes. Taken together, these develop-
ments mark the beginning of a transi-
tion toward systems of state-coordinated
uniform local taxes. But the California
action emerges as most important, for
it has provided a successful model for
subsequent state authorizing legislation.

Under the Bradley-Burns plan (whic'
was put into operation early in 1956),
California counties were authorized to
levy one-percent sales taxes In return
for this authority, participating counties
were required to bring coverage into
line with that of the state sales tax, and
also to allow state administration. After
deducting collection costs, the state was
to remit the proceeds to the county of
collection.

In addition the counties were re-
quired to credit retailers for city taxes
collected within their boundaries. Cities
could levy one-percent taxes, and the
maximum city-county rate combination
was set at one percent. Thus, if all the
cities in a county levied sales taxes —
which in turn had to have the same base
as the state and county taxes and were
to be collected by the state — tax rev-
enue remitted to the county would be
limited to the amount collected in un-
incorporated areas. Cities in noncon-
forming (that is, nonparticipating)
counties could continue to impose and
collect their own taxes, but nonconform-
ing counties were forbidden to do so.

A key feature of the plan was elimina-
tion of use taxes on items bought within
the state. Tax status of a sale became
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a function of vendor location rather than
point of delivery, Local use taxes still
applied to imports from other states;
but since coverage corresponded to that
of the state lax, and the state adminis-
tered the local taxes, out-of-state ven-
dors simply added one percem to the
state use tax rate.

Although the plan leaves counties
with the option not to participate, the
advantages of participation are such
that all 58 counties and virtually all
municipalities in the state have come
to levy state-coordinated, or “piggy-
hack” sales taxes. In effect, one percent
, added to the state sales tax rate, and
the proceeds therefrom remitted (after
deduction of collection costs) to the
county or city of collection.

The new system went a long way
toward eliminating the disruption and
incfficiency of locally defined and ad-
ministered sales taxes. Insofar as it en-
couraged widespread local adoptions
on the part of counties, it minimized
local tax differentials and concomitant
disruption of trade patterns. A measure
of the plan’s success lies in its influence
on states later to authorize sales taxes
at the local level — among them Utah,
Virginia, Tennessee, and (more recent-
ly ) Washington.

An important clement in any system
of piggy-back local taxes, and particu-
larly one where localities retain the op-
tion to levy taxes they administer them-
selves, is the state’s charge for collection
services, Table 24 lists such charges as
a percentage of amounts collected.

Distributing Local Sales Tax Revenue

The question of distributional alterna-
tives has received growing attention in
recent years, Prior to 1955, the practice
was necessarily simple: local govern-




ments collected their own sales taxes and
retained the revenue. The advent of
centralized administration in California
and clsewhere cleared the way for dis-
bribution in accordance with an index of
local expenditures or tax effort. The old
method was retained in California, how-
ever, and has been a feature of most state
authorizations since.

In California, municipalities with a
heavy concentration of industry reap the
benefits of the state tax’s impact on pur-
chases of production machinery — even
though such localities might have few
residents and therefore a relatively low
demand for public services, By contrast,
residential suburbs of major cities may
have little or no industrial base, and in
some instances only a narrow retail base

as well, In 19686, for instance, most cities
collected less than $10 per capita in
local sales taxes — but the city of Indus-
try garnered about $1,070 per capita and
the city of Vernon more than $12,000 per
person.? The extreme range here derives
in part from the importance of the in-
dustrial component of the California
sales tax base; yet it points up a general
issue. Should not distribution be related
to some criterion more rational than the
location of business outlets?

Another aspect of this question con-
cerns county-city revenue shares. Again,
the California arrangements have been
picked up to a greater or lesser extent
by several other states. In California, the
question of a county’s claim on city col-
lections is left open to negotiation. In

9, The data in this and the following paragraph are taken from Robert C. Brown, “Some Observations on the
Distribution of the California Local Sales and Use Tax," Proceedings of the National Tax Association: 1968,

pp. 27-40.

Table 24

State Charges for Administration of Local Sales Taxes, Selected States
December 31, 1969

Deduction of Charge
state fooiection of coliections

Alabama Yes 3.1
Arkansas No -
California Yes 1.1
Colorado No -
Nebraska (a) 3.0
Nevada No 1.0
New York (b) ,9(b)
North Carolina Yes 1.1
Oklahoma Yes 2.5
South Dakota Yes 2.5
Utah Yes 2.5
Virginia No -

a. The actual cost of administering local taxes Is not yet known,

b. Local costs are not segregated from that for the state sales tax, which Is less than 1% ol collections. The
charge to a sales-tax locality Is based on its share of total state and local sales tax revenue.

Scurce! Questionnalres {o state taxing officials.
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addition to collections on sales in unin-
corporated areas, counties receive from
one percent or so up to 45 percent of
revenue from sales in cities, depending
on the agreement in ell sel, Yet the share
going to counties has fallen continuously
over the years and in 1966 amounted to
less than half the amount they would
have received under a per-capita allo-
ation. A primary reason for this, of
course, lies in the attraction a city typi-
cally exerts on residents of outlying
areas as a center of trade.! In other
words, relative to population, cities con-
tain a disproportionate share of retail
outlets and thus of the sales tax base,

A few states take counties as the basic
unit and proceed from there. When Wy-
oming abolished local sales taxes in
1967, the state sales tax rate was raised
by an amount sufficient to offsct the rev-
enue lost, and the increased state pro-
ceeds were earmarked for distribution
to countics of collection. Within each
county, revenue goes to cities and
towns in proportion to their share of
the county’s population, and the county
government receives the remainder, In
this way residents of unincorporated
areas — who are likely to pay as much in
siles taxes as others — get the same cred-
it, in the form of a payment to their
county government,

A North Carolina plan, put into effect
in 1469, incorporates factors for both
population and property-tax effort in its
allocation formula. Counties participat-
ing in the state’s local sales-tax program
retain half the money from the one-per-
cent local taxes, with the retained
amount to be distributed between the
county and its cities according to the
intensity of property tax use in cach.

The other half goes to a centralized pool
and is distributed on the basis of a per-
apita formula that favors densely set-
tled localities.

These examples are cited not so much
as models, but to suggest the range of
possible alternatives, If local sales taxes
are intended to shift reliance away from
the tax on real property, an index based
on assessed valuations might serve as :
good allocational guide, If their purpose
is to equalize local fiscal capacity, a per-
apita factor might receive more em-
phasis. Much depends on  traditional
state-local relationships, the role of
county programs in the local finance
mix, and similar considerations.

But any reasonable weighting factor
is likely to be more rational (ie., in
closer harmony with a state’s policy
goals) than point of sale alone,

State Takeover of Local Taxes

All but one of the states authorizing
local sales taxes since 1955 have made
uniform definition and state administra-
tion a prerequisite to local enactment.!!
Morcover, even though some of the
states authorizing local taxes in recent
years have confined their use to munici-
palitics, the thrust of these actions has
been toward continuous, state-wide net-
works of uniform local taxes. In every
one of the states to authorize general
cmactments between 1955 and 1966 for
example, the tax has become state-wide
in character.

In view of the distributional alterna-
tives open to the states, the trend toward
universal use of local sales taxes within
a state raises an interesting question, In
such situations, some have asked, why

10, A second factor Is the Inducement the tux has provided for incorporation of new cities so as to include Indus-
trinl areas, thus removing such areas from county sales tax rolls. Industry and Vernon, mentioned above, are
examples of this sort of “tax gerrymandering.” See John W. Lynch, "Local vs. Stute Administration of
Local-Option Non-Property Taxes," Proceedings of the National Tax Assoctarion: 1967, p. 493,

1. Tennessee provided an option for local collection when local sales taxes were permitted there in 1963, but in
practice ull sules-tax localities have chosen the piggy-back form,




not raise the state sales tax rate, refund
a portion of the new revenue to local
governments on rationalized criteria,
and do away with local taxes as such?

Indeed, state takcover of local taxes
has already occurred in three states
where local taxation had become gen-

cral,’? The 1967 Wyoming precedent
was noted earlier. Mississippi, where
only municipal levies had been in force,
followed suit in 1968, and New Mexico
in 1969, It is too early to say whether
these actions are unrelated in character
or make up the beginning of a new
pattern,

12, The 1% *local-school-support' tax in Nevada, mandatory for all 17 counties at its introduction in 1967 and
now regarded as part cof the state tax, is a variant form of state takeover, The overall result in these four
states resembles longstanding practices in Wisconsin, Alabama, and elsewhere of carmurking state sales tax

revenue for local schools or local general purposes.
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VIIL

Summary and Conclusions

The tremendous growth of govern-
ment spending all over the world has
put new strains on revenue systems, The
search for ways to get more taxes — with
a minimum of harmful effects — con-
tinues. The three major potentials, in-
come, capital, and consumption, are
each used in various ways. The con-
sumption base has been developed, in
Europe especially, by the value-added
tax. After much expert analysis, this has
scemed to appeal as a rational form of
levy for large revenues. In this country,
the states have developed, over 35 years,
a revenue form of much the same eco-
nomic nature, the retail sales tax.

The states first introduced levies on
retail sales in the depression of the
1930’s, in response to the drastic decline
in revenue from established sources. Al-
though intended as a temporary meas-
ure when enacted in some states, the
tax has endured. Today cvery state to
use a retail sales tax in the past levies
it, and only five — with less than two
percent of the nation’s population — re-
main without it. In recent years, the tax
has also come into extensive use by local
governments, and is now levied in 23
states by more than 3,500 local units.

The widespread use of the sales tax
by state and local units is attributable
to several factors, The heavy reliance of
the Federal government on the income
tax discourages intensive use of that
source by the states, On the other hand,
the Federal government imposes no

62

general consumption tax and has left
that ficld open to the states and locali-
ties. Further, the sales tax seems unique-
ly feasible from an administrative stand-
point at the state level, or at the local
level when administered by the state.
Given these factors, the decisive feature
of a retail sales tax from the point of
view of the states is its power to raise
truly substantial amounts of revenue at
rates low enough to minimize distortions
and disincentives of the sort that ac-
compiny any tax.

Exemption Policies

Exemptions affect the revenue yield
and growth potential of the tax, of
course, but they have significant non-
revenue consequences as well, Perhaps
the best known exemptions are “con-
sumer” exemptions, most notably those
designed to reduce the tax burden on
low-income families. Fifteen states ex-
empt food for off-premises consump-
tion; 25 (including all those exempting
groceries) exempt prescription drugs;
and five most purchases of clothing.
On the same grounds, several states ex-
empt sales of houschold utility services.
Among the three items universally sub-
jeet to state excise taxes, only gaso-
line is commonly exempt from the sales
tax. Liquor, on the other hand, is nearly
always taxed, Among consumer services,
utilities, room rentals, and admissions
to public events are most commonly in-
cluded in the tax base, But professional




services — legal, financial, and medical
— are nearly always excluded,

Discretionary exemptions (i.e., goods
and services considered suitable for
taxation but exempt in some states)
comprise fully one-half the volume of
total taxable sales. Assuming similar
patterns hold for individual states (and
disregarding sales of producers’ goods),
the food exemption would cost a state
21 percent of its potential tax revenue,
Exempting all eligible services would
cost 14 percent, For gasoline, alcohol,
and tobacco, the aggregate figure is 12,
but for drugs, only two percent,

Most observers agree that there is no
economic reason to draw a distinction
between taxing certain services and
commodities, When added to the tax
base, services provide new revenue.
However, the data indicate that taxable
services are actually declining as a share
of consumer spending. For this reason,
addition of such services is unlikely to
increase the (relative) growth potential
of the tax — even though it may be de-
sirable on other counts,

For several types of producers’ goods,
state exemption policies coincide. Uni-
formity ends abruptly, however, as
regards treatment of production ma-
chinery. Although there has been a pro-
nounced trend in the past decade
toward exempting sales of machinery,
about half of the sules-tax states still
levy the tax on such sales.

Peasons for taxing industrial pur-
chases grow out of tradition, adminis-
trative convenience (as in the case of
items bought for cither business or per-
sonal use), and the fact that such pur-
chases represent a productive — and
politically safe — revenue source. There
are, however, compelling  arguments
against the taxation of production ma-

chinery. A retail tax confined so far as
possible to consumer sales can be de-
signed to satisfy the conventional per-
formance criteria. For a tax on con-
sumption and investment purchascs,
however, this outcome becomes vir-
tually unattainable. Taxation of machin-
cry dampens investment incentives, dis-
criminates among producers in different
industries, and renders it impossible to
determine the final burden of the tax,

Distribution of the Burden

The sales tax is related to what peo-
ple take out of the country’s production;
savings are not taxed. People who for
one reason or another are able to avoid
some of the burden of other taxes pay a
retail sales tax. When the rate is from
four to six per cent, inequities which
appear in an imperfect world are per-
haps less serious than those which may
result from the much higher rates of
several state income taxes. Tourists and
nonresidents pay something toward the
cost of government,

For the great majority of taxpayers
the tax is roughly proportional with both
consumption buying and with dispos-
able income. As a percentage of income
(but not in dollar amounts) the tax is
somewhat lighter on families with large
incomes than on those with low incomes.
But the state services and transfer pay-
ments financed by sales taxes are sharply
“progressive” in impact: they benefit
low-income residents most and typically
amount to several times the value of
the taxes they pay.

Nevertheless, the sales tax is still
stigmatized by a popular belief that it
is regressive — that it tends to bear more
heavily on low income groups than is
consistent with good public policy. A
moderately effective way to reduce the
burden (and the regressive clement) on
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the lowest income groups is to exempt
food as well as housing. Such exemp-
tions can bring the distribution of the
sales tax burden into substantial pro-
portionality over the income range in-
cluding most families. But while com-
modity exemptions alter tax incidence,
they are not without fault, They create
problems for administrators and retail-
ers alike; they may affect resource allo-
cation patterns; and they favor people
who spend unusually large budget
shares on exempt items, Further, they
are costly in terms of revenue foregone.

In recent years several states have
developed an alternative to the food
exemption as a means of reducing the
regressive element in the sales tax,
Seven states and Washington, D, C,,
grant credits against their income taxes,
amounting to refunds of sales tax paid
on several hundred dollars worth of tax-
able purchases. Experience to date sug-
gests that credits can be defined so as
to do anything a food exemption does, at
less costs in terms of lost tax revenue,
These credits represent a major innova-
tion and add considerable flexibility to
the traditional retail sales tax. Use of
the credit seems likely to spread to other
states.

Administration and Compliance

The sales tax, as compared with most
other levies, is relatively easy to admin-
ister und for taxpayers to comply with.
It is convenient for taxpayers (consum-
ers). The collection does involve some
expense for the retailer, but the govern-
ment can make approximate reimburse-
ment, From the standpoint of taxing
authorities, most troubles in gaining tax-
payer compliance involve relatively
small, and especially new, firms, Indeed,
the two problems most often reported
by the states — delinquencey and failure
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of vendors to maintain adequate records
— arise for the most part from their deal-
ings with small sellers, particularly those
with little tax obligation, Larger chain
and departinent stores and most estab-
lished businesses comply carefully; the
state can deal with them without great
difficulty,

Costs of administration and compli-
ance are relatively low, As a share of
tax collected, it costs most states from
.7 pereent to about 1.5 percent to ad-
minister the tax. The higher the rate,
of course, the lower will be the state’s
cost in proportion to revenue. Vendors
also incur collection costs, and total costs
of administration and compliance are
perhaps twice the amount borne by the
states alone.

Problems associated with the carly
local sales taxes, administered by locali-
tics themselves, have largely disap-
peared with the advent of state-local
coordination and administration of most
local taxes. Every general local sales tax
authorization since 1955 has provided
for uniformity in local rates and cov-
erage, joint collection of state and local
sales taxes, and the abolition of trouble-
some inter-local use taxes.

Special circumstances surround state
administration of the tax on sales in in-
terstate  commerce,  Difficulties  have
arisen, largely because of the absence
of uniform practices from one state to
another. At present two approaches to a
solution are under consideration: Fed-
eral legislation to impose sharp restric-
tions on state jurisdiction with respect to
out-of-state vendors; and joint action by
the states to obtain uniform provisions
for state taxation of income and sales in
interstate commerce through adherence
to a Multi-State Tux Compact.




Effects on Business and the Economy

A state sales tax in the range of 4 to
6 percent will probably have no more
adverse effects on businesses than any
other tax yielding the same revenue.
Much depends, of course, upon the
structure of the tax — particularly as re-
gards the taxation of business purchases.
At worst, however, the bad effects on
the whole state economy — or, for that
matter, the national economy — cannot
be large compared with those of other
revenue sources.

A retail sales tax, unlike an income
tax, is not a levy on a base on which the
Federal government already imposes
rates of 20 percent and over. A properly
defined state sales tax will not aggravate
today’s powerful pressures to let in-
come-tax considerations modify busi-
ness and investment practices. The
“business climate” —an important in-

tangible — will not sufter from a sales
tax that is confined, so far as possible, to
to purchases for household consump-
tion,

Much attention has turned in recent
years to the influence of various taxes
on the international competitive posi-
tion of industrially advanced countries.
It is said that the Common Market coun-
tries, by means of their value-added
taxes, can easily provide tax rebates to
exporters and place domestic taxes on
imports. The United States, on the other
hand, relies heavily on corporation in-
come taxes — which are not suitable for
rebates at the border. The separate state
retail taxes apply only to domestic sales:
exported goods are sent out free of sales
tax, and imports are taxed the same as
domestically produced commodities.
Retail sales taxes, then, are harmonious
with current balance-of-payments goals.
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Selected Commaodities Taxable under Retail Sales Taxes by State(2)

Table A-1

, Part 1

As of March 1, 1970
Legend: T, Taxable; E, Exempt

State

Food for off-
premises
consumption(b)

Clothing

Prescription
drue- o)

Excise-taxed commaodities(d)

Alcoholic
beverages

Cigarettes

Production machinery(e)

(at fuil rate)

Industrial

Agricultural

Total taxing
Alabama
Arizona
Arkansas
California
Colorado
Connecticut
Florida
Georgia
Hawaii
Idaha
lllinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
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Mississippi
Missouri
Nebraska
Nevada
New Jersey
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New York

30

-

7Y = 1Y = = = T = (T T T e e e = YY) = ) |
o

o+
o

et e 1Tt = e 1T e 1T o o o o e e o o ] e ] e = = = =

B

20

m—

mem=-m=<{mmmmm-A-d—=—im=-im-—-<mmmm-
S g

-mmmmm=-im=-immmmmm=-{—~{=-Im=--mmmmmmmo

40

——

ef o e e e e ] Y [T o e e = (T e ] e e =} =

3

el e e e ol VYt e e e e e e o
2 C)

M=t A —Amm=mmm=—m==im=m=mm=—=mmmn

mmm———meimmm=—m==m—m=m= =~ =~immp




Table A-1, Part 1 (Continued)

Selected Commodities Taxable under Retail Sales Taxes by State(2)
As of March 1, 1970
Legend: T, Taxable; E, Exempt

Excise-taxed commodities(d) Production machinery(e)
Food for off- (at full rate)
premises Prescription Alcoholic
State consumption(k) Clothing drugsic) Gasoline beverages Cigarettes Industrial Agricultural
North Carolina T T E E T T E E
North Dakota T T E E T T T T
Ohio E T E E T T E E
Oklahoma T T T E T E E E
Pennsylvania E E E E T TH T T
Rhode Island E T E E T E T T
South Carolina T T T E T T E E
South Dakota T T T E T T(f) T E
Tennessee T T T E T T E E
Texas E T E E E E T E
Utzh T T T E T T T T
Vermont E(b) T E E T T(f) T T
Virginia T T E E E T E E
Washington T T T E T(k) T T T
West Virginia T T E E T T T E
Wisconsin E E E E T T(H) E E
Wyoming T T T T T T T T

o

a.

o

~ean

=

Some states tax separately items normally included in the sal2s tax base. Automobiles are excluded from sales tax coverage and taxed under separate laws in Maryiand, New Mexico,

:ortrl:: gak?ga. Oklahoma, South Nakota, Texas. Virginia, and West Virginia. Special low rates apply to automobiles under the sales taxes of Alabama. Florida, Mississippi. and
orth Carolina.

Restaurant meals are taxed in every state but Massachusetts and Vermont, where they are subject to special ‘meals excise’ and "meals and rooms™ taxes respectively. Meals cost-
ing less than $1 are exempt in Connecticut and New York; however, if aicohol is served, New York taxes meals regardiess of price.

States exempting prescription drugs sometimes extend the exemption to medical appliances and/or nonprescriplion medicine.

A!l states impose selective sales taxes on motcr fuels, alcoholic beverages, and cigarettes.

See Table 9 for more details on exemptions of production machinery.

Tobacco products other than cigarettes are taxed. Among these states only three (Arkansas, Minnesota, and Vermont) apply a special excise tax to tobacco procucts other than

cigarettes.

Exempt as of January 1, 1971.

The tax applies only to 50% of the amount charged for prescription drugs. Artificial eyes and limbs are wholly exempt.

Fresh meat and dairy products not enclosed in airtight containers are exempt.

The rate on wine is 26% on liquar, 15% plus 2¢ per fluid ounce.

Source: Commerce Clearing House.




" Table A-1, Part 2

Selected Services Taxable under State Retail Sales Taxes by State

As of March 1, 1970

Legend: T, Taxable; E, Exempt

State

Utilities(a)

Gas and
electricity

Telephone
and telegraph

Water

Local trans-
portation

Repair
services

Dry
cleaning and beauty parior

Barber and

Admissions(hb)

Hotels
and
motelsc)

Total taxing

Alabama
Arizona
Arkansas
Califarnia
Colarado
Connecticut
Florida
Georgia
Hawaii
Idaho
Ilinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
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Minnesota
Mississippi
Missouri
Nebraska
Nevada
New Jersey
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Table A-1, Part 2 {Continued)

Selected Services Taxable under State Retail Sales Taxes by State

As of March 1, 1970
Legend: T, Taxable; E, Exempt

Utilities(a)
Dry Barber and Hotels
Gas and Telephone Local trans- Repair cleaning and beauty parlor . and
State electricity and telegraph Water portation services laundering services Admissions(b) maotels(c)

New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Pennsylvania
Rhode Island
South Carolina
South Dakata
Ternessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

m
'

== mmm ==~ = === =M=
==immmm=-imA= == Am—m——
plyluluininlplnEeloiutelubalule Iuluts]
slulululuiutelininteiuiululululpintukes !
~=—A=-mm-m—=—mm=immmm=m
== =M= M= = =M= mmm=imm
gt teiniuiululutelululuininintelute |
b b B B T T BT e B T e T e B
= e ] = [T e T o ] e ] e e ] )~ =

a. A few states tax utilities services under separate levies and exempt them from the sales tax.
b. Connecticut, Maryland, Rhode Island, South Carolina, and Tennessee levy separate admissions taxes.
e. lllinois, Massachusetts, Texas, and Vermont impose a separate t~= on transient lodgings.
d. Subject to tax as of July 1, 1970.

e. Admissions to motion picture theaters, race tracks, boxing, wrestling, and live dramatic or musical performances are exempt.
Source: Compiled by Tax Foundation staff from Commerce Clearing House reports.
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Table A-2

Consumer Spending for Selected Services and Related Comparisons
Calendar Year 1968

As a percent of Increase,
Expenditures personal consump- 1960-68

Item (billions) tion expenditures (percent)
Personal consumption expenditures $536.6 100.0 63.2
Commodities 313.9 58.5 59,6
Services 222.8 41,5 68.5
Services never taxed(a) 174.3 32.5 70.5
Taxable services 48.5 9.0 61.5
Utilities . 25.2 4.7 67.0
Auto and appliance repair and service 8.7 1.6 479
Dry cleaning, other clothing services 5.4 1.0 91.3
Barber shops, beauty parlors 3.8 Vi 63.2
Admissions, participant amusements 3.8 7 27.6
Hotels and motels(b) 1.5 3 72.1

a, Includes housing and domestic services, medical services, personal business -ervices, private education and
research, and religlous and welfare activities,

b. Both the 1868 amount and the increase from 1960 are estimates based on the relative welght of this item in
the consumer price Index for 1968,

Source: Department of Commerce, Office of Business Economics.
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