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OverviewOverview

In 2004, the Joint Cost of Collection Study (JCCS), a publicIn 2004, the Joint Cost of Collection Study (JCCS), a public--
private partnership, retained PricewaterhouseCoopers (PwC) private partnership, retained PricewaterhouseCoopers (PwC) 
to conduct a twoto conduct a two--part study of U.S. retail sales tax compliance part study of U.S. retail sales tax compliance 
costs.costs.

In addition to PwC, study team included:In addition to PwC, study team included:
Dr. Joel Slemrod, University of MichiganDr. Joel Slemrod, University of Michigan

Dr. Fritz Scheuren, National Opinion Research Corp.Dr. Fritz Scheuren, National Opinion Research Corp.

Dr. Brian Erard, B. Erard & AssociatesDr. Brian Erard, B. Erard & Associates

Academic Advisory Counsel retained by JCCS consisted of:Academic Advisory Counsel retained by JCCS consisted of:
Dr. James Alm, Georgia State UniversityDr. James Alm, Georgia State University

Dr. Gary Cornia, Brigham Young UniversityDr. Gary Cornia, Brigham Young University

Dr. Therese McGuire, Northwestern UniversityDr. Therese McGuire, Northwestern University
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OverviewOverview

Project objectives Project objectives –– Phase IPhase I

1.1. Conduct survey to obtain data required to develop baseline Conduct survey to obtain data required to develop baseline 
estimate of, and to model retailersestimate of, and to model retailers’’ 2003 cost of complying 2003 cost of complying 
with state/local retail sales tax.with state/local retail sales tax.

National scope (unlike prior studies)National scope (unlike prior studies)

Exclude use tax collection on own purchasesExclude use tax collection on own purchases

Include both single state and multistate retailersInclude both single state and multistate retailers

Include both store and nonInclude both store and non--store based retail channelsstore based retail channels

Retail sector generally defined under SIC system but excludes eaRetail sector generally defined under SIC system but excludes eating ting 
and drinking placesand drinking places

22.  Prepare report based on survey including national .  Prepare report based on survey including national 
compliance cost estimatescompliance cost estimates
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OverviewOverview

Project objectives Project objectives –– Phase IIPhase II

1.1. Estimate Estimate ““driversdrivers”” of compliance costs based on of compliance costs based on 
econometric analysis of survey data including taxpayer econometric analysis of survey data including taxpayer 
and sales tax system characteristics as explanatory and sales tax system characteristics as explanatory 
variablesvariables

2.2. Develop microsimulation model capable of estimating Develop microsimulation model capable of estimating 
impact of retail tax system changes on compliance costs impact of retail tax system changes on compliance costs 

3.3. Use model to estimate potential effects of SSTP reforms Use model to estimate potential effects of SSTP reforms 
on compliance costson compliance costs
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OverviewOverview
Project timelineProject timeline

6/11/20046/11/2004 Contract with PwC signed by all JCCS partiesContract with PwC signed by all JCCS parties

8/30/20048/30/2004 11stst JCCS Steering Committee and AAC meetingJCCS Steering Committee and AAC meeting

9/29/20049/29/2004 First of three waves of survey sentFirst of three waves of survey sent

4/30/20054/30/2005 Survey closedSurvey closed

12/09/200512/09/2005 Phase I draft final report distributedPhase I draft final report distributed

1/18/20061/18/2006 22ndnd JCCS Steering Committee and AAC meeting JCCS Steering Committee and AAC meeting 

4/7/20064/7/2006 Phase 1 report finalizedPhase 1 report finalized

July 2006July 2006 Phase II econometric analysis authorizedPhase II econometric analysis authorized

June 1, 2007June 1, 2007 Phase II econometric report distributedPhase II econometric report distributed
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Cost of compliance is the incremental costs Cost of compliance is the incremental costs over and aboveover and above
what would be incurred if no sales taxwhat would be incurred if no sales tax

Internal personnel costs (time or money)Internal personnel costs (time or money)

Internal nonInternal non--personnel costspersonnel costs

External costsExternal costs

Distinction between Distinction between true resource coststrue resource costs (capital, labor) and (capital, labor) and 
net implicit transfersnet implicit transfers (e.g., vendor discounts, (e.g., vendor discounts, ““floatfloat””))

The ultimate incidence of compliance costs is not the focus of The ultimate incidence of compliance costs is not the focus of 
the study  the study  

