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ORDER AUTHORIZING STUDY
(Senate, No. 865 of 1962)

Ordered, That the Legislative Research Council shall make an investiga-
tion and study of the subject matter of current senate document numbered
694, permitting licensees to retain a certain percentage of the excise paid on
alcoholic beverages as compensation for services rendered in the payment
thereof. Said council shall report to the general court the results of its inves-
tigation and study, together with drafts of legislation necessary to carry its
recommendations, if any, into effect by filing the same with the clerk of the
senate on or before the fourth Wednesday of December in the current year.

Adopted
By the Senate, July 17, 1962
By the House, in concurrence, July 19, 1962
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•jpo the Honorable Senate and House of Representatives:
Gentlemen: The Legislative Research Council submits

herewith a report prepared by the Legislative Research Bureau
relative to permitting licensees to retain a certain percentage of
the excise tax paid on alcoholic beverages as compensation for
services rendered in the collection and payment of the tax.

The Legislative Research Bureau is limited by statute to “sta-
tistical research and fact finding.” This report therefore contains
factual material only, without recommendations or legislative pro-
posals. It does not necessarily reflect the opinions of the under-
signed members of the Council.

Respectfully submitted,

Sen. JOHN E. POWERS of Suffolk,
Chairman

Rep. JOHN T. TYNAN of Boston,
Vice Chairman

Sen. NEWLAND H. HOLMES
of Norfolk and Plymouth

Rep. JAMES A. KELLY, JR. of Oxford
Rep. ARMAND N. TANCRATI of Springfield
Rep. SIDNEY Q. CURTISS of Sheffield
Rep. WALLACE B. CRAWFORD of Pittsfield
Rep. HAROLD L. DOWER of Athol
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To the Members of the Legislative Research Council:

Gentlemen : Senate order, No. 865 of 1962 directed the Leg-
islative Research Council to make an investigation and study of
the subject matter of Senate, No. 694 relative to authorizing alco-
holic beverage licensees to retain a certain percentage of the ex-
cise as compensation for services rendered in the payment thereof.

The Legislative Research Bureau submits such a report here-
with. Its scope and content are determined by statutory provi-
sions which limit Bureau output to factual reports without recom-
mendations.

The preparation of this report was the primary responsibility of
Daniel M. O’Sullivan of the Bureau staff.

Respectfully submitted,

HERMAN C. LOEFFLER,
Director, Legislative Research Bureau.

*

LETTER OF TRANSMITTAL TO THE
LEGISLATIVE RESEARCH COUNCIL



By legislative directive, this report deals with the question of
' awarding compensation to licensed wholesalers and manufacturers

for services performed in the collection of excises in connection
with their sales of alcoholic beverages In line with statutory limi-
tations, no recommendations are included in the report.

Efforts to stimulate favorable action on related proposals orig-
inated in 1956 when representatives of both the distilled spirits and
malt beverage industries filed proposals to this effect. In subse-
quent years, individual legislators also introduced similar proposals
on their own initiative. All of these proposals have been rejected
by the General Court, usually early in the legislative process.

This subject has been the basis of limited studies in the past by
both executive and legislative agencies of the Commonwealth.
Thus, in 1962 the State Tax Commission submitted a brief report
without any recommendations. The Special Commission on Taxa-
tion is now studying this topic with a reporting date specified for
January 1963.

With reference to an earlier proposal of 1962 calling specifically
for a 2% allowance for vendors’ services in collecting the alcoholic
beverage excises, the Senate Committee on Ways and Means re-
ported instead the present directive calling for a report by the Leg-
islative Research Council on the subject. In the conduct of the
study a difficult question has been the meaning of the term, “costs
of compliance,” relative to a tax obligation. This definition seems
quite clearly to include any expenditure directly associated with

*the vendor’s collection and payment of the tax. Beyond this cov-
erage, however, other opinion suggests that the definition should
include part or all of various kinds of expenses such as for litiga-
tion, public relations and other activities which may be deemed to
be indirectly connected with the collection of the tax.

