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- " .Executive Summary

.|
Purpose The aobjective of this report is to provide Congress with an overview of
state tax officials’ concerns related to the enactment of a broad-based
federal consumption tax—in the form of a federal retail sales tax or a
value-added tax. It presents the responses of state tax policymakers—
Governors and their staff and chairs and staff of major tax policy com-
mittees of state legislatures—to a GAO questionnaire on their preferred
revenue options for dealing with the deflcit and their concerns regarding
a broad-based federal consumption tax. In addition, it discusses tax
| design alternatives that may address these concerns. It also presents the
| responses of state tax administrators to a separate GAO questionnaire on
| the effects of a federal consumption tax on state tax program
l administration.

Background GAO has previously issued several reports discussing consumption taxes.
These reports discussed the various types of consumption taxes. the
principal methods for calculating a value-added tax, and key tax policy
issues U.S. tax policymakers would face if they consider a value-added
tax based on insights from the international experience.

A value-added tax is a consumption tax collected on the difference
between a business’ purchases and its sales, otherwise known as the
business’ “‘value added.” For example, if a business buys $150 worth of
materials and equipment and produces a product that sells for $200. its
value added is $60. A 5-percent tax on the value added to this product
would yield $2.50 in tax revenue. The United States has very limited
experience with value-added taxes, but they are widely used in other
countries.

A retail sales tax is collected on the total price of a good or service at the
time it is sold to the final consumer. Forty-five states have a retail sales
tax, and in 1987 state revenue from general sales and gross receipts
taxes amounted to 32 percent of overall state tax revenue.

Retail sales taxes and value-added taxes are collected at different stages
of the production and distribution process. A retail sales tax is collected
only once, when a good or service is sold to a consumer. A value-added
tax is collected at various stages of production and distribution. Both
taxes could raise about the same amount of revenue given the same tax
rate and tax base.
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Results in Brief

GAQ’s Analysis

When asked what potential revenue sources the tederal government
should use to reduce the deficit. 54 percent of the policymakers selected
existing federal taxes exclusively; 8 percent selected a broad-based fed-
eral consumption tax exclusively; and 18 percent selected both existing
taxes and a new consumption tax. Only 20 percent did not select a reve-
nue option, indicating the federal government should not raise taxes to
reduce the deficit.

A broad-based federal consumption tax was opposed by over two-thirds
of all state tax policymakers responding. Both a federal retail sales tax
and a value-added tax were viewed as an intrusion into state tax pro-
grams. Policymakers were especially concerned about the impact of a
broad-based consumption tax on their ability to increase the future rev-
enue generated by their own state retail sales taxes. Other concerns
included the possibility of increased federal spending and inflation, and
the impact of a broad-based consumption tax on the poor. i.e.,

regressivity.

Designing a consumption tax to address state tax officials' concerns
would involve trade-offs. For example, design features incorporated to
reduce state regressivity concerns, such as exemptions or multiple rates.
would add to administrative complexity and limit revenue. According to
responding tax administrators from states with retail sales taxes, the
impact of a federal consumption tax on the administration of their state
tax programs would depend on the type of tax and its visibility to the
final consumer.

Forty-five percent of the policymakers indicated that additional revenue
for deficit reduction should come from corporate income taxes. Thirty-
seven percent would use individual income taxes. (More than one source
could be selected by respondents.) Policymakers supported raising tax
rates and broadening the base of both corporate and individual income
taxes. (See pp. 14-16.)

Intrusion on State Revenue
Source

Intrusion into a major state revenue source was cited as a concern by 80
percent of the policymakers opposed to a federal sales tax and 70 per-
cent of the policymakers opposed to a federal value-added tax. This con-
cern stems from the states’ dependence on consumption taxes as well as
the desire to maintain the independence of their state tax systems. (See
pp. 16-18.)
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Policymakers ave concerned that a federal consumption tax could (1)
limit the states’ ability to raise additional revenue from state sales
taxes, (2) pressure the states to alter their tax bases to conform with the
federal tax base, and (3) confuse taxpayers about the distinction
between state and federal consumption taxes. Offering to share federal
consumption tax revenue with the states received little support. Less
than a fifth of the respondents indicated they would reduce their oppo-
sition to a federal tax if states received a share of revenue. (See pp. 16-
23.)

Effect on the Poor

Over half of the state tax policymakers responding were concerned
about the regressivity of a federal consumption tax. A tax is regressive
if low-income families pay a larger proportion of their income in taxes
than high-income families. Several alternatives can be used for reducing
the regressivity of a consumption tax, including (1) exempting basic
necessities from the tax base or adopting mulitiple rates which would tax
necessities at a lower rate than other goods, (2) providing a tax credit
for low income taxpayers on their income tax return, or (3) raising enti-
tlement payments and ceilings to compensate for the increased cost of
the consumption tax. (See pp. 24-26.)

These alternatives have potential drawbacks, including increased
administrative costs and reduced federal revenue for reducing or elimi-
nating the deficit. (See pp. 27-29.)

State Tax Program
Administration

Tax administrators from states with retail sales taxes varied in their
opinions on how much a federal consumption tax would complicate the -
administration of their state sales tax programs. A federal sales tax was
expected to have more impact than a value-added tax, and a visible tax
more than an invisible tax. For a federal sales tax, 31 percent of the
administrators expected the impact to be great, 26 percent placed it in
the moderate category, and 43 percent predicted some to no impact. For
a federal value-added tax, 59 percent expected no impact. (See p. 33.)
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Recommendations

L3

GAO is not making any recommendations.

Comments

Survey results were discussed with officials from the Advisory Commis-
sion on Intergovernmental Relations, the National Governors’ Associa-
tion. the National Conference of State Legislators, the National
Association of State Budget Officers, and the Federation of Tax Admin-
istrators. The results generally confirmed what they perceived to be the
concerns of their constituents.
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« Chapter |

Introduction

Explanation of
Consumption Taxes

Income taxes are the present principal source of federal revenue. Con-
gress responded to concerns about the perceived unfairness of the
income tax system by enacting the Tax Reform Act of 1986. The Act
was designed to be revenue neutral, i.e., it provided no additional reve-
nue to reduce the budget deficit or national debt. Because many mem-
bers of Congress believe they made a tacit agreement with taxpayers to
lower income tax rates in return for broadening the base, it may be diffi-
cult to reach congressional consensus on efforts to raise revenue by
increasing income tax rates.

If changes to the income tax system are ruled out, a broad-based con-
sumption tax represents one of the few single revenue alternatives for
raising large amounts of revenue. A consumption tax is levied on tax-
payers’ expenditures for goods and services rather than on their total
income. The part of the taxpayer's income that is saved is not subject to
current taxation from a consumption tax. Some economists believe that
this would induce people to save more and consume less. However, the
evidence on the strength of this belief is inconclusive. Consumption
taxes also differ from income taxes in respect to who is responsible for
collecting and remitting tax payments—businesses rather then house-
holds. Another basic difference is that a consumption tax is levied on
individual transactions without regard for the taxpayers’ personal cir-
cumstances, and income taxes generally attempt to take these circum-
stances into account.

The two most commonly used broad-based consumption taxes are the
retail sales tax and the value-added tax. A retail sales tax is imposed at
the point of final sale and is generally collected by the retailer directly
from the consumer. Currently, 45 states have retail sales taxes. In addi-
tion, many states’ sales taxes are combined with local sales taxes, such
as counties, cities, special districts, and transit authorities. For example,
California has a 6 percent statewide sales tax rate. Of the 6 percent,
4.75 goes to the state, and the remaining 1.25 percent goes to the coun-
ties and cities. However, in several California counties the rate is 6.5 or
7 percent; the additional .5 to 1 percent is used to finance local transpor-
tation and other local government services.

A value-added tax is a multistage tax on goods and services. In princi-

ple, it is equivalent to a retail sales tax on goods sold to consumers, but
it is calculated differently and collected at each stage of the production
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and distribution process. For each stage the tax is calculated as a pro-
portion of the difference between the value of goods and services pur-
chased and the value of goods and services sold. In effect. this
difference is the measure of the value firms add to the goods and ser-
vices they buy from suppliers. While the United States has very limited
experience with value-added taxes, they are widely used in other coun-
tries. A comparison of some of the operational differences between a
federal value-added and a federal retail sales tax is in appendix [.

A federal consumption tax could raise large amounts of revenue. The
Congressional Budget Office (CBO) estimates that a comprehensive
value-added tax imposed at a rate of 5 percent could raise 3125 billion
in 1992. Even if food, housing, and medical care were exempt. the tax
could still yield $72 billion annually. A retail sales tax with the same tax
base and rate could raise similar amounts. Table 1.1 compares selected
federal revenue sources.

Table 1.1: Selected Federal Revenue
Options for 1992

Dollars in billions
Estimated
added 1992
revenue from
each option
individual income taxes “._
Raise marginal tax to 16 and 30 percent L 8357
Add a 5 percent surtax _ 260
Eliminate deductibility of state and local income and property taxes o 286
Consumption taxes
impose a S percent valug-added of federal retail sales tax with
comprehensive base o 1254
— with exemptions for food, housing, and medical care o rno
— with low-income relief by increasing funds for social programs® 1035

%includes increased outlays for Food Stamps, Supplemental Security Income. and Aid to “ammes with
Dependent Chidren

Source: Revenue estimates from “Reducing the Deficit: Spending and Revenue Options - Partii Cer-
gressional Budget Office, February 1989.
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Objective, Scope, and
Methodology

We have previously issued reports discussing consumption taxes. These
reports focused on the various types of consumption taxes. the principal
methods for calculating a value-added tax, and key value-added rax pol-
icy issues based on international experience.

Unlike the United States, most countries that have a national consump-
tion tax do not have independent federal-state tax systems. Theretore.
their tax systems do not have the complexities of overlapping govern-
ments. If the federal government were to adopt a broad-based consump-
tion tax, the federal tax and a state retail sales tax wotild be in force in
45 states. In 1987, general sales taxes provided 32 percent of tital state
tax revenue. It is unclear what impact a federal consumption tax would
have on state retail sales tax systems, but many people. including state
policymakers, believe the states would resist a federal consumption tax
because of its perceived potential impact on state tax systems and state
tax prerogatives.

The objective of this report is to provide Congress with an overview of
state officials’ concerns related to the enactment of a broad-based fed-
eral consumption tax and of possible ways to mitigate these concerns.
To address these issues this report

identifies state tax policymakers’ views about how to reduce the deficit.
including their preferred revenue options;

identifies the nature and extent of state tax policymakers’ concerns
related to a broad-based federal sales tax or value-added tax:

discusses how to address policymakers’ concerns through the design of
the tax or other methods; and

identifies state tax administrators’ opinions on the effects of a federal
consumption tax on state administration, revenue, and tax evasion.

