2011 UPDATE ON THE STREAMLINED SALES TAX

LBE FACTS AND FINDINGS
4 The SSUTA was amended o
allow states to use origin-hasc
sourcing of Tocal sales taxes
fur intrastace sales, removing
the primary obstacle ro
Texas menmbership in the

agrecment.

2 Amending Texas sales tax
starmices 1o C[)E}f‘()“‘n {8} l]]c
SSUTA, absent congressional
action, would result in
a revenue loss ot $88.3
million during the 2012-13

bicnniwm.

4 1M the U, Congress enacts
fegislation authorizing
states o require sellers ro
collect raxes on remote
sales and Texas joins the
SSUTA, the state could gain
approximately $500 million
annually.

This report does not include any
recommmendations. The intro-
duced 201213 General Appro-
priativns Bill does not include
any adjustments as a resule of

this report,

This report would have ne fiscal impact for the 201213 biennium. I¢ provides

an update on S5UTA developments since January 2007.

Federal courts have raled that staces may not requise a firm to collect stace and local
sales tax on interstate sales unless the firm has a physical preseunce in the taxing staie.
In response to mounting sales tax losses from the growth in Internet sales, a group
of states formed the Strcamlined Sales Tax Project in 2000. The purpose of the
project was to establish a simplified sales tax frameworke with the goal of collecting
sales tax on remote sales through voluntary compliance by sellers or through
congressional action anshorizing states to require vendors to collect taxes on remote
sales. The project produced the multi-state Streamlined Sales and Use Tax Agreement
{SSUTA), which ook cllect in Qctober 2005.

Under the key provisions of the agreement, pacticipating remoic vendors voluntarily
collect state and local sales eaxes on remote sales on behalf of SSUTA member states,
which are shown in Figure 1. Federal legislation that would ratify the agrecment and
mandate tax collections by remote seflers has been introduced in the U.S. Congress,
but has made licdle progress in the federal legislative process. "Texas is not a member
of the Streamlined Sales and Use Tax Agrecment, and Texas statutes do not conform
to the apreement guidelines in several respects. Becoming a member would require
Texas to take legislative acrion to amend the statc’s sales and use rax law, Amending
Tewas sales tax stanues to conform to the SSUTA, absent congressional action,

woild result in a revenue loss of $88.3 million during che 2012-13 bicnnium,

FIGURE 1

STREAMLINED SALES AND USE TAX FULL MEMBER S5TATES, NOVEMBER 2010

e

Sourck: Sireamlined Sales Tax Project.

The full text of this report can be found in the Government Effectiveness and
Efficiency report (Legislative Budget Board, January 2011), page 149.
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REDUCE GENERAL REVENUE LOSS FROM SALES TAX DISCOUNTS

LBE RECOMMENDATIONS
4 Amend stacute to increase the
E. timely filer discount to 0.75

percent and limit the amount a

vendor can retain in dic form of

the timely filer discount 1o $3,750

[?C!‘ fax year,

Amend stature by adjusting
2thc prepayment discount race
to the lesser of 1.25 percenc or the
rate that yiclds an annualized race
of return of 4 percent over the

prime race.

These recommendations would
require statutory change. The
imtroduced 2012-13 General
Appropriations Bill does not
inchade any adjustments as a
resule of these recommenda-

tions.

These recommendations would generate $152 million in General Revenue
Funds for the 2012-13 biennium and increase the sales tax discount for small

businesses.

Texas allows businesses to recain a flat rate of state sales tax collections o compensate
for their effort in collecting and reporting sales tax repardless of the size of business.
Additionally, reeailers receive a prepayment discount, an additional amounc of sales
tax collections for remitting estimated collections prior 1o their due date. Texas
retailers who prepay their sales taxes earn the equivalent of approximately a 13.27
percent annial rate of return on their prepayments. This is significanty higher than
the .57 pereent interest rate the state earned on its treasury funds and higher than
any interest rares available to retailers via other savings vehicles in 2009, Figure 1
shows that these discounts are expected to cost the state more than $200 million in

each fscal year of the 2012-13 biennium.

FIGURE 1
PROJECTED SALES TAX DISCOUNTS
FISCAL YEARS 2009 TO 2014 (IN MILLIONS)

2012 2013 2014

DISCOUNT 2009+% 2010 2011
Timely Filer $94.0 $99.1 $108.1 $112.4 $116.9 $116.9
Prepayment  $91.4 $91.4 $95.2 $99.7 $103.7 $107.8

*Actual discount amount.
Source: Legislative Budget Board.