Phase IPhase I
Definition and Measurement of Sales Tax Compliance CostsDefinition and Measurement of Sales Tax Compliance Costs
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Phase IPhase I
Definition and Measurement of Sales Tax Compliance CostsDefinition and Measurement of Sales Tax Compliance Costs

Retail sales tax compliance activities:Retail sales tax compliance activities:

1.1. Training personnelTraining personnel

2.2. Programming register systemsProgramming register systems

3.3. Documenting taxDocumenting tax--exempt salesexempt sales

4.4. Handling audits and appealsHandling audits and appeals

5.5. Other data collection and document retentionOther data collection and document retention

6.6. Preparing forms, collecting and remitting taxPreparing forms, collecting and remitting tax
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Phase IPhase I
Definition and Measurement of Sales Tax Compliance CostsDefinition and Measurement of Sales Tax Compliance Costs

Drivers of compliance costs: Drivers of compliance costs: State sales tax systemsState sales tax systems
Statutory exemptions (goods, purchasers, sellers, uses, tax holiStatutory exemptions (goods, purchasers, sellers, uses, tax holidays)days)

Variation in bases/rates among jurisdictionsVariation in bases/rates among jurisdictions

Local administration in Local administration in ““home rulehome rule”” statesstates

Treatment of remote salesTreatment of remote sales
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Phase IPhase I
Definition and Measurement of Sales Tax Compliance CostsDefinition and Measurement of Sales Tax Compliance Costs

Drivers of compliance costs: Drivers of compliance costs: retailer characteristicsretailer characteristics
Type of retailerType of retailer

Number of stores in each stateNumber of stores in each state

2003 gross sales, taxable sales, remittances2003 gross sales, taxable sales, remittances

Full time equivalent employees, cashiers, othersFull time equivalent employees, cashiers, others

Exempt salesExempt sales

Remote salesRemote sales

Filing frequencyFiling frequency

Audit frequencyAudit frequency

OtherOther
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Phase IPhase I
State tax State tax ““complexity bucketscomplexity buckets””

Group States

1 No local sales tax CT, DC, HI, IN, KY, MA, MD, ME, MI, MS, 
NJ, RI, WV

Uniform base, state administration
Generally uniform local rates

2 Origin  based PA, VA, VT
3 Destination-based IA, MN, NC, WI

Variable local rates
4 Origin  based AR, IL, MO, NM, OH, TN, TX, UT, WA
5 Destination-based FL, KS, NE, NV, OK, WY
6 CA, GA, SD

Variable base, variable rate
7 State administration, destination-based ND, NY, SC
8 Local administration AK, AL, AZ, CO, ID, LA
9 No sales tax DE, MT, NH, OR

Uniform base, variable local rates, local 
administration, destination-based

Sales tax characteristics
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Phase IPhase I
Survey stratification based on Dun & Bradstreet dataSurvey stratification based on Dun & Bradstreet data

• 648,000 retailers in Dun & Bradstreet database
• Retailers < $150,000 sales excluded from survey
• All retailers > $100 million sales included in survey
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Phase IPhase I
Survey administrationSurvey administration

Initial pilot survey conducted to test questionnaire.Initial pilot survey conducted to test questionnaire.

Questionnaire shortened to 8 pages (6 requesting data)Questionnaire shortened to 8 pages (6 requesting data)

Survey mailed to D&B address with PwC cover letter noting Survey mailed to D&B address with PwC cover letter noting 
sponsorship of NRF, COST, MTC, FTA, NCSL, GFOA and sponsorship of NRF, COST, MTC, FTA, NCSL, GFOA and 
endorsements by US Chamber, NFIB and RILA.endorsements by US Chamber, NFIB and RILA.

DMA withdrew sponsorship.DMA withdrew sponsorship.

Initial and follow up telephone calls to encourage participationInitial and follow up telephone calls to encourage participation..

Data checking and telephone followData checking and telephone follow--ups as necessary.ups as necessary.

Imputation for missing values.Imputation for missing values.

Results weighted by sample probabilities with nonResults weighted by sample probabilities with non--response response 
adjustment.adjustment.

Checked against Census and BLS controls.Checked against Census and BLS controls.
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Phase IPhase I
Survey response rateSurvey response rate

Note:  Many retailers in Dun & Bradstreet had moved or were no longer in business.  
Response rate was about 8% of surveys sent to valid addresses.
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Phase IPhase I
Survey ResultsSurvey Results——Gross Compliance CostsGross Compliance Costs

• Compliance costs for retailers in smallest size category are six times higher as a share 
of sales or sales tax collected than for retailers in largest size category.

• 1993 Tax Administrators News compilation of prior single-state studies found average 
compliance cost of 3.13% of sales tax collected
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Phase IPhase I
Survey ResultsSurvey Results——Net Implicit TransfersNet Implicit Transfers
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Phase IPhase I
Survey ResultsSurvey Results——By Type of Compliance CostBy Type of Compliance Cost
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Phase IPhase I
Survey ResultsSurvey Results——By SIC CodeBy SIC Code
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Phase IPhase I
Survey ResultsSurvey Results——By Direct Market Sales PercentageBy Direct Market Sales Percentage
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Phase IPhase I
Survey ResultsSurvey Results——By number of nexus statesBy number of nexus states
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Phase IPhase I
Survey ResultsSurvey Results——By number of SKUsBy number of SKUs
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Phase IPhase I
Survey ResultsSurvey Results——By share of taxable salesBy share of taxable sales
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Phase II Econometric AnalysisPhase II Econometric Analysis
OverviewOverview

Multiple regression equation modeling usedMultiple regression equation modeling used

SingleSingle--state retailersstate retailers

Compliance costs are a function of retailer and state Compliance costs are a function of retailer and state 
characteristicscharacteristics

MultiMulti--state retailersstate retailers

Compliance costs are a function of retailer characteristics and Compliance costs are a function of retailer characteristics and 
measures of multimeasures of multi--state operation such asstate operation such as

number of retail outlets in each of 9 state complexity number of retail outlets in each of 9 state complexity 
““bucketsbuckets””

Number of retail outlets in states with particular tax Number of retail outlets in states with particular tax 
characteristics (e.g., variable local bases, variable local ratecharacteristics (e.g., variable local bases, variable local rates)s)

Control group approach to estimate certain compliance costsControl group approach to estimate certain compliance costs
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Phase II Econometric AnalysisPhase II Econometric Analysis
OverviewOverview

Certain compliance costs can be estimated using a Certain compliance costs can be estimated using a ““control control 
groupgroup”” approach:approach:

personnel costspersonnel costs

cost of cash register systemscost of cash register systems

A regression approach is used to compare the total costs for A regression approach is used to compare the total costs for 
personnel and registers among retail outlets in states with a personnel and registers among retail outlets in states with a 
sales tax (of varying levels of complexity) to total costs amongsales tax (of varying levels of complexity) to total costs among
a control group of retail outlets from states with no sales taxa control group of retail outlets from states with no sales tax

Similar to Washington DOR methodology, but amended to Similar to Washington DOR methodology, but amended to 
allow for multiallow for multi--state retailersstate retailers
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Phase II Econometric AnalysisPhase II Econometric Analysis
OverviewOverview

Baseline results based on a weighted analysis of the Baseline results based on a weighted analysis of the 
responses given by 585 retailers nationwideresponses given by 585 retailers nationwide

All survey respondents that provided sufficient information and All survey respondents that provided sufficient information and 
that reported total compliance costs over $200 were included in that reported total compliance costs over $200 were included in 
the analysisthe analysis

Tax compliance is subject to significant economies of scaleTax compliance is subject to significant economies of scale

If all four indicators of size (sales, taxed sales, number of If all four indicators of size (sales, taxed sales, number of 
transactions, and employees) increase by one percent, transactions, and employees) increase by one percent, 
compliance costs are estimated to increase by 0.53 percentcompliance costs are estimated to increase by 0.53 percent

In general, analysis did not find significant differences in In general, analysis did not find significant differences in 
compliance costs related to the extent of a companycompliance costs related to the extent of a company’’s s 
operations in states in different operations in states in different ““complexity bucketscomplexity buckets””
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Phase II Econometric AnalysisPhase II Econometric Analysis
Summary ResultsSummary Results

Some aspects of the sales tax regimes do have a significant Some aspects of the sales tax regimes do have a significant 
association with total compliance costsassociation with total compliance costs

Operating in a local filing jurisdiction increases compliance coOperating in a local filing jurisdiction increases compliance costssts

The number of localThe number of local--option, nonconforming states the company option, nonconforming states the company 
operates in is associated with higher compliance costsoperates in is associated with higher compliance costs

The number of states where the company had stores facing no locaThe number of states where the company had stores facing no local l 
sales tax is associated with less compliance costssales tax is associated with less compliance costs

The composition of exempt sales also affects total compliance coThe composition of exempt sales also affects total compliance costssts

Compliance costs are higher, the higher is the fraction of exempCompliance costs are higher, the higher is the fraction of exempt sales t sales 
due to resale certificates or exempt organizations, and are lowedue to resale certificates or exempt organizations, and are lower the r the 
greater the fraction of exempt sales due to outgreater the fraction of exempt sales due to out--ofof--state salesstate sales

Holding constant total gross sales, a higher level of taxable sHolding constant total gross sales, a higher level of taxable sales is ales is 
associated with lower total compliance costsassociated with lower total compliance costs
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Phase II Econometric AnalysisPhase II Econometric Analysis
Summary ResultsSummary Results

Control Group AnalysisControl Group Analysis

The analysis examined the extent to which state sales The analysis examined the extent to which state sales 
taxes influence retailerstaxes influence retailers’’ decisions with regard to the decisions with regard to the 
number and type of cash registers (manual, seminumber and type of cash registers (manual, semi--
automatic, or automatic) and the total number of personnel automatic, or automatic) and the total number of personnel 
employedemployed

The results provide some evidence that the total The results provide some evidence that the total number of number of 
cash registers cash registers tends to be lower as the percentage of tends to be lower as the percentage of 
stores in nonstores in non--sales tax states increases, but do not suggest sales tax states increases, but do not suggest 
any significant impact of having retail stores in salesany significant impact of having retail stores in sales--tax tax 
states on the states on the type type of cash registers employed or the of cash registers employed or the 
number of employeesnumber of employees
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Phase IIPhase II
Use of Econometric Results for Policy SimulationsUse of Econometric Results for Policy Simulations

Policy simulations could be performed using the Policy simulations could be performed using the 
following statistically significant explanatory following statistically significant explanatory 
variablesvariables
1.1. Number of states a retailer is present in that do not have stateNumber of states a retailer is present in that do not have state--

local base conformitylocal base conformity

2.2. Indicator for one local filing jurisdictionIndicator for one local filing jurisdiction

3.3. Indicator for two or more filing jurisdictionsIndicator for two or more filing jurisdictions

4.4. Number of states a retailer is present in that do not have a locNumber of states a retailer is present in that do not have a local al 
sales taxsales tax

5.5. Indicator for having stores in at least one state that held a saIndicator for having stores in at least one state that held a sales les 
tax holidaytax holiday

6.6. Percent of exempt sales attributable to outPercent of exempt sales attributable to out--ofof--state salesstate sales
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Phase IIPhase II
Use of Econometric Results for Policy SimulationsUse of Econometric Results for Policy Simulations

State level administrationState level administration

Uniform tax baseUniform tax base

Seller registrationSeller registration

Notice of tax changesNotice of tax changes

Database of local jurisdictionsDatabase of local jurisdictions

Relief from liabilityRelief from liability

Uniform state ratesUniform state rates

Sourcing rulesSourcing rules

Direct pay permitsDirect pay permits

Administration of exemptionsAdministration of exemptions

Uniform tax returnsUniform tax returns

Uniform remittance rulesUniform remittance rules

Library of definitionsLibrary of definitions

AmnestyAmnesty

Certified compliance modelsCertified compliance models

Certified service providersCertified service providers

Certified automated systemsCertified automated systems

SST Reform Provisions (as of July 2007)
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Phase IIPhase II
Use of Econometric Results for Policy SimulationsUse of Econometric Results for Policy Simulations

Only one of the statistically valid policy simulations appears tOnly one of the statistically valid policy simulations appears to o 
have a direct bearing on the impact of SST reformshave a direct bearing on the impact of SST reforms

Effect of a uniform stateEffect of a uniform state--local tax baselocal tax base

Thus, construction of a compliance cost simulation model Thus, construction of a compliance cost simulation model 
based on econometric results of JCCS survey is not likely to based on econometric results of JCCS survey is not likely to 
provide answers to key SST policy questionsprovide answers to key SST policy questions

Alternative approaches to measuring compliance costs under Alternative approaches to measuring compliance costs under 
SST includeSST include

Update of survey with focus on differences between states that Update of survey with focus on differences between states that 
conform vs. states that do not conform to SSTconform vs. states that do not conform to SST

Survey of costs incurred by companies that use certified serviceSurvey of costs incurred by companies that use certified service
providersproviders
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For further information contact:For further information contact:

Peter MerrillPeter Merrill
PricewaterhouseCoopersPricewaterhouseCoopers
202202--414414--16661666
Peter.Merrill@us.pwc.comPeter.Merrill@us.pwc.com