To obtain state officials’ views of a federal consumption tax and its
potential impact, we sent 261 questionnaires to state policymakers (gov-
ernors, state budget officers, state fiscal officers, and chairs of state leg-
islatures’ major tax policy committees) in all 50 states. We received 153
responses; 42 declined to answer; and 66 did not respond. We received at
least one response from tax policymakers in 49 states. We alsc surveyed
the 50 state tax administrators (using a different questionnaire) to
assess their concerns about the impact of a value-added tax on state tax
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administration. We received 44 responses and 3 declinations. Three
administrators dic t respond. We entered the answers into a comput-
erized database a. . analyzed them. Responses frrm policvmakers are
discussed in chapter 2, and responses froi < aw.ainistrators are dis-
cussed in chapter 3. (See app. Il for adet. 1 explanation of the ques-
tionnaire methodology.)

Part of our questionnaire analysis included, where appropriate. compar-
ison of responses based on specific respondent characteristics. These
included the following:

the type of respondent—Ilegislators (state senators, state representa-
tives, state fiscal officers) versus executives (governors and state
budget officers);

the degree to which a state is dependent on individual income taxes for
revenue;

the degree to which a state is dependent on retail sales taxes for
revenue.

The results are discussed in appendix III.

To identify ways of addressing policymakers’ concerns, we reviewed
published sources, including economic textbooks, government reports.
professional journals, and accounting firm and trade association publi-
cations (see bibliography). To get a wide range of opinions on consump-
tion tax issues, we met with academic experts and knowledgeable
officials of several states.

Our work was done between January 1988 and August 1989 and in
accordance with generally accepted government auditing standards.

Survey results were discussed with officials from the Advisory Commis-
sion on Intergovernmental Relations, the National Governors’ Associa-
tion, the National Conference of State Legislators, the National
Association of State Budget Officers, and the Federation of Tax Admin-
istrators. The results generally confirmed what they perceived to be the
concerns of their constituents.
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Chapger:2

‘State Tax Policymakers’ Views on a
Broad-Based Federal Consumption Tax

>

The majority of state tax policymakers responding to our questionnaire
believed the federal government should use existing federal revenue
sources to reduce the deficit.' Increasing existing income and excise
taxes was preferred over a new broad-based consumption tax. Some
policymakers also suggested such revenue sources as increasing user
fees, having a national lottery, or charging the National Atlantic Treaty
Organization for troops stationed in Europe. Only 20 percent selected no
revenue option, indicating the federal government should not raise taxes
for deficit reduction.: Several of these policymakers indicated that
spending should be cut instead.

Both a federal retail sales tax and a value-added tax were perceived as
intrusions into state tax programs. Policymakers were especially con-
cerned about the impact of a broad-based consumption tax on their abil-
ity to increase revenue generated by their own state retail sales taxes.
Other concerns included the possibility of increased federal spending
and inflation, and the impact of a broad-based consumption tax on the

poor.

A federal consumption tax could be designed to mitigate some state tax
policymaker concerns. However, some mitigating features may produce
other undesirable effects, such as increased administration costs and
reduced revenue for federal deficit reduction.

e 4. When asked which potential sources of additional federal revenue they
EXIStmg Federal Taxes preferred to be used to reduce the deficit, 72 percent of state tax policy-
Preferred Over Other makers responding selected existing federal taxes. Fifty-four percent

: selected existing taxes exclusively; 18 percent selected existing taxes
Revenue OpthIlS and a broad-based federal consumption tax; and 8 percent selected only
a consumption tax.

| As illustrated in figure 2.1, corporate and individual income taxes were
the revenue options chosen most frequently by state policymakers to
raise revenue, followed by federal excise taxes and broad-based federal
consumption taxes. Of the policymakers who chose a federal consump-
tion tax, two out of three preferred a value-added tax over a federal
retail sales tax.

!Includes governors, state budget officers, chairs of state legislatures’ major tax policy commuttees,
and state fiscal officers.

<An additional 10 percent of respondents indicated federal taxes should not be raised but also
selected one or more revenue options for reducing the deficit.
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Brond-Based Federal Consumption Tax

Figure 2.1: Policymakers’ Pretferences
for Federal Government Deficit
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Note: More than one revenue source could be selected by respondents.

Forty-five percent of the policymakers indicated that additional revenue
for deficit reduction should come from corporate income taxes. Thirty-
seven percent would use individual income taxes. As shown in figure
2.2, these policymakers supported raising tax rates and broadening the
base of both corporate and individual income taxes.
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Chapter 2
Sate Tax Pelicymabers’ Views on g
Broad-Based Federal Consumption Tax

Figure 2.2: Policymakers’ Preferences
for Changing Corporate and individual
income Taxes Expressed by Those
Policymakers Favoring the Use of Those
Taxes for Federal Deficit Reduction
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Overall, state policymakers responding opposed a broad-based federal i
consumption tax. Eighty-one percent of the policymakers were opposed !
to a federal sales tax, and 68 percent were opposed to a federal value-

added tax. Policymakers’ most frequently cited concerns (as shown in

figure 2.3) focused on the impact of a federal consumption tax on state

tax programs. Specifically, 80 percent of the policymakers opposed to a

federal sales tax and 71 percent of the policymakers opposed to a fed-

eral value-added tax cited intrusion into their traditional source of

revenue.
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State ‘w Views
(] -.
Broad-8ased Pederal Consumption Tax

Figure 2.3: Policymekers’ Most
Frequentty Cited Concerns, Very Great or
Great, About the impact of a Federal
Conaumption Tax on State Tax Programs
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State tax policymakers are very concerned about the federal govern-
ment'’s budget policies that lead to higher national debt and annual defi-
cits and their impact on state finances. Over the last few years, as the
national debt increased, state and local governments have lost federal
revenue sharing and have seen reductions in federal grant funds. In
addition, the Tax Reform Act of 1986 reduced federal tax rates and
broadened the tax base, in part by repealing a provision that allowed
individual deduction of state sales taxes, thus creating the potential of
increased resistance to state and local sales taxes. Finally, growing pub-
lic opposition to increases in property taxes has left the state officials
feeling they have few, if any, ways to increase revenue.

Therefore. the prospect of a federal consumption tax intruding into

state revenue sources concerned state officials. A majority of the
respondents were greatly concerned that a federal consumption tax
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could affect their ability to increase state retail sales taxes. Specifically.
80 percent of the policymakers from states with a retail sales tax indi-
cated that a federal consumption tax could discourage their state from
increasing their sales tax rate. Sixty-four percent of these policymakers
indicated that a federal consumption tax could discourage their state
from broadening their tax base. However, five out of nine policymakers
responding from states with no retail sales tax indicated that a federal
consumption tax would have little, if any, effect on their decision to
adopt a state retail sales or value-added tax.

States’ concern about federal intrusion is understandable given their
reliance on retail sales taxes for revenue. States have used the consump-
tion tax base extensively as a major source of state general revenue. In
states with a retail sales tax, sales tax revenue represents approxi-
mately 31 percent of the total state tax revenue collected for fisca! 1987.
This percentage has remained relatively stable around 30 percent since
1970. As shown below, 31 of the 45 retail sales tax states generated 30
percent or more of their tax revenue from retail sales taxes.

Four states obtained over 50 percent of state tax revenue from state
retail sales tax.

Ten states obtained between 40 and 50 percent of state tax revenue
from state retail sales tax.

Seventeen states obtained between 30 and 40 percent of state tax reve-
nue from state retail sales tax.

States May Be Pressured to
Match Federal Tax Base

Policymakers felt the federal government would be encroaching upon
state taxing autonomy by enacting a federal consumption tax. They
were concerned that a federal consumption tax would put pressure on
their state to match their state tax base with the federal tax base. One
policymaker commented that a federal consumption tax would trespass
on the states’ tax base and would affect the states’ independence and
control over their revenue source. Another believed the federal con-
sumption tax may have an “evening' effect: over time the bases of the
federal and state retail sales taxes may move closer together—if the
federal tax were a federal retail sales tax.

Interviews withr other state officials and our literature review suggest
that the tax base concern may also stem from some states’ use of retail
sales taxes to implement state social or economic policies or gain an eco-
nomic advantage over other states competing for businesses to locate in
their state. For example, Virginia exempted basic research. fish farming.
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Ssate Tax Policymakers’ Views cn &
¢ Proad-Based Pederal Consumption Tax

and computer software from state retail sales tax in order to encourage
certain industries to locate there. Nebraska exempted farm machinery
from its sales tax base, so farm equipment dealers would not lose sales
to a neighboring state that had exempted the same items.

Another viewpoint, expressed by ACIR.' suggests that a federal consump-

\ : tion tax may not be competitive with the state retail sales tax. particu-
larly if the tax is an invisible value-added tax not separately identified
in the final price.

It can be argued that some states could realize revenue gains by replac-
ing their current sales taxes with their own add-on to a federal con-
sumption tax. States doing this could capitalize on the potentially
broader base of the federal tax. If similar to federal consumption taxes
in other countries, the federal consumption tax base would cover items
not presently included in most state retail sales tax bases, such as pro-
fessional and personal services.

Another issue was potential taxpayer confusion between state and fed-

gggﬁ?}?:gﬁ%ﬁ&: eral consumption taxes, especially for a federal retail sales tax. This
concern focuses on difficulties that retailers and consumers may have
distinguishing between the potentially different tax rates and tax bases.
Figure 2.4 shows the degree of state policymakers’ concern about tax-
payer confusion of state and federal taxes.

Commission on Intergovernmental Relations, 'Suummme Federal Revenue Sys-

I3Advisory
tem: Implications for State and Local Taxing and Borrowing.” pp. 88-96. Washington. D.C.. October
1984.
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¢ Chapter 2
Seate Tax Pelicymabens’ Viewn en a
BSroad-Based Federal Consumption Tax
Figure 2.4: Degree of Concemn About
Potential Confusion Between State and
Federal Taxes if a Federsl Consumption Moderate to Some
Tax is Enacted
22.7% Litle %o None
1.1%
No Basis to Judge
Grest 10 Very Great
Federal hetail Sales Tax
Moderate 0 Some

Little to None

6.3%
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Great 10 Very Grest

Federal Value-Added Tax
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Concern about taxpayer confusion may be well-founded. Eighty percent
of the tax administrators responding to our questionnaire indicated that
retailers are currently having some difficulty in determining which
items are subject to the state retail sales tax. This is generally the result
of the exemption of certain items from state retail sales taxes. and the
taxation of similar products. This is discussed in more detail in the
regressivity section of this chapter.

Interviews with some tax administrators indicated that, since state
retail tax bases differ among the states, a federal consumption tax with
a different base could cause confusion among consumers and among
retailers collecting the tax. Confusion regarding which items are taxable
under which tax system coupled with potentially different reporting
requirements and the higher combined state-federal tax burden may cre-
ate an opportunity for underreporting and tax evasion.

Mitigating Concerns Over
Federal Intrusion Could Be
Difficult

Sharing Consumption Tax
Revenue

Piggvbacki

Because states have used the consumption tax base extensively as a
major source of general revenue, mitigating state policymakers' con-
cerns about intrusion could be difficult. Some experts believe this con-
cern might be alleviated if any federal consumption tax proposal were
coupled with provisions attractive to state governments. Such provi-
sions might include sharing consumption tax revenue directly with the
states, letting states piggyback onto the federal tax, or enacting legisla-
tion that would require out-of-state vendors to collect and remit state
taxes on mail-order sales.

Of the large majority of state tax policymakers who opposed a federal
consumption tax for deficit reduction, very few would reduce their
opposition if offered an opportunity to share in the revenue generated.
Less than 20 percent of the policymakers indicated their opposition
would be reduced if the consumption tax revenue were shared without
conditions or if the federal government agreed to pay a larger share of
federally mandated social programs.

Piggybacking was also rejected by most state officials. Piggybacking
would allow states to add on a percentage to the federal consumption
tax rate while the federal government administers and collects the
entire tax and remits to the states their portion. Piggybacking would
give the states added revenue without decreasing the federal revenue
available for deficit reduction. As shown in table 2.1, only about 20 per-
cent of the state tax policymakers expressed interest in piggybacking on
either a federal sales or a value-added tax.
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Table 2.1: State Officials’ interest in
Piggybacking

Mail Order Sales

Figures in percent o
T Federal Federal
rotail sales value-added
tax tax
Detinitely or probably yes T 190 23
Uncertain T T 248 233
Delfinitely or probably no T 458 431
No bas:s to judge ) __— o 105 ‘11
Total B T T 10000 100.0

“Total does not add to 100 percent due 10 rounding.

While not directly tied to the passage of a federal consumption tax. one
option for increasing state sales tax revenue would be to include in the
consumption tax legislation provisions which would allow states to
require out-of-state vendors to collect and remit state retail sales taxes
on mail order sales. This would provide states with additional sales tax
revenue from their existing tax systems. States estimate that over $2
billion of sales tax dollars are lost because sales tax is not collected on
these purchases. The state of Texas estimates that it loses about $1:3()
million annually on mail-order sales and that local governments in Texas
lose another $30 million.

State sales tax is a destination-based tax—it applies to imports (into the
state) but not to exports. Goods shipped to out-of-state purchasers are
commonly exempt from state sales taxes, and consumer purchases are
commonly subject to the tax of the state of residence of consumers. with
one exception. In National Bellas Hess,* a case decided in 1967. the
Supreme Court decided that mail-order houses cannot be required to col-
lect and remit sales taxes to the state of residence of a customer unless
they have a business presence in the state.

Since the Supreme Court decision. a variety of bills have been intro-
duced in Congress to resolve this issue. For several reasons, including a
strong mail-order industry and a lack of consensus on whether local
sales taxes should be included, none have been enacted. However.
within the past few years, 21 states have passed statutes to extend their
reach to out-of-state mail-order catalog firms. Further. 23 states have
entered into regional compacts to cooperate on sales tax compliance. The
purpose of many of these efforts is to test various aspects of the original

iNational Bellas Hess. Inc. v. Department of Revenue of the State of itinois. 386 U.5. 753, 117
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Other Frequently
Cited Concerns of
Policymakers

Bellas Hess decision before the Supreme Court. To date this has not
taken place.

A federal consumption tax could be designed that would allow the states
to make out-of-state vendors responsible for collecting and remitting
state sales tax, whether or not the firm has a physical presence in a
state. However, it is likely that these provisions would face the same
obstacles as past proposals.

State policymakers’ concerns went beyond the direct impacts a federal
consumption tax could have on state tax programs (see fig. 2.5). Many
policymakers were concerned

about the potential economic impacts of a federal consumption tax on
low income taxpayers;

about the federal government's use of the revenue from a federal con-
sumption tax for something other than to reduce the deficit;

about the prospect of increased inflation; and

about the cost of enforcing a new federal consumption tax, especially a
federal value-added tax.
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Figure 2.5: Policymakers’ Other L ]
Frequently Cited Concems, Very Great or
QGreat, About the Impact of a Federal 90 Percont of Respondents
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T
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Regressivity Almost 60 percent of policymakers indicated that they were greatly con-

cerned about the regressivity of a federal consumption tax. A broad-
based consumption tax on basic necessities would likely be regressive
because lower income households spend a greater portion of their
income on food, clothing, medical care, and shelter than higher-income
households. Therefore, a broad-based consumption tax would fall most
heavily on those taxpayers who are least able to afford it.

While there is little doubt that a single-rate, broad-based consumption
tax is regressive, the degree of regressivity can vary depending on the
time period over which the regressivity is measured. In general. the tax
appears to be more regressive when taxes on annual consumption are
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compared with annual income. However. if taxes on lifetime consump-
tion are compared with lifetime income, the degree of regressivity is
generally reduced.

Mitigating Regressivity Concerns  Several methods could be used to offset the regressivity of a consump-
tion tax. These methods include taxing necessities at a lower rate (a mul-
tiple-rate tax), refundable tax credits, and increased transfer payments.
However, each method has drawbacks either in terms of reduced reve-
nue generation, more complicated administration, or the degree to which
they address the regressivity concerns. For example, compensating low
income individuals would reduce consumption tax revenue and using
multiple rates would complicate tax administration.

Tax Necessities at a Lower Rate. In most European Economic Commu-
nity countries, the value-added tax is made less regressive through the
use of multiple rates which tax necessities at a lower or zero rate. Most
state tax policymakers favored exempting from the tax base such basic
necessities as prescription drugs, medical and dental services, food,
household fuels, and housing.

CBO estimates that a broad-based federal consumption tax imposed at a
rate of 5 percent could raise $125 billion in 1992. However, if food,
housing, and medical care were removed from the tax base, it would
yield $72 billion annually. Thus, if the government needs to raise $125
billion annually the tax rate would have to be almost doubled in order to
raise the same amount of revenue. Also, because high income house-
holds spend a significant portion of their budgets on the low tax rate
goods, one of the drawbacks of using multiple rates is that the offset to
regressivity is not well targeted to low income households. The tax
break is provided to anyone, regardless of income level, who consumes a
good taxed at a low rate.

Multiple rates can also interfere with the neutrality of a broad-based
consumption tax system. Goods with tax rates below the standard can
become more attractive to consumers, and goods with above-standard
rates can become less attractive. For example, a medicated shampoo
that is considered a non-taxable medicine may be less expensive and
have competitive advantage over a non-medicated shampoo that is
taxable.

“1ssues concerning and methods for mitigating the regressivity of the tax are discussed in more detail
in our reports titled Tax Poli TameditandSubtﬂcﬂonMeMofCalm i 1
Tax, (GAO/GGD-89-87, June
_miT(ers (GAQ/GGD-89-125BR. Sept 18. lm
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Another drawback of multiple rates is the effort and costs of adminis-
tration associated with this type of system. The federal agency adminis-
tering the tax would be faced with the same administration problems
facing the 28 states that exempt some foods from their retail sales tax
bases. For example, New York does not tax food and medicine. As a
result

small marshmallows are not taxable because they are considered cook-
ing ingredients (food), but large marshmallows are considered candy
and taxed;

a wafer covered with chocolate is taxable when put on the store shelves
with candy, but it is considered a cookie and not taxable when shelved
with cookies: and

some items, such as soft drinks and plant seeds, are not taxable if pur-
chased with food stamps, but they are taxable otherwise.

Increase Social Transfer Payments. Increasing transfer payments to low
income individuals could also provide relief from the regressivity of the
tax. Programs such as Aid to Families with Dependent Children and
other social welfare transfer payments could be increased to compensate
for the tax. Which programs are indexed would affect how well targeted
to the poor this approach would be and the amount of additional reve-
nue that would be needed to finance these programs. If limited to needs-
tested programs, this method would better target the poor than if
extended to all social transfer payments. This is because some pay-
ments, for example social security, go to eligible recipients. regardless of
economic status.

Establish Refundable Income Tax Credits. A third alternative to reduce
regressivity would be to establish a refundable income tax credit for
consumption taxes paid. Taxpayers could use this credit to offset their
income tax liability. Those who pay less income tax than the amount of
the credit would receive a refund from the government. To reduce the
amount of revenue lost, the credit could decline as income increases and
disappear at a designated level of taxable income. A disadvantage of
this alternative would be the increased number of taxpayers who would
have to file returns, many of whom are not currently required to do so.
Currently, eight states use some form of tax credit to offset the regres-
sivity of their state sales tax.
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Revenue Might Not Be
Used to Reduce the Deficit

As shown in figure 2.8, state policymakers were greatly concerned that
revenue from a federal retail sales tax or a value-added tax might be
used to finance additional federal spending, rather than to reduce the
deficit. Most noticeably. a higher proportion of those opposed to raising
federal taxes was greatly concerned that federal retail sales tax or
value-added tax revenue might not be used to reduce the deficit. Several
policymakers indicated that they did not “‘trust” Congress to earmark
new funds for deficit reduction and that a federal consumption tax
would only provide Congress with a new source of revenue for spending.
Figure 2.6 illustrates that this perception of unchecked government
spending seems to be more closely associated with a federal value-added
tax than a federal retail sales tax. This viewpoint may stem partially
from the influence of consumption tax opponents who oppose a federal
value-added tax as a money machine that will fuel more spending rather
than help to reduce the deficit, according to an interest group
representative.
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Several solutions may address the concern that a federal consumption
tax might be used to finance additional federal spending rather than
federal budget deficit reduction. These include (1) requiring the Gramm-
Rudman-Hollings deficit reduction target of zero in 1983 to remain in
effect with no changes; (2) reducing the debt ceiling each year by all or
part of the revenue generated by the tax; and (3) making changes to the
rate or base of the tax allowable only by a two-thirds vote of both
houses of Congress. For example, in 1989 legislation was introduced to
enact a value-added tax for deficit reduction. That legislation contained
provisions requiring that revenue derived from the imposition of the
value-added tax be deposited in a deficit and debt reduction trust fund.
Money from this trust fund would be available only for payments on the
principal and interest of the federal debt.

Adding these or other provisions to consumption tax legislation would
provide some immediate assurance that the funds, for the most part.
would be used to reduce the deficit. However, future Congresses could
choose to change any such provisions. For example, the 99th Congress
enacted legislation requiring the elimination of the deficit by fiscal year
1991. The 100th Congress extended the deadline for the elimination of
the deficit to 1993.