Sl}? (Emnmmnutfaltlf of fHmuiadjUiU'lliS

VENDOR ALLOWANCE FOR COLLECTING ALCOHOLIC
BEVERAGE EXCISE

SUMMARY OF REPORT



SENATE— No. 712. [Mar.8

Studies of compliance costs for tax purposes are few in number.
None at all were unearthed relative to alcoholic beverages. Hence,
this study has had to consist of (a) general background data on
this score in the form of compliance payments discovered in sev-
eral other tax fields, and (b) observations relative to the alcoholic
beverages industry which were chiefly obtained from conferences
with representatives of that industry and from state tax officials.
This report is not intended either to support or deny any particular
degree of significance as attaching to this paucity of information.

i

In the consideration of vendors’ collection allowances, it is per-
haps germane to point out that alcoholic beverages, particularly
distilled spirits and malt beverages, are among the most heavily
taxed commodities in the American economy. Beyond question
the high level of liquor taxation has helped to increase the prices
of liquor very materially. Under such conditions, so runs the argu-
ment, these taxes cannot be viewed as just another aspect of opera-
tional costs to be absorbed in the price structure of the industry.

The federal tax alone accounts for approximately 43% of the
sales price of distilled spirits and equals five times the cost of pro-
duction. When this tax is combined with state and local levies,
the total tax burden is figured at $2.46 (55%) of the average re-
tail price of $4.55 per “fifth” of a gallon bottle of distilled spirits.
Similar burdens are in effect relative to federal taxation of malt
beverages, as to which the current excise of $9.00 per barrel is
considered to represent five times the cost of manufacture. On the
bases of these tax rates, the federal government derived the huge
sum of about $3.2 billion from the taxation of alcoholic beverages
in the calendar year 1961, and the states gathered almost $1 bil-
lion, including the profits of state stores in monopoly states.

Particularly on the federal level, the industry has sought to re- A
duce its tax burden. Its principal contentions are (a) that highfl
taxes have handicapped the industry’s growth, (b) that these taxes
foster moonshine activity and illicit trade, and (c) that they tend
to promote social discrimination as resulting high prices place their
products beyond the financial capacity of people of low income

TAXATION OF ALCOHOLIC BEVERAGES
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levels. But taxation of alcoholic beverages does not generally stir
public protest and thus industry pleas for tax relief are rejected.

FEDERAL TAXATION

Alcoholic beverages are taxed by the federal government for
purposes of revenue and regulatory efforts are of secondary con-
sequence.

The federal excise on alcoholic beverages originated as a “war”
and related tax increases over the years have varied with

wartime pressures. Liquidating the debt of the Revolutionary
War motivated the initial levy on distilled spirits in 1791. Subse-
quent increases helped finance the nation’s participation in the War
of 1812, and with the help of a new malt beverages tax in 1862,
the Civil War as well. World Wars I and II and the Korean con-
flict have brought still further increases so that the present rates
of $10.50 per proof gallon of distilled spirits, and of $9.00 per bar-
rel of malt beverages, are at record heights.

These excises are levied on the distillers and brewers. Technically
their tax liabilities are established when the federal gauge inspec-
tors release quantities of the products for bottling. The manufac-
turer is allowed two weeks from the date of that release to pay the
tax, which, since 1959, is payable on the basis of a reporting sys-
tem rather than on the basis of affixed tax stamps.

State taxation of alcoholic beverages started in earnest with the
return of legalized alcoholic beverages in 1933, though some ex-
cises were applied as far back as the Colonial period. Shortly after
repeal of the prohibition amendment, nine states began taxing dis-
tilled spirits, and were soon applying an average state rate of
$0.86 per gallon. Since then tax rates on distilled spirits in the
32 license states have progressively risen to a current average of

*51.85 per gallon. Seventeen states now use state stores to sell dis-
tilled spirits. Only the single state of Mississippi still clings to their
prohibition.

In similar fashion, the states have looked to malt beverages as a
lucrative source of revenue. Existing rates have steadily increased

STATE TAXATION
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to the present average level of $2.93 per barrel over the same
period.

Some obscurity surrounds legislative intent in the enactment of
vendor compensation laws. Many state statutes indicate the allow-
ances are granted to cover the costs of affixing stamps or other
similar indicia; other laws refer to them as a stimulus for prompt
or early tax payment, still others as an award for the costs of com-
pliance. However, there is almost unanimity of opinion among tax
administrators that the purpose of the allowance is to indemnify
the vendor for his expenses in assisting the state in both the en-
forcement and collection of consumer excises.

Gasoline is taxed in the fifty states and brought approximately
$3.7 billion into state treasuries in the 1962 fiscal year. The aver-
age state levy is 6c per gallon, with individual state rates ranging
from a low of 5c per gallon in eight states, (Ariz., Hawaii, 111.,
Kan., Minn., Mo., Tex., and Wyo.) to a high of 8c in a single state
(Alaska).

Gasoline taxes are paid on the basis of total amount of gasoline
sold or received as reported in all taxing jurisdictions. A few
states pay the refiner or distributor for collecting the state’s gas
tax. Reports vary somewhat as to the total number of states in-
volved. One source a governmental agency indicates that
nine states (Ala., Fla., 111., Mass., Neb., N.Y., N.D., Okla., and Pa.)
have separate statutory provisions calling for reimbursement of
administrative tax costs. This same governmental agency reports
that in eleven other states (Ark., Colo,, Ga., Ida., Ind., Ky., Me.,
Nev., S.D., Tex., and Utah) a more comprehensive allowance is
provided to cover (a) losses in handling and storage, (b) costs of
tax compliance and (c) losses due to the destruction of gasoline by
fire, floods and other causes.

On the other hand, a publication of the petroleum industry
enumerates the statutes of 13 states (Ala., Fla., Ga., Ida., 111., Kan.,
Mass., Mo., Neb., N.C., N.Y., N.D., and Pa.) as permitting vendor

STATE VENDOR COMPENSATION PROGRAMS

GASOLINE TAXES
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allowances for tax administrative costs alone. It adds that in 15
other jurisdictions provisions for tax compliance costs are inter-
woven with a general allowance providing for adjustments for
gasoline losses and destruction.

Dealer’s compensation rates varied from a low of 14 of 1% of
taxes collected in New York, to a high of 3]4% in Kansas. As a
result the petroleum industry received $26 million in the fiscal year
1962 for assisting the states through their collection efforts in the
administration of the gas tax.

The current gasoline tax rate in Massachusetts is 5.5 c per gal-
lon; the Commonwealth permits the licensed manufacturer or dis-
tributor to withhold 1% of monthly total tax collections as an ad-
ministrative allowance. About $BOO,OOO was withheld on this basis
by 66 licensed distributors in the fiscal year 1962, with about ten
major distributors receiving approximately 85% of the total
amount retained.

RETAIL SALES TAXES

The retail sales tax levies now in effect in 36 states range from
a low of 2% in 11 states (Colo., la., La., Nev., N.M., N.M., Okla.,
Tex., S.D., W. Va., and Wyo.), to a high of 4% in three states
(Mich., Pa., and Wash.). Just under half (17) of the states levy a
3% rate; the remaining five have either 2Vz% or 3]A% rates. All
taxing jurisdictions now rely on the reporting method for collec-
tions, inasmuch as the single exception, Ohio, abandoned its stamp
system in 1962.

In contrast with other major taxes, state costs for enforcement
and administration of the sales tax are considered to be relatively
small. On the other hand, surveys indicate that it is a burden-
some tax to administer from the point of view of the merchant.
Conscious of this burden, 20 sales tax states pay vendor allow-
ances ranging from a minimum rate of 1% in Texas and Ohio, to
A maximum 5% rate in Colorado. About half the states provide a
*% vendor’s allowance: the remainder of the states use graduated
rates and flat monetary allowances.

On these bases it is estimated that close to $6O million was paid
to vendors collecting sales taxes in the fiscal year 1962. While this
sum seems large, some informed persons question the adequacy of
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compensation of the retailer for his services as a tax collection
agent. Studies of retailer compliance costs attributable to sales
tax collections indicate many variations. Surveys in the 1930’s
and 1940’s indicated compliance rates ranging from a low of 2.3%
up to 6% of total sales tax collections. A much more recent Ohio
survey covering many types of businesses found the average rate
of compliance to be 7.6%; this latter rate, however, was recently
criticized by a researcher who estimated the proper Ohio rate to be
only 2.1%.

Massachusetts has not enacted a sales tax. Recent
proposals on this score in the Commonwealth called for a 2% ven-
dor’s compensation allowance.

CIGARETTE TAXES

Forty-seven states (excl. Colo., N.C. and Ore.) levy cigarette
taxes starting at the rate of 2c per package in Arizona, and rang-
ing to the maximum 8c rate in six states (Alaska, La., Miss., Mont.,
N.M., and Tex.), with an average state rate of 5.5 c per package.
This source of revenue produced slightly more than §1 billion of
state revenue in the fiscal year 1962.

Stamp affixation or meter impressions constitute the methods of
collecting the cigarette excise in 43 states. Four other states
(Alaska, