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SUBJECT:
Taxing Categories of Goods and Services or Types of Business

One of the issues facing the council is whether a tourist tax should be applied to sales of certain types of goods and services regardless of who sells them or be applied to sales made by certain types of vendors.  This memo shows how economic activity is classified by types of goods and services and by types of vendors.  It also compares taxing types of goods and services with taxing types of vendors in terms of ease of compliance, ease of administration, fairness, distortions to the economy, and the ability to export the tax.

Categories of Goods and Services and Types of Business

The following tables show two ways of organizing sales.  Table 1 shows sales organized by categories of goods and services.  Tables 2 and 3 show sales organized by types of vendors.

Table 1 is a list of categories of goods and services that are sold at retail.  This list was compiled from the list of 17,046 industry revenue categories used by the economic census.  First, categories that were sold at retail were selected, and then related categories were combined to produce a manageable list.  Revenue by category is not shown because many items are sold by multiple industries and the economic census does not use the same categories in every industry.  Items that are in separate categories in the industry where most sales occur are often combined in other industries.

Table 2 shows sales by types of vendors organized by the broad economic sectors reported by the economic census and the census of agriculture.  The first column lists the sectors, and the second column shows estimated 2002 receipts for each sector.

Table 3 shows sales by types of vendors organized by the broad economic sectors shown in Table 2 and by the subsectors in each sector.  The first column lists the sectors and subsectors.  The second column lists the total number of establishments in each sector and subsector in 1997.  The third column shows estimated 2002 receipts.  Establishments and receipts are not reported for some subsectors.  In subsectors marked with a D, the Census Bureau withheld information because it might be possible to infer the receipts of individual firms.  Receipts are not reported for insurance carriers and related activities because the Census Bureau considers insurance premiums not to be comparable to sales in other industries.  Because of this withheld information, the number of establishments and receipts reported for subsectors do not always add up to the totals reported for the sector. 

At the meeting, I plan to provide additional information about vendors that have a significant portion of their sales to non-residents.

Taxing Categories of Goods and Services v. Taxing Types of Vendors

There are many ways that taxing categories of goods and services could be compared to taxing types of vendors.  The following comparisons are intended to serve as a starting point for council discussion.  They are not comprehensive or definitive.

Ease of Compliance:  

· More businesses would be subject to a tax based on categories of goods and services than if the tax were based on type of vendor.  

· With a tax based on types of vendors, vendors subject to the tax would only need to track total sales.  With a tax based on categories of goods and services, businesses would need to track taxable and non-taxable sales separately.  

· With a tax based on categories of goods and services, there would be questions about whether a particular item was taxable, and such questions would continue to arise with new or changed products.  

· With a tax based on types of vendors, there would be questions about whether a particular vendor was taxable, but the question would not continue to arise except when a vendor changed its line of business.

Ease of Administration: 

· There would be fewer vendors to process registrations and returns for and audit with a tax based on types of vendors.

· With a tax based on categories of goods and services, it would be necessary to audit taxable and non-taxable sales, as well as total sales.

Fairness:

· With a tax based on types of vendors, the same item will be taxed in some stores and not taxed in others.  Taxed vendors will have to charge a higher price or have a lower markup.

· With a tax based on types of vendors, some types of businesses will have to bear the costs of complying with the tax while others do not.

Distortions to the Economy:

· All taxes distort the economy by raising the prices of some things and not others.

· A tax based on categories of goods and services will give people incentives to buy and sell goods and services that are not taxed rather than goods and services that are taxed.

· A tax based on types of business will give people incentives to buy from non-taxable businesses rather than from taxed businesses.

· A tax based on types of business will give businesses incentives to reorganize or change their type of business to avoid the tax.  For example, a company that has taxable and non-taxable types of business under one roof might split into two companies or get out of the taxable line of business.

Exporting the Tax:

· A tax based on types of business could target sales to non-resident while not taxing sales of the same or similar items to residents.  

· With a tax based on categories of goods and services, targeting sales to non-resident requires identifying those categories that are disproportionately bought by non-resident.

· With a tax based on types of business, targeting sales to non-resident requires identifying types of business whose sales are disproportionately to non-resident.
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