Possible Inflationary
Impact

As shown in figure 2.7, inflationary impact was also an issue with state
policymakers. As a consumption tax can be passed forward to consum-
ers in the form of higher prices, the introduction of a broad-based con-
sumption tax would probably cause a one-time increase in prices by the
amount of the tax. This is not the same as an increase in the ongoing
rate of inflation. This will increase the rate of inflation for about one
year, but the rate of inflation should not be any higher in subsequent
years than in the absence of a consumption tax.
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Administration Costs

Mitigating Concerns About
Administration Costs

Conclusion

Many policymakers were concerned about the administration costs of
enforcing a federal consumption tax, particularly with a federal value-
added tax. In 1984, the Internal Revenue Service (IRS) estimated that a
federal value-added tax would require 20,000 additional igs employees.
would cost about $700 million per year to administer, and would take
about 18 months to implement. However, these estimates were made
over § years ago, and according to (RS, assumptions about economic con-
ditions and other variables are subject to change. In addition, Customs
Service costs to administer border-tax adjustments® with a value-added
tax would also have to be considered.

While there is no available estimate of the administration costs of a fed-
eral retail sales tax, some current literature suggests that a federal
value-added tax would be slightly more expensive to administer than a
federal retail sales tax. A federal value-added tax would require more
information to be reported and processed than a federal retail sales tax.
In addition to differences in staffing and equipment, cost differences
would also depend on factors such as filing requirements.

Administration costs would vary depending on the tax imposed, the
breadth of the tax base, and methods that could be included to offset
regressivity. International experience shows that the simpler the tax the
easier and less costly to administer. This is consistent with the responses
to our questionnaire. Almost all of the state tax policymakers and
administrators agreed that a single-rate federal consumption tax with
few or no exemptions would be easier to administer.

Most state policymakers responding to our questionnaire favored using
additional revenue from existing federal tax sources to reduce the fed-
eral budget deficit. Eighty-one percent of them were opposed to a fed-
eral retail sales tax, and 68 percent were opposed to a value-added tax.
Their major concern about a broad-based federal consumption tax is
their perception that it would intrude on state tax systems and limit
their ability to raise additional revenue from state retail sales taxes.

The effect of a federal consumption tax on state revenue is somewhat
speculative and may ultimately depend on the type and design of the

tax adopted. For instance, a relatively low rate, invisible value-added
tax may not affect state sales tax revenue. Also, states could be given

‘‘Border tax adjustments are attempts by countries using a consumption based value-added tax to
remove the tax (rom goods that are exported and apply it to goods that are imported.
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opportunities to realize added revenue by adding on to a federal tax. but
the independence of their own tax systems could be reduced—a concern
that could be difficult to mitigate.

State officials also were troubled by the potential regressivity. the
potential impact on inflation and increased federal spending, and the
administration costs of a broad-based consumption tax. These concerns
could be addressed but would involve trade-offs between competing con-
cerns in the design of the tax.
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Impact on State Tax

Administration

According to responding state tax administrators from states with retail
sales taxes, the impact of a federal consumption tax on the administra-
tion uf their state tax programs would depend on the type of tax and its
visibility to the final consumer.' An invisible tax was expected to have
less impact than a visible tax, while a federal retail sales tax was
expected to have more impact than a value-added tax.

While there was no clear consensus on whether a federal consumption
tax would complicate state tax administration, in general tax adminis-
trators indicated that a federal consumption tax would have some
impact on their state’s existing tax program's revenue, evasion rate, and
administration costs. The tax administrators overwhelmingly responded
that each level of government should collect its own tax.

Tax administrators from retail sales tax states varied in their opinions
about how much a federal consumption tax would complicate the
administration of their sales tax programs. A federal sales tax was
expected to have more impact than a value-added tax. For a federal
sales tax, 31 percent of the administrators who had a basis to judge
expected the impact to be great; 26 percent placed it in the moderate
category; while 43 percent predicted some to no impact. For a federal
value-added tax, 59 percent expected no impact and 22 and 19 percent
expected moderate or great impact, respectively.:

Impact on State Tax
Revenue

State tax administrators believe that the visibility of the federal con-
sumption tax will determine whether state sales tax revenue will be
affected. As shown in figure 3.1, when asked what impact a federal con-
sumption tax would have on state retail sales tax revenue, almost half
of the tax administrators indicated that a visible retail sales tax* would
probably decrease state revenue, and 13 percent believed revenue would
increase. If the retail sales tax were invisible to the final consumer.

25 percent thought revenue would decrease, but 28 percent believed

! Responses from tax administrators in the five states without a sales tax were from such a small
population and 30 diverse that they could not be effectively analyzed.

Percentages do not include respondents who indicated they had no basis to judge how much a fed-
eral consumption tax would complicate the administration of their state sales tax.

TAn “invisible” tax would be included in the price of goods and services before the sale and would

therefore be less noticeable to a consumer than a “visible” nxwhnchmldbenddedtothepnceof
goods and services during the sale. For discussion of visibility and value-added taxes see Tax Poli

Tax-Credit and Subtraction Methods of Calculating a Value-Added Tax (GAO/GGD-89-87. June X
)
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revenue would increase. Eighteen percent indicated that they believed
an invisible value-added tax would decrease state sales tax revenue. and
31 percent thought they would increase.

Figure 3.1: State Tax Administrators’

Conceme About the impect of a Federal

Consumption Tax on State Sales Tax
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State tax revenue may be expected to decrease with a visible tax
because the higher combined federal-state tax rate would make tax eva-
sion more financially attractive, according to our discussions with some
state tax administrators and officials. Other tax administrators may
have thought that revenue would increase because of the federal audit
presence in the consumption tax area, and for an invisible tax, because
the federal tax may be included in the state tax base, according to an
interest group representative.
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Impact on Sales Tax
Evasion

There was also no clear consensus among the state tax administrators
about the impact of a federal consumption tax on state sales tax evasion
rates. About 40 percent of the tax administrators from retail sales tax
states indicated that a federal retail sales tax would decrease or not
affect their state retail sales tax evasion rate. An equal number believed
that tax evasion would increase. With a value-added tax, 51 percent of
the administrators thought state sales tax evasion rates would either
decrease or not be affected, and 28 percent believed evasion would
increase (see fig. 3.2).

Figure 3.2: State Tax Administrators’
Concems About the impact of a Federal
Consumption Tax on State Tax Evasion
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Concerns About Although no tax &)dministrators thought administration costs would
Administration Costs decrease, about 60 percent of them believed that administration costs of
o the state retail sales tax would stay about the same with an invisible
federal consumption tax. For a visible federal consumption tax, the
respondents were nearly split between the opinions that state adminis-
tration costs would increase or remain the same (see fig. 3.3).

Figure 3.3: State Tax Administrators’
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Joint Collection Not According to most tax administrators, the most efficient manner of col-
Recommended lecting consumption taxes is for the states to collect state taxes and the

federal government to collect federal taxes. For a federal sales tax, 69
percent of them said the federal and state governments should each col-
lect their own tax; for a value-added tax the percentage increased to 90
percent.
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Conclusion

Ten administrators indicated that it would be most efficient for their
state to collect both state and federal sales taxes. Only two administra-
tors indicated that the federal government should collect both the state
and federal taxes if a federal value-added tax were enacted. Lack of
interest in federal collection of state taxes is not surprising, since none
of the states have applied for federal collection of state individual
income taxes, an option provided in section 6361(a) of the federal tax
code as of October 1972.

According to responding tax administrators from states with retail sales
taxes, the impact of a federal consumption tax would depend on
whether the tax was visible or invisible and whether it was a sales tax
or a value-added tax. An invisible value-added tax was expected to have
less negative impact on state tax programs, and a visible retail sales tax
was expected to have greater negative impact on state tax programs.

In general, tax administrators indicated that a federal consumption tax
would have some impact on their state's existing tax revenue, evasion
rate, and administration costs. The tax administrators responded that
each level of government should collect its own tax.
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Administration Costs

Compliance Costs

The federal retail sales tax and the value-added tax are taxes on the
consumption of goods and services and have similarities and differ-
ences. Both could raise about the same amount of revenue, assuming the
same tax rate and the same tax base. The operating assumption of
policymakers and economists is that either tax would be fully shifted
forward onto the consumer in some form or another. The final after-tax
price of the product to the consumer may be the same for both taxes,
but the operating procedures of the two taxes differ.

These operating differences may have important policy implications and
include such factors as administration costs, tax collection, enforcement,
broadness of tax base, implementation time, evasion, and flexibility. In
addition, as the total taxes (federal, state, local) on consumption
increase (whether value-added tax or federal retail sales tax), the more
attractive tax evasion becomes. This may result in lower voluntary com-
pliance and higher administration costs.

Following is our discussion about how each type of federal consumption
tax (retail sales or value-added) may have some comparative advantage
over the other, given the following assumptions: (1) the federal con-
sumption tax will be a tax in addition to existing federal taxes and will
not replace any current taxes; (2) compliance cost is defined as the cost
incurred by businesses to comply with the new tax; and (3) the tax base
is broad and includes all goods and services, except those related to
financial institutions, education, religion, and housing rentals.

A federal sales tax is assumed to be less costly to the business commu-
nity as a whole because only those businesses selling at retail would
have to collect the tax. Under a value-added tax almost all businesses
would have to collect. Administration costs are also believed to be lower
for a sales tax, primarily because fewer businesses would be collecting
the tax.

For the business community as a whole, a value-added tax would proba-
bly have higher compliance costs than a federal retail sales tax because
almost all businesses, not just retail businesses, would collect taxes. If a
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credit value-added tax is implemented.' most businesses would have t
keep invoices for all sales to and all purchases from other firms. Thes¢
invoices would be subject to audit by tax authorities. The subtraction
method value-added tax would require less documentation. If certain
items (such as food. clothing, and sheliter) were taxed at a lower rate ¢
not at all, compliance would be more complex, and costs would poten-
tially increase for businesses that sold both taxable and non-taxable
items. If multiple rates were used to offset regressiveness, complexity
would again increase and affect compliance costs.

Ease of Collection

The federal retail sales tax might have an advantage over the value-
added tax if federal and state sales taxes could be collected jointly—
either by the state or the federal government. Realistically, however,
states impose sales taxes on different items (some tax almost all goods
and services; others tax only certain items) and at different rates (3 tc
7.5 percent). To have an efficient collection process, all 45 states with
retail sales tax would have to conform their sales tax bases to the fed-
eral government'’s base.

Start-Up Time

The biggest advantage a federal retail sales tax may have is the esti-
mated time it would take to implement it. A sales tax should not have
long implementation period because it would fall mainly on retail outle
in 45 states that currently charge state and local sales taxes. States an
retail businesses are familiar with the sales tax concept. Value-added
tax is a new concept to the United States, and many businesses are not
familiar with this form of taxation. The IRS estimates it could take 18
months from time of enactment to implement a value-added tax.

.
Enforcement

With a credit value-added tax, firms have a financial interest in ensur-
ing that the amounts of value-added tax paid on purchases made in pr
ducing a good or service are accurately reported on their invoices, sinc
they receive credit against their value-added tax liabilities for previ-
ousiy paid value-added tax. This self-enforcing feature not only

'Credit and subtraction are two ways of calculating a value-added tax. Under the subtraction mett
a firm calculates its value added by subtracting its total purchases frcin its total sales. Then it calc
lates the tax liability by multiplying its value added by the tax rate. The credit method calculates t
tax for each transaction. A firm’s tax liability is determined by adding up the taxes paid on all

purchases and the taxes collected on all sales, and subtracting the total tax paid from the total tax
collected. For a more complete discussion of these methods of calculating a value-added tax see Ta

Poli_%: Tax-Credit and Subtraction Methods of Calculating a Value-Added Tax (GAO/GGD-89-87.
une 20. .
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enhances compiiance but also provides tax authorities with documenta-
tion for cross-checking the amount of value-added tax collected. A fed-
eral retail sales tax and a subtraction method value-added tax both lack
this self-enforcing feature.

Size of Base

Because of the better enforcement properties, it may be possible to levy
a federal value-added tax on more goods and services than a federal
retail sales tax. In fact, European nations, on the average, levy value-
added taxes on more goods and services than most state sales taxes in
the United States.

Exemptions From the
Base

Goods and services may be exempted from the tax base under either a
federal retail sales tax or a value-added tax. Under a retail sales tax
exemption the entire tax is removed, but under a value-added tax
exemption only the tax at the final point of distribution or production is
removed.

If the intention is to remove the tax completely under a value-added tax,
“zero-rating’” can be used. A zero-rating under a value-added tax applies
a tax rate of zero on the sale of a good and allows a full deduction, or
credit, for any tax paid on items purchased to produce the good. Zero-
rating differs from exemption because zero rating keeps the firms pro-
ducing zero-rated goods *‘in the system,” that is, they are registered with
the tax authority and must file a tax return.

Evasion

Most taxpayers are reluctant to attempt to evade their tax obligations—
until the tax rate becomes so high that the potential financial gain from
evasion exceeds the cost of the potential punishment if caught. A credit
value-added tax with the self-enforcing feature increases the probability
of exposing tax evaders. A federal retail sales tax has no such feature.
Therefore, up to some given tax rate, a value-added tax would be
expected to have better voluntary compliance than a federal retail sales
tax. Thus, the federal value-added tax rate that would trigger signifi-
cant levels of evasion would probably be higher than the federal retail
sales tax rate th> would trigger significant levels of evasion.




. Appendix I

Methodology for GAO Consumption
Tax Questionnaire

These GAO questionnaires were developed on the basis of information
collected from published sources, including economics and accounting
textbooks, government reports, professional journals, and accounting
firm and trade association publications. We spoke with academic
experts and with knowledgeable officials of the Canadian government
and the states of Maryland, Michigan, Nebraska, New York, Oregon. Vi
ginia, and Washington. We also spoke with representatives of several
business associations, including the Michigan State Chamber of Com-
merce and Tax Executives Institute.

Four separate questionnaires were developed to send to (1) policymak-
ers in states with a retail sales tax, (2) policymakers in states without ;
retail sales tax, (3) tax administrators in states with a retail sales tax,
and (4) tax administrators in states without a retail sales tax. Prelimi-
nary drafts of the questionnaires were reviewed by officials of the ACIF
the National Governors’ Association, the National Conference of State
Legislators, the National Association of State Budget Officers, and the
Federation of Tax Administrators. Based on their suggestions, changes
were made where appropriate. These officials did not in any way
endorse or sponsor the questionnaires but did supply GAO with the
names and addresses of the appropriate state officials to receive ques-
tionnaires. State senators and representatives who received the ques-
tionnaires were chairpersons of the tax policy committees in their
respective states.

A draft of the questionnaires was pretested with the appropriate state
officials in New York, Oregon, and Washington. These states were
selected for the following reasons:

« New York because it has both a retail sales tax and a state income tax;

» Oregon because it has an income tax but no retail sales tax; and

» Washington because it has a state retail sales tax but no state income
tax.

The first mailing was done on August 17, 1988. Follow-up letters and
questionnaires were mailed on September 30 and November 17, 1988.
Telephone follow-up was done in December 1988 and January 1989. Or
analysis includes all responses received by March 15, 1989. The answei
received by respondent type are shown in table II.1.
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Table I1.1: Summary of Questionnaire Respondents by Type of Officlal

Declinedto  Answered responss
Policymaker/Administrator Yotal mailed No response shewer  Questions rate
Governors 50 18 7 25 L4
Buaget officers 50 13 6 3 6<
Senators 54 19 9 26 4
Representatives 49 10 6 33 6i
Fiscal officers 58 6 14 38 6¢
Tax administrators 50 3 3 44 8t
Total an [ ] 48 197 6:

We analyzed and quantified responses for all policymakers and adminis-
trators in states with a sales tax. Responses from tax administrators in
the five states without a sales tax were such a small population and so
diverse that they could not be effectively analyzed. The level of respon-
dents in each state is shown in table 11.2.




bk

Table 11.2: Level of Questionnaire Respondents by State

T

NN

Arizona

Arkansss
California

NC

Connecticut

c.C

cC

Florida

Hawaii

lowa

Kentucky
Louisiana

NN

tts

cC

Minnesota
Mississippi
Y ——

Montana

Nebraska

New Hampshire

New Mexico
New York

CN

North Carolina
North Dakota

Ohio

Oklahoma

Oregon
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flor GAO Consumption
Tax Questisnsaive
—Exocytive Branch __ LogisletiveBranch =

Budget Ta
State Governors officers Senstors Represenistives officers administrater
Pennsyivarnva N N N C ccC (
Rhode istand C o Cc C ccC ¢
South Carolina C C N C C (
South Dakota N C C Cc C {
Tennesses N C C Y C (
Texas N N 0 Cc D (
Utah N N C C C (
Vermont C N N C C (
Virginia o] 0 0] C cD t
Washington C C N C cC «
West Virginia N 0 N C c (
Wisconsin C C DN NC (») (
Wyoming C C Cc Cc cC (

Note: C-Compieted Questionnaire, D-Oeciined to Respond, and N-No Response. Two letters indicate
two persons in & policymaking pasition in that state wens sant QUestonnaires.

Sales tax dependence was calculated with data from the Department of
Commerce report Government Finances in 1986-87 (Bureau of the Cen-
sus, Series GF-87-5). High and low retail sales tax dependence was
determined by calculating the revenue from retail sales tax as a percent
of general revenues for each state. If a state’s percentage was above (or
below) the national average of 24.578 percent, it was considered to have
a high (or low) dependence on its state retail sales tax. States without a
sales tax were included in the low retail sales tax dependency group.
State data is shown in table I1.3. Where there was a significant differ-
ence in the answers given by these various groups, it was noted in our
report.




Table 11.3: State Characteristics

fs

Alabama

|
:
:

b

x| ) x| X
x

>
x

b3

XXX X]|X]|Xx

Maryland

Massachuseits

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

XXX 2| 5] 2] 3 3] ] 2] x| Xt X)X xf x| x|

Nevada

New Hampshire

(-4

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Okiahoma

XX x| x| x| >{x x| XX X X 2| XX 2| 2] X X || X]|x|X]X|X )i x|XxX|X xgi

Oregon

x| X X|X] x| Xx|Xx
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Appendix O
Methedolegy for GAO Consumption
Tax Questionnaire

Pennsylvania
Rhode island
South Caroling
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsn
Wyoming
AConnecticut taxes only «nierest. viandis andt Capial QNS NG Was COUNSd a3 2 stale not naving ar

New Hampshure and Tennessee tax only interest and dividends and were counted as states not havin

-]
XX Xx|Xx]|x

»

x

>

x

x
»

x

xxxxxxxxxxxxxsf




| éI::;“\ﬁrmelln of Concern by Respondent Characteristic

Our questionnaire analysis included, where appropriate, comparison of
responses based on specific respondent characteristics. These included
analyses based on

type of respondent—Ilegislators (state senators, state representatives.
state fiscal officers) versus executives (governors and state budget
officers);

degree to which a state taxes personal income as determined by the
dependence of that state on individual income taxes for revenue—40

- states with a broad-based individual income tax versus 10 states with .

low or no individual income tax;

degree to which a state is dependent on a retail sales tax—states abov
the national average were determined to have high dependency versus
states below the national average (low dependency)—25 states with
above average dependence versus 25 states below average.

- Limited comparisons of policymakers' responses were made between

states with and without a retail sales tax because of the low level of
response from policymakers in states without a retail sales tax.

Policymakers indicated their level of concern regarding either a federa
value-added tax or a retail sales tax based on their preference for some
type of federal consumption tax. Those not favoring a federal retail
sales tax indicated their concerns about a federal retail sales tax. Thos
not favoring a federal value-added tax indicated their concerns about ¢
value-added tax.

Questionnaire responses indicated that the level of concern for many
issues varied depending on whether the respondent was a legislative ot
executive branch policymaker and whether the policymaker opposed
raising taxes. Concerns about issues also varied depending on the pro-
portion of state revenue derived from retail sales tax in the respondent
State.

Executive branch policymakers were more concerned than legislative
branch policymakers about the regressivity of a consumption tax.
Policymakers opposed to raising taxes were more concerned about the
impact of a consumption tax on inflation or that the tax might not be
used to reduce the deficit. Policymakers from states with a relatively
lower retail sales tax were more concerned about the regressivity of a
federal consumption tax.
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Appendix B1
Lavel of Concamn by
Respandent

A higher proportion of executive branch policymakers than legislative |
policymakers indicated concern about the regressivity of a federal sales
or value-added tax. These executive branch policymakers indicated
greater concern about the regressivity of both a federal sales and a
value-added tax. For a value-added tax, they were especially concerned \
about the invisibility of the tax, its potential impact on inflation. and th
administrative costs associated with enforcing the new tax.

As shown in tables I11.1, I11.2, and I11.3, a higher proportion of those
opposed to raising federal taxes indicated great concern about potential
drawbacks of a consumption tax than those not opposed to raising fed-
eral taxes. Most noticeably, a higher proportion of those opposed to rais
ing federal taxes was greatly concerned that

federal retail sales tax or value-added tax revenue might not be used to
reduce the deficit;

a federal retail sales tax or value-added tax would increase inflation;
and

a federal value-added tax would create pressure on the state to match
its tax base with the federal tax base.