Unlike Texas, many states either cap the amounts businesses can retain, offer different
levels of compensation to retailers based on the amoune of taxable sales, or do not
offer such discounts to concrol for the loss of General Revenue.

The full text of this report can be found in the Governmens Effectiveness and
Efficiency report {Legislative Budget Board, January 2011), page 155.

FIVE-YEAR FISCAL YEAR IMPACT, FISCAL YEARS 2012 TO 2016

FISCAL YEAR

PROBABLE GAIN/{LOSS) TO GENERAL REVENUE FUNDS

2012
2013
2014
2015
2016

Source: Legistative Budget Board.

$74,239,722
$77,736,413
$81,397,798
$85,231,634
$89.248,044
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LBE RECOMMENDATION
‘E Amend stacute o phase out
1 the Tax Refund lor Economic

Dievelopment Program between

fscal years 2012 10 M6,

This recommendation requires
statutory change. The intro-
duced 2012-13 General Appro-
priations Bill does not include

any adjusiments as a result of

this recommendation.

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 70 2016

FISCAL
YEAR
2012
2013
2014
2015
2016

Source: Legistative Budget Board.

PROBABLE SAVINGS/(COS5T) IN
GENERAL REVENUE FUNDS

The recommendation would save $4.0 millios in General Revenue Funds in the
2012-13 biennium and would phase out the Tax Refund for Economic

Development because this program’s effectiveness is limited by its structure.

Sinee 1997, the State of Texas bas refunded $114.9 million through the Tax Refund
for Bconomic Development Program. Pariial relunds of sales and use and franchise
tax payments reimburse participants in city and/or county property fax abatenmient
agrecments for some of the school property taxes they pay duc to the staie prohibition
on school property tax abatements. These refunds originated as a means to
compensaie city and county property tax abatement agrecment participants for
unabated school properry taxcs. The refunds are intended to promote coonomic
development, bur ¢heir structure and operation hinder  their elliciency and
cffectiveness, These factors, plus the creation of other cconomic development
programs and state elfores 1o reduce school properey raxes, have made the program’s
incentives less meaningful. Phasing out the program would allow cirrent participants
to continue recciving some refunds and result in savings of $4 million in General

Revenue Funds for the 2012—13 bicnninm,

The full text of this report can be found in the Government Lffectiveness and
Efficiency report (Legislative Budget Board, January 2011), page 163.

T TPROBABLE SAVINGS/(COST) TO
PROPERTY TAX
RELIEF FUND

PROBABLE COMBINED SAVINGS/
(COST) IN ALL-FUNDS

50 s $0
$2,685,600 $1,314,400 $4,000,000
$4,026,400 $1,971,600 $6,000,000
$5,371,200 $2,628,800 $8,000,000
$6.714,000 $3,286,000 $10,000,000
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TIE THE AUGUST SALES TAX HOLIDAY TO BUDGET CONDITIONS

LBB RECOMMENDATIONS
i Amend statute to establish a
L permancnt review process for

the August sales tax holiday.

Amend statute to suspend the
August holiday in fiscal years
20171 and 2012.

These recommendations require
statutory change. The introduced
2012-13 General Appropria-
tions Bill does not include any

adjustments as a result of these

recommendations.

These recommendations would generate $14.5 million in General Revenue
Funds for fiscal year 2011 and $97.3 million in General Revenue Funds for the
2012—13 biennium, and would provide the state with an objective process to be

used in determining whether or not to have the salex tax holiday.

Nineteen states, including Texas, held sales rax holidays in 2010. These holidays
exempted certain products, typically clothing and school supplics, from the state
sales tax for a defined period. Texas statute provides for an annual sales 1ax holiday
each August regardless of the state’s ability to afford it in a given year. Some states
canceled their planned hofidays in 2009 and 2010 because of budgetary and

cconomic conditions.

Analysis indicates Texas will face budgetary shortfalls in fiscal year 2011 and the
2012-13 biennium. Amending statuee to establish a permanent review process that
uses budget criteria as a basis for determining whether to hold the holiday would give
the state fexibility to hold the holiday in years in which the state can afford it and
enable the Texas Legislature to male appropriations decisions based on the availability
of additional sales tax revenue when the holiday is suspended. Figure 1 shows the
criteria recommended for making this determination. The six-year fiscal impact of

these recommendations is shown on the nexr page.

The full text of this repert can be found in the Government Effectiveness and
Lfficiency report (Legislative Budget Board, January 2011), page 169.

FIGUREY

USE OF CRITERIA IN THE DECISION-MAKING PROCESS

JANUARY 2013

August 2013
holidny orours

Source: Legislative Budget Board.

Do appropriations far
hiscol year 2013 exceed
estimated ovailable

Junvary 2013

Legislalure
Convenes

Release of
Biennial Revenve Esfimate
for 2014--15 biennivm

Crilerion |: Criterion 2:
Is avnilahle revenue for the
201415 hiennivm belaw
vailable revenue for the

201213 hiennivm?

August 2084
holiday occurs

ravenue?

August 2013
holiday is
tanceled

August 2614
holiday is
tanteled
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TIE THE AUGUST SALES TAX HOLIDAY TO BUDGET CONDITIONS

SIG-YEAR FISCAL IMPACT, FISCAL YEARS 2011 TO 2016

seRLYERR T T T PROBABLE GAIN/(LOSS) IN GENERAL REVENUE FUNDS
o T prasa9i28
2012 $55,513,694

2013 $41,830,179

2044 50

2015 $0

2016 $0

Source: Legislative Budget Board.
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STRENGTHEN SALES TAX ENFORCEMENT RELATED TO CUSTOMS
BROKERS AND INCREASE THE CHARGE FOR EXPORT STAMPS

1 Amend stanute to prohibit
rhc issuance (}{ Onc ﬁ}(l)()l'[

certificate for multiple receipes.

Amend seatute to prohibit the
Zissunncc af export certificares
not produced on the online

system.

3 Amend statute to rcquirc

custems brokers to confirm
they have seen property and a
receipt for that property.

j Amend statute to incrcase the
price of export stamps from
$1.60 to $3.20 cach.

These recommendations require
statutory change. The intro-
duced 2012-13 General Appro-
priations Bill does not include
any adjustments as a result of

these recommendations.

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 TQ 2016

BB RECOMMENDATIONS |

These recommendations would generate $9.2 million in General Revenue Funds
for the 201213 biennium and safeguard against abuse of sales tax provisions

related to custom brokers.

The U. S. Constitution prohibits seares from taxing exports to foreign countries.
Texas provides five methods for purchasers to receive an exemption from or refund
of sales raxes paid on cxporied property. One method, documentation by a customs
broker, allows a purchaser to receive a refund while taking possession of property in
this country. In a 2003 report, the Compuroller of Public Accounts docutmented
widespread abuse of the customs broker provision and recommended repealing the
provision. Rather than repeal the provision, the Texas Legislature restructured the
customs broker system by establishing an online system for issuance of export
certificates and imposing fees on export stamps and an annual fee on each broker
location. The new online system deale with some of the abusive practices, bur the
customs hroker statutc should be clarified to further safeguard against abuse. Revenue
gencrated by export stamp charges and broker fees has been less than initially
estimated. Enacting the recommended administrative changes and increasing the
stamp fee could improve administrative efficiency and generate $9.2 million in
General Revenue Funds during the 2012-13 bienninm through fines, export stamp

sales, and the reduction of sales tax refunds.

The full text of this report can be found in the Governmnent Lffectiveness i
Efficiency report (Legislative Budget Board, January 201 1), page 177.

FISCAL YEAR

" PROBABLE GAIN/{LOSS) IN GENERAL REVENUE FUNDS

2013
2014
2015
2016

Source: Legistative Budget Board.

$4,586,000
$4,586,000
$4,586,000
$4,586,000
$4,586,000
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REPEAL SUNDAY LIQUOR SALES RESTRICTIONS TO GENERATE

ADDITIONAL REVENUE

LBR RECOMMENDATION
Amend statuie o allow for
U Sunday sales of liquor for off-

site consumption.

This recommendation requires
stamutory change. The intro-
duced 2012-13 General Appro-
priations Bill does not include
any adjustments as a result of

this secommendation.

"This recommendation would generate $7.4 million in General Revenue Funds
during the 2012-13 biennivm and would create consistency among statutes

governing the sale of all alcoholic Leverages.

“Blue laws,” which limit the operation of businesses or the sale of certain iccms on
Sundays, date back to colonial times. Economic considerations and changes in
public opinion have led to the repeal of these restrictions in many states. However,
Texas continues to prohibit the sale of liquor for off=site consumption on Sundays,
while allowing consumers to purchase liquor in restaurants and bars. Bstablishmnents

can sell beer and wine for both on and off-premise consumption on Sunday.

Figure 1 shows thar Texas is one of 14 states thai does not allow the sale of liquor on
Sunday. Laws restricting the sale of some alcoholic beverages prevent the stace from
maximizing liquor and sales tax revenues, and are inconsistent with beer and wine
alcoholic beverage sales Jaws and laws governing the sale of other consumer goods.
Several states have repealed their Sunday liquor sales restriciions in the last 10 years
and have realized revenue gains. The five-year fiscal impace of these recommendations

is shown on the next page.

FIGURE 1
STATES THAT ALLOW SUNDAY LIQUOR SALES FOR OFF-SITE CONSUMPTION
FISCAL YEAR 2010

[ Conteal Stutes Allowing Sunday Liquer Sutes
B Control States NOT Allowing Sunday Liguor Sales

Non-Control Staies Atiowing Sunday Liquor Sales
£ Non-Contral States NOT Mlowing Sundoy Liquor Sales

Saurces: Distilled Spirits Council of the United States; National Alcohol Beverage Control
Association.

The full text of this report can be found in the Government Effectiveness and
Efficiency report (Legislative Budget Board, January 2011), page 183.
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REPEAL SUNDAY LIQUOR SALES RESTRICTIONS TO GENERATE ADDITIONAL REVENUE

FIVE-YEAR FISCAL IMPACT, FISCAL YEARS 2012 TQ 2016 _ R

PROBABLE GAIN/(LOSS) - . PROBABLE REVENUE GA?NWI.D;S)
FISCAL YEAR TO GENERAL REVENUE FUNDS TO LOCAL GOVERNMENT
2012 ' T s3p22079 o - 641575 -
2013 $3,753,406 $677,290
2014 $3,888,529 $714,896
2015 $4,028,516 $754,491
2016 $4,173,542 $796,177

Source: Legistalive Budget Board.
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ELIMINATE THE HOTEL PERMANENT RESIDENT EXCEPTION

LBB RECOMMENDATION

1o the hotel occupancy tax.

Amend stature o repeal the

permanent resident exceprion

This recommcndation requires
statutory action. The introduced
2012-13 General Appropria-
tions Bill does not contain any
adjustnrents as a result of this

recommendation.

FIVE-YEAR FISCAL IMPA
FISCAL YEAR
012
2013
2014
2015
2016

Source: |egislative Budget Board.

T, FISCAL YEAR

$ 2012 TO 2016

This recommendation would generatc $16.1 million in General Revenue Funds
and General Revenue—Dedicated Funds during the 2012-13 bicanivm and
would mitigate abuse of this tax exemption.

Texas levies a hotel ocanpancy tax on hotel guests, but persons who occupy a hotel
room for 30 or more consecutive days are considered permanent residenes and are
exemnpt [rom the hote tax. A “person,” as defined in the context of the law, includes
individuals and businesses, Therefore, the statute authorizing the permanent resident
exception extends o private businesscs such as aitlings, consulting firms, railroad
and tucking companices, and others. In fiscal year 2010, the srate collected $330.8
million in hotel ax revenue. Based on Comptroller of Public Accounts’ quarterly
data, all hotel occupancy tax exemptions, incdluding the permancent resident
exception, cost the state $53.7 million in General Revenue Funds during fiscal year
2010. The indusion ol businesses and individuals as partics chat are exempt from the
hotel occupancy rax is inconsistent with other tax exemptions typically granted in
Texas. Oiher tax exemptions to the hotel vax are allowed for non-profit ovganizations,

povernment entities, and higher education institutions.

The Full text of this report can be found in the Government Effectiveness and
Efficiency report (Legislative Budget Board, January 2011), page 189.

“ ?ROBABLE GAIN/(LOSS) IN GENERAL
REVENUE-DEDICATED FUNDS

PROBABLE GAIN/(LOS5) IN
GENERAL REVENUE FUNDS

$7,356,473 $677,242
$7.356,473 $677,242
$7,356,473 $677,242
$7,356,473 $677,242
$7,356,473 $677,242
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