A higher proportion of those who did not oppose raising federal taxes
was greatly concerned about the regressivity of a federal retail sales
tax.

Levels of concern also varied depending on whether the respondent’s
state’s retail sales tax revenue as a percentage of total state revenue
was below or above the average level for all states. A larger proportion
of policymakers responding from states below the average was greatly
concerned about regressivity and inflation. A slightly higher proportion
of policymakers from states with sales tax revenue exceeding the aver-
age was greatly concerned about the impact of a federal consumption
tax on their state’s ability to increase its sales tax.




Table Iii.1: Percontage of Responding

Executives and Legisiators Who Were

Mummmm
Faderal Consumption Tax lssues

—Fodecyl retpll apiee tx  _Fegoryl valye-added ta:
Exso. Leg. Exec. Le
Revenue may not be used to
reduce the deficit 43% 45% 68% o
Regrassive nature of the tax n 53 .
impact of the tax on inflation 21 15 60 o
Admirsstrative cost to enforce
the tax 14 20 52
intrusion of m‘ofeda-l
govemnment into state revenue
SOurce 82 78 64
impact of the tax on state's
abiity to increase a state
consumption tax 71 72 64
Confusion between state and
federal tax - 54 50 36
Confusion between state and
federal tax base 54 53 2
Pressure to match state tax
base with federal tax base 39 42 32
Visibility of the tax to the
consumer 2t 18 16
Invisibility of the tax to the
consumer 4 10 60
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Appundix 1
Level of Concern by
Bespandent

Table i1.2: Percentage of Responding
Policymakers Who Ware Opposed or Not
Opposed o Ralsing Tanes and Who
Were Greatly or Very Greatly Concemed
With Federal Consumption Tax lssues

E
|

Opposed o Opposed o
ralsing Not raising Ne
taxes opposed taxes oppoes

Revenue may not be used 1o
reduce the deficit 71% 38% 79% __E
Regressive nature of the tax 29 66 63 £
Impact of the tax on inflation 29 14 67 ki
Administrative cost to enforce
the tax ] 16 50 ]
Intrusion t:w‘tmt federal
government into state revenue
source 82 78 75 €
impact of the tax on state’s
ability to increase a state
consumption tax 65 73 75 €
Confusion between state and
federal tax 53 51 38 3
Confusion between state and
federal tax base 53 54 42 3
Pressure to match state tax
base with federal tax base 41 41 46 2
Visibility of the 1ax to the
consumer 12 21 17 1
invisibility of the tax to the
consumer 13 7 46 3

-




Table liL.3: Percentage of Responding
Policymakers From States With a Level
of Retail Sales Tax Dependence Below
snd Above the Average Who Were
Greatly or Very Greatty Concemed With
Federal Congsumption Tax issues

]
Fodergi retalisales tax _ _Federpl velue-added 4
Selow Above Oelow A:

Revenue may not be used to

reduce the deficit 42% 46% 72%
Regressive nature of the tax 73 51 7
impact of the tax on infiation 21 15 6
Administrative cost to enforce

the tax 24 15 41 .
Intrusion of the federal

government into state revenue

source b4} 80 66

impact of the tax on state’'s

ability to increase a state

consumption tax 67 75 59
Confusion between state and

federal tax 55 49 31

Confusion between state and

federal tax base 49 56 38

Pressure to match state tax

base with federal tax base 33 46 k}|

Visibility of the tax to the

consumer 21 18 25

invisibility of the tax to the

consumer 9 7 44
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Appendix IV

Questionnaire and Responses From State
Tax Policymakers

This appendix includes the questionnaire and responses of state tax
policymakers. Responses to questions 3 through 9 and 11 through 18
reflect the number of policymakers from states with and without a state
retail sales tax. Responses to questions 10. 19, and 20 could not be com-
bined for policymakers in states with and without a sales tax because
the questions are not identical. Responses from policymakers in states
with a retail sales tax are shown in sequence. Responses from policy-
makers in states without a sales tax are on the last page of this
appendix.




v
Quastionssire and Responses From Sate

Usited States Genoral Accounsieg Offies

Survey of State Tax Policymakers
Concerning a Possible Federal Consumption Tax

The U.S. Geseral Accousting Offics (GAO), aa ageacy of Glommary

pregane, is conducting & survey of st tax policymakers Valuo-added tas (VAT): A multistags tax Bt s

ond sdminiswrators. The questionnairs asks you as o stese tax impesed oo s value added % goods aad services »
policymaker w provids yous pevapective on the possibiliey/ every siags in the production and distributios process.
Gonabilicy of fadersl consmmption 12305 & 2 meass 0 Valuo-eddad is the difference betwess 3 buginess firm’s
increase fadersl revesnes. To clasify what is meant by the sales and its purchasss from other firms.

Ratall sales tax (RST): A tax that is calculed snd
This questionnsire is being seat 10 sate tax policymalers sdded W the price of goods or services sold ©
uu.mmmu*nu CoRSMRITS.

m_hmu-uum.vu Consumnption tan: Retmil sales tax or valus-sdded taz.

mmu—nmmmm We Invisible tax: A retail sales ax or valus-added tax it is
eacowrage you 10 reply. inciuded in the price of goods or services sold to

; convumers instead of being caiculssad and added 0 the
This is ast 20 anonymous servey. Your individual cesponses before-ax price at the tims of sale.

may bs provided 10 the Congress. Afisr receiving the
repliss. GAO will judgmentally sslect a2 sumber of stases and Vishie tax: A rewil saleo tax or value-added tax that is

follow-vp in persca w obtain more detailed information oa calculated and added w0 the price of goods or services
the quistionnaire responsss. Therefors, it is important thae sold w consummers insssed of being included is the price
we receive the aame of 2 contact persos ia Questios 1. bafore the sale.

The questiosnsire should taks 20 0 30 minutes 10 compless. Piggybeck tax: A stsee retail sales tax or value-added tax
Most of the questioss can be quickly answered by checking dint is added on ' a federal remail sales tax or value-

bozes. Plesse return the questiosnaire in the enclosed added tax and thet appiies 10 the same trassactions as the
postage-paid eavelope withis 10 deys of receipt. If you have federnl tax. Administration sad collection of both taxses
mny questions, please call, coilect, Mr. George Ziks on are porformed by a fedenal ageacy, which periodically

(413) 5566200 or Ms. Lyads Willis on (202) 272-7904. In romits 0 ths stats the amouats collecsed for it.
the event the envelops is misplaced, the address is:
Bevad-based tax: A wx bass that includes almos: all

U.S. Geseral Accousting Offics goods and services. Exclusions would inciude restal value
Me. Georgs Zika of owner snd wwnant occupied housing. medical care.
Suite 900 activities.
1278 Markm Sorem
San Fraaciaco, CA 94103

Theak you for your heip.
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Appendix [V

Questionnaire and Responses From State
Tax Policymakers
A
L BACKGROUND
If you chacked cither | or 2 (corporase or individual
1. Plosss indicess the aame. title, and wlephons sumber of income wues) in Quesuios 3. pleass answer quesuon 4.
e porson we showld contact if additional informatien is if you did met check | or 2 in question 3, plesss skip
roquired sbows your responses. 0 Question 3. -

NAME:
4. For corporate er individual taaes, would you favor
TITLE: Sroadening the tax bese, incressing the tax rase, of both?
(Check one bax in sach row. [f you checkad enly one
TELEPHONE NUMI!I:L__#___ source in quession 3, check “N/A** for the asher.)
ares

2. For which stass are you a tax policymaker? Broaden | Incrense
wx o
base L] Both NIA
1. POTENTIAL SOURCES OF ADDITIONAL a) @ (3) *)
e 1. Corporme
] [
3. 1n your opinion, which of the followiag sources, if sy, = 19 ¢
would you prefer the foderal goverament use 0 reduce 2. tndividual
the deficit? (Check all thar apply.) - 15 12 28
1. O Corporme income taxes (69 )
2. O individual income tazes (57 ) If you checkad 3 (concumption taxes) is question 3,
please answer question S.

3. [J broad-based consumption wxes (RST or VAT) ( 41)
4. Dmmm(w'm.m 49 )s. Would you favor 3 federal retail sales tax, 8 value-added

fuels, o) ux, or both? (Check one. )
s. 0 Oter Proase pecity)  (28) 1. 0 moail sedes ax (10)
2. (0 Vaine-added ux (24)
3. Oson (&)
6. J The foderal goverament should NOT raise taxes 4. [J Oer (Plasse specity) (2)

0 reducs the defick. (46)

If you checked euly 4. 3. or 6 in questics 3,
please skip 10 quastion 6.




Appendix IV
Quastionnaire and Responses From State
Tax Policymakers

1. STATE CONCERNS ABOUT A BROAD RASED FEDERAL CONSUMPTION TAX.

6. Would you fsver or eppose s dwoad-besed federal conewmption tax 19 decrease the asional deficic? (Chect one bex in
anch rew.)

Neither
favor
Swongly "o Swoagly (| No basis
faver | Faver | opposs | Oppose | apposs || o juige
m @ [« “ ) ®
1. Reuil mies mx 8 6 12 St 73 3
2. Value-adind wx 10 18 17 A6 58 4

i you chocked 4 (oppoms) er S (swrcagly opposs) fer cither retail sales or valuo-added Waxss in question 6, pleass
answer questions 7-9. If you did st check thons answers, skip 0 questioa 10.

7. Wonid your eppesition 1 a broad-besed federa) consumption ax (sither renil sales or valus-added) bs reduced if the
smtes were offornd 8 share in e revenus witheut conditions (20 strings sttached)? (Check ene box in esch row.)

Defiainly | Probably Probebly | Defiaisely || No besis
yo yo Uncerteis [} [ © judge
w @ o w (L) (3]

1. Remil sales tax 1 23 7 40 51 2

1. Value-edded wx 1 11 6 43 40 2

8. Would your oppusition 10 & Woad-based federal consumption tax (sither retail sales or valus-added) be reduced if the

mmwnm-wmumuwwwmm? #Check one box
row.)

Definissly | Probably Probably | Defisisely || No basis
yo b ] Usceraia ) 0 © judge
m @ ()} @ (L)} ©

1. Rotail sales tax 3 17 17 39 47 1

2. Value-added wx 0 13 16 36 37 1

.
\
f ‘ .
Paca &R CAN /DA OGN RA Qeasn NORAaVa M rccmem st Tac fae e

.




9. Would your opposition 10 & brond-based federsl consumption tax bs mduced if the tax was invialble 10 the consumer?
Ohock one box in soch rew.)

e | T | verin | "o | ™ || e
—
m @ » @ L) ®
1. Romil sales wx | 6 2 43 71 1
3. Valus-added tx 0 0 4 34 64 1

10. In your opinien. would the existence of a broad-based federa) consumption ma encowrags or discourage your s
from incressing its sales tax rase or broadoning its sales tax ess? (Check ane box in eoach row.)

Neither
eacourage
Gremly s0r Grently No basis
eacoerege | Escourage | discourage | Discourags | discoutage || W jedge
1)) @) 3 “ (L)) ©)
1. Incrense sales tax
s 0 1 20 59 56 7
2. Brusdse males tax
o 1 11 27 58 34 12

11. Assuming there was geing 10 be & broad-hased federsl consumption tax, would you prefer a faderal consumption tax that
was & remil sales (ax or a velus-added tax? (Check one.)

1. 3 prefer retsil sales wmx (Skip 10 quession 12.)  (53)
2. 0 Prefor valus-added wx (Consinue 10 quession 12.) (78)
3. 03 Oter (please specify) (Please answer question 12 and question 13.) (10)

4. [ Ne basis 0 judgn (Skip 10 quastion 14.) (12)




12. Te what eatent, if any, do you belicve the following issuse ase sessons why the foderal government should nat implement
& brond-based retall sales tnx? (Check ane bax in cach rew.)

Very Listle
o Crest | Madersss | Some o %0 No besis
exunt | esmm zent ] exmat © yaigs
(¢}) @) (¢)] «) (6] ®
A. Ths revesns may be wed 0 finance additions)
federnl sponding mher thes for deficit
veduction 24 15 10 16 19 4
B. Regressive sanws of & retail aaies tax — o
Sadoral sonnil sales wax may wks propertiesally
mere from & low-incoms bousshold s from & 18 37 18 9 8 1
high-incoms boussheld
C. Ilmpact » faderal retail sles a2 may heve on
iaflasicn 2 13 22 20 27 4
D. Admisiswative cont 0 enfigrce & foderal remil
sales mx 8 8 16 ¥} 40 2
E. Fedoral governmans's istrvaion im0 whet hes
besn eaclusively & sats sowce of revemms 46 24 6 5 7 0
F. impact & fodern) renail sales ax may bave on
smte’s ability w increnss stss retai) seles mx 38 25 7 7 9 2
O. Confusios betwess suts and foderal remdl sales
taxes 19 26 15 5 22 1
H. Confusion betwess stats and fodem) tax bases 20 27 10 13 17 1
1. Prossure 1o march stats mx bass with fodern)
ux bass 16 20 20 11 20 1
J. Viahility of a federal remil sales tax 0 the
Consumar 5 12 12 16 37 6
K. laviskility of a foderal ressil sales 1x 0 the
Sonsumr 2 ] 11 1?7 &2 9
L. Other (Ploase spocify) . (3)
SKIP TO QUESTION 14

[y
-
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Appendix [V
Questionnaire snd Responses From State
Tax Policymakers

13. Te what extom, if any, do you belisve the following isouss are ressons the fodesal government should et icaplement
& byoad-Sesed veine-edded tax? (Chect ene bax in sach row.) b

Very Linie
g Modorats | Semms or 8o || Ne basis
aue | emwm

Crent
ot | exom | emwm » juige
(1)) @ (¢ )] (L] 9 ()]

A. The revesus wey be wesd % Soance additionnl

fodaral speading rather than for deficia
reductios 24 19 ? 5 6 2

8. Degressive sasure of & value-added ux — 2
fodoral value-addad tax may tahe proportiensily

more from & low-incoms housshold then frem & 1 9 9 [ 3

21 3
C. Impact & fodernl valus-added tax may bave ca

inflasion 12 18 8 6 15 4
D. Adminiswative cost 10 eaforce & federal value-

added wx 14 12 10 9 12 6
E. Fedoral governseent's intrusion inso what has

Sosn exciusively & state source of reveaus 30 15 [ % 9 0
F. Impect & foderal vaiug-added tax may have os

saie’s ebility 0 increase state consumption

ures 24 18 6 8 3 4
Q. Coafusion betwess stase and federal .

consamption taxss 10 13 13 11 12 4
H. Confimien burwesn state 0ad foderal tax bases 14 11 12 9 13 4
1. Prosswss 10 march s taz base with fadera)

us base 13 8 11 10 19 2
1. Visibility of a federal velve-added tax 10 the

conmm—.r 4 6 6 10 33 4
K. lnvisibility of & fedoral valus-added mx 10 the

onsume 16 8 [ 9 17 ()

L. Othar (Ploase pecity) (1)




w
Qoentionnaire and Responses From State
Tax Pelicymakers

IV. DESIGN OF A FEDERAL CONWAPTION TAX

14. In your epinion. which of the following items. if any. should bs ensmpt from 2 broad-based federal ressil sales tax
(ST or valus-atded tax (VAT)? (Check ene bax for “'RST"" and ene bux for “'VAT ' in each row.)

RST should enempt? VAT should enempt?
No busis No basis
Yu No || pudge Yes No || w judge
ITEMS ) @ » m @ 3
1. Foud conmmed cn preminss 29 108 15 |36 94 22
2. Foud for wins ont 36 101 13 43 -} 22
3. Fosd wnprepared 103 38 12 92 42 19
4. New sumsmobiles 1 n il 2 13 1o 28 |
S. Used susomobiles 25 105 22 3l 91 30
6. New wacks 13 115 22 13 110 29
7. Used wuchs 25 104 23 28 94 30
8. Treck mosor el 56 7 18 fsa | 78 26.
9. Other mosor fesl 39 2 17 s 24 25
10. Gensral merchandiss 13 119 19 | 13 111} 2?
11. New houses 91 42 19 69 56 27
12. Used houses 93 38 21 75 48 29
13. Duilding maeriels 43 91 18 34 92 26
14. Perniowe 13 120 19 14 111 27
1S. Peblic wilities
s. Houssheld fuel 89 s1 | 13 5SS 20
b. Blecwicity 8s ss || 13 74 s8]l
¢. Telophone 60 77 16 55 74 23
16. Mamsiacuring (not part of the final producty 26 |l 2¢ 39 s 29
17. Massfacoming (part of the fina) product) 64 62 26 37 8s 30

QUESTION 14 CONTINUED ON THE NEXT PAGE

[y
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Appondis IV

Questisnnsive and Respanses From Stase
Tax Policymabore
QUESTION 14 CONTIVNUED
RST should cnsmpt? VAT should cnompr?
fﬂ.u No basis
Yos Ne » juigs Yo Ne » judge
TEMS W @ (s )] (1)) @ (4]
i 18. Over he counmer drugs 54 86 12 $3 80 19
19. Proscrigtios drugs and medicines 116 26 11 93 40 18
20. Services
8. wiodical and Demmal 103 36 13 86 43 21
. Owher profeasionsl sarvices 49 84 23 | 39 80 33
¢. Repair services 35 101 16 36 92 24
4. Personal sarvices 36 9 22 3S 86 31
. All ether sorvices 33 95 23 32 87 31
] 21. Other (Ploase specify)
(€1')) 10

© the consumer? {Check one bex in anch row.)

Neither
Swoagly favor sar Sweagly || No basis
faver Fevor | opposs | Opposs | opposs || ® judge
m @ (0] () (6] ®
1. Rend ssies tz 4 8 1S 37 83 6
1 Viwatdedws | , 10 20 33 76 7

. To what exment, if anry. would you favor or oppose & broad-based foderal il saies or valuo-added tix that was invisible




Appendix [V
Questianneive and Respoases From State
Pelicymabers

16. To what estem. if any. would you faver or appose & brosd-based feders) setsl sales or valus-added tan thas was visible
® e congumer? {Chock one bor in cach rew.)

Neuber
Swengly favor ser Swoagly || No besis
favor Faver epposs | Opposs | oppose 0 Judgs
W @ (] () O] ®
1. Rowll seles s [} 12 16 53 59 7
1 Viedbdm | 17 17 1) 35 12

V. ABMINISTRATION OF A FEDERAL TAX

17. 1n your epinivs. which of the following fsatures, if any. would faciliters the administration of & Srond-based faderal
consumgnion tax? (Check of shar gpply.)

LOLowrme (61)

2 Osngerme (118)

3. O Muipie rems (10)

4. [J Fow or 50 cxomprions (111)

8. O tavisibie & the remil lovel  (31)
6. O Visible & the romil level  (46)
7. [ Smalt business sxempuion (12)
8. O Oter (Plosse spocytyy __(25)

V. SHARING CONSUMPTION TAX REVENUES WITH STATES

18. Suppose the faderel goverament eaacted 5 brosd-based retail sales or value-added tax. la your opinion, wonld your state
be inssremad in piggybecking wpon the faderal tax if the opportumity 10 do 30 were available? (Check one box in each

row.)
Definisely | Probebly Probebly | Defininely || No desis
yos yos Unceruia ) = © judge
m @ 3 ) ® ®
1. Ramil sales wx 4 25 38 38 32 16
2. Value-added ux [} 26 39 42 24 17

)
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19. In your epinien, would your s agees 00 piggydeck on VE. COMMINTS
8 bread-based fuderel retall sales Wt if the fodera)

goverameat required your state 0 fupeal its rewil sales 21. Piesss wse the space below 0 provide any commmnts
%R & ¢ conditien of participsion? (Check ene.) you mey have shout this quostionnaire, ¢ federal retail

sales ., or & fodern) vajus-added uz. Amach sddutional
1. O Defmissty yes  (12) shesws, if nsosmsary.

2. D rvedabiy yu  (20)
3. O Usoernin (28)
o« Oradbiyse (47)
6. [ No tasis w0 jadge (12)

20. b your apinice. would your suis agres 9 piggybeck on
4 brend-based foderal valuo-added usx if the fodersl
goveramens required your same % repenl its retail sales
R 28 8 condition of panicipation? (Check ene.)

1. 0) Defininaly yes  (15)
2. O probebly ys  (14)
3. O Uacorain (26)
o« Drodadiyso  (44)

6 Onevasiswjndpe (17)

Thank you for your help.




Appendix IV
Questionnaive and Besponses From State

10. I» your epinisn, w0 vhet eait, if any, veuld the eximmass of 5 foderel consumption Bz mubs your sees reluraant
afopt & remil sales or valuo-added wx? heck ene box = such row.)

Very
gm Crest | Modoras | Seme | Limieor || No basis
extont entont [ e | oo ontant {| (o yuige

@

w 6] @ -] ()

5. Reluctest to adepe

o romil sales aar 2 H 0 1 S 0
3. Relustant t» adop

o veius-added ux 1 2 0 4 S 0

19. [s yous opinisn, weuld your smie agres © piggyback o  20. In your eplaien, weuld your sas agrus o piggyback en

& bresd-besed foderl valnoadded nx if the fadernl & Srasd-hased foderal vetall sades s if e fadevel
Soverament requised your sitts Bt enact & st Tetail goverament soquired your S 2ot enast & mms cumll
mles z 25 s condition of participation? (Chect env.) slos an 28 & condition of paricipation? (Chect enr.)
1. 3 Definisaly yos (1) 1. O Defisissly y (1)

2. O prodadly yes (1) 2. O Probably yos  (2)

3 Ouscermia (1) 3. OVscermis (1)

4. O] prodably 30  (4) ¢ Oovodadlyso ()

3. Doty 20 ) _ 3 Obetomyme ) _

6. J Ne besis 0 juigs  (0) 6. 3 No besis w0 judge (2)

[y

Page 63 GAO/GGD-90-50 State Official's Consumption Tax Concen




Appendix V
Questionnaire and Responses From State
Tax Administrators

This appendix includes the questionnaire and responses of state tax
administrators from states with a retail sales tax. Because only five
states do not have a retail sales tax, a limited number of responses was
received, and these showed no patterns sufficient for data analysis.




—.mﬂumtdﬁﬁhi

meat by e rms is the questionasire, & glessary is
incheded.

This questionani*t is being sent © ste Gax admisiswators
in cach sum. Tice quemtionmaise should be compland by the
addresses or someons he/shs dasigastes. A similer
quanionnaise is being sent ©© sats Wz policymehen. Your
participation is voluatery. Howevee, cur seport © the
Congress will be less thae compless without your input. W
eacourags you © reply.

This is sot an ancsywous sarvey. Your individua) responses
may bs provided 0 the Congruss. Afr mceiving the
repliss, GAD will jnigmennily select 2 sumber of sutes
and foliow-vp i persce © chinia more demiled information
os the questioansire responses. Therwibrs, it is imporast
that we receive the same of & consacs person in question 1.

The quessionssire should uks 20 © 30 minuns ©
compless. Most of the quentions can be quickly smowesed by
checking bonss. Pleass oo the iathe

eaclosed postage-paid epveiope within 10 days of secaige. If

Valnvadded tox (VAT A ambistngs ux et
impesed ea e wivs adied ©» goods and earviom
overy siags is ©e pradurtion and diswribusion precess.
Valug-added is B difhwence borvusa & bmiaes
firm’s sales and i puschesss from other frms.

Rotall sales tox RET): A mx that is calouiassd and
sdded © the prics of goods or asrvices sold ©
consmmers.

Consumption tox: Remil sales mx or wive-added ax.

Tuvislble tax: A ronil sales ax or valus-edded mx
that is included in the grics of goeds or servioes so0ld
1 consumers instead of being calculend sad added ©
the befbso-ux price ot the time of sale.

Viahle tax: A ronil sales iz or valus-added max that
is calcuiatad and added © the prics of goods or
sarvioss sold © consumers imswed of being incheded
in the prics belore the sale.

Brapd-bosed tox: A mx base thet inclades alsnost ol
goods and servicss. Exchmions would inciude reaml
valus of cwner and easat oocupied howsing, medical
care, insursace and flasace, sducation, rligiovs, sad
welfire aceivities.

you hove any questions, plesss call, collect, Me. George
Zika o (415) 556-6200 or Ms. Lynde Willis on (202)
272-804. I the ovent the amelops is misplaced, Be
address is:

U.S. Gessral Accoussisng Office
Mr. George Ziks

Sea Praacisce Regional Office
Suits 900

275 Mashnt Srem

San Pramcisco, CA 94103

Thesk you for your help.
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Appondix V

Questionpaice and Reapenses Prom Scate
Tax Administrators
LBACEGROUND . ADMINISTRATION OF STATE TAXES

1. Pieass indigsts the name, titie, and wisphens

sumber of the parsos we should esatact if addisionsl
informasins is reqmised abowt your resposses.

Name:
Tide:

. X

2. Per vhich suts are you & &z administraser?

3 hpwqia.n-h--.iud.b)u.

belisve your sie's remilers o difficulty dewsrmin-
ing which inms o= whisZ; 10 the wmis sales &s?

Chash om.)

tOwypmeanm (0)
2. O Gt csum 3)
3. O Modee o  (13)
4. 0 Soms exem (19)

4. Doss your smis provids soms type of credit or

rbets ©© low-insems axpyers » lessss the burdes
of e sales ux? (Check onn.)
1. 0w (8)

2. 0N (30)

. EFFECT OF FEDERAL TAX ON STATE SALES TAX ADMINISTRATION

5. In your episica, if the fodernl goverament cnacind 2 Lrosd-besed remil sales max or valus-added Wz, would the
resowsces hat the faderal government applied ©© 0z adminiswration bave spill-over beusfis for the admisistration of
your s sales wx program? (Check oue bex in each row)

Defininly | Probably Probably | Deflaisly || No Basis
No No Uscormia ™ ™= © Jigs
o (7 ® @ ® ®
1. Romil sales ax 1 9 4 20 3 2
2. Valso-added mx

[

11

11 9

2 5

6 ¥ s fudersl government snscted and administsved ity owe beuad-based consumption ax (remil sales or valee-added),
@0 you beliove hat your st wouid b iatesested in signing an information-sharing agreament with the faderal
goverament © eshance the adminissmsion of your sum's sales &z program? (Check ene bex bn each row)

Defiainsly | Prodebly Prodably | Defimisly || No Basie
o @ )] @ (&) ©®

1. Rewil sales mx 21

15

0 1

2. hiue-added mx

18

16

0 2




7. To what etest. if at all, would 8 broad-besed faderal remil sales wx or valus-added mx complicass the admisistreton of
your e sales mx? (Chesk ens bex in each rew.)

“'"n Gront Modersa Some Linle ot No Basis

E Exeomt Eamm Extomt Neo Extom © Jedge
) @ o @ ® )
1. el sales w2 s . . ° . .
2. Velus-added mx 7

w

10

8. Is your opinion, would the administrative costs of your state sales tex program iscresse. decresss, or sy sbowt the same
if the fedoral government imposes cither & broad-based fadesa) sales mx or & value-added mx that was vishhie © the

consumer? (Check ene bex in ench rew)
Greaty | Somovtt | SV | somewtss | Geomly No Basis
Incresse Increnss e Same Decrease Decresse © Judge
m @ o “ - ©
1. Rowil sales usx . 17 17 0 0 1
2. Velve-added s ‘ 15 17 0 0 3

9. In your opimion, would the admisistrative costs of your state sales mx program incresse, decresse, or stay about the same
if the faderal government imposed either & brond-besed faderal sales mx or a walue-added tax that was lavisible © the

consumer? (Cheek ens bax in eath rew)
Gready | Somewhs l""l Sowhat |  Gremly No Basis
Incresss Incresse e Same Decrease Decresse © Judge
m @ &) @ ® ©
I Nomil sales tax 2 14 23 ) 0 0
3. Vohue-added 2 12 25 0 0 0
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Appendix V
Questionnsire and Responses From State
Tax Administrators

10. In your opinios. would the reveans from yous stae’s sales tax increase. decrease. or stay about the same if the faderal

government imposad either 8 broad-based fadern) sales Kx or & value-added mx that was visible 10 the consumer?
(Check ens bex in sach rwn)
Groady | Somewhst | S | Somewht | Gready No Basis
Incresse Iacrease Decrenss Decrense © Judge
the Samne
; m @ » ) (0) ©
1. Ramil sales mx 1 . 1 18 i 4
2. Vhlue-added tax 1 5 13 16 0 4

11. In your opinion. would the revesue from your ssae’s sales max incresse. decrease, or stay about the same if the federal
FOranent Enpoved sither 3 broad-besed federal aies wx or a valus-added Wz thas was ievislble © the consumer”?

(Check one bex in sach ren.)
Grestly Somewhat :& Somewhat Gromsly No Basis
Increase Incroase the S Decress: Decrease © Judge
((}] (v3] (e} (0 ") 6)
1. Rewil sales mx 2 9 15 10 0 3
2. Valus-edded ax 2 10 17 7 0 3

12. Ia your opinica. would s federnl broad-based remil sales mx or s valus-added tax increase, decrease, or have 20 effect on
evsios of your smts sales ux by axpsyery? (Check ent bex in ench row.)

Gromdy Somewhat No Somewhat No Basis
Iacresse lucresss Effect Decreass Decrease © Judge
o Q) ()] ) (&) 6)

1. Retwil sales x

13

2. Valug-added mx

10

15




Appendix V
Questisnnaire and Responses From State
Tax Administraters

14.

IV. ADMINISTRATION OF A FEDERAL TAX
13.

In your opinion, which of the Dollowing features. if
sy, would facilitae the adminisration of a broad-
based faderal ion wa?
(Check all that apply.)

1.0 lowme (22)

2. O sSingle e (38)

3. O Mukiple raes (0)

4. 0 Fow or 80 enemprions (39)
. O tavisible o the remil tevel  (18)
6. O Visidle ot the romil lovel (4)
7. O Small business comptica (3)

8. [J Ocher (plonse specify) . (2)

i the foderal government enacted & brond-based
remil sales tax, in your opision, which of the
following methods, if any, would be the mont
officient ia collecting this wx? (Check eme.)

1. O Federal goversment should collect both  (0)
fodernl and state mnse.

2. 0] Swaes shouid collect the max for both federal  (10)
and stats governments.

3. O Federal government should collect it's own

tanes and states should collect their owa
tanes.

4. 3 Oher (plense specity)

(27)

(2)

1S. If the fodernl governmnent enacted a bread-besed.

wlue-added x. in your epinjos. which of the
following sethods, if any, would bs the ment
aificient in collecting this ux? (Check eme.)

1. [ Federsl goversment should collect boks  ( 2)
faderal and sans nes.

2. O Sunss should collect the mx for beth federd (1)
and stats governments.

3. O Federnl government should callect irs own  (33)
mas and snms should collent eir own
s

4. J Other (planse specify) )

V. COMMIENTS
16 If you heve additionsl commenss abowt this

quastionnaire, & foderal semil sales &x or & fadend
valus-added mx, plesse provids them in the space
below. Aiach additions) shesws, if sscessary.
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Appendix VI

Major Contributors to This Report

Lynda Willis. Assistant Director
Genera.l Goverr}ment Mary Phillips. Evaluator
Division, Washington,
D.C.
San Francisco George Zika. Evaluator-in-Charge

. Ira Carter, Evaluator
Regional Office Julie Devault, Evaluator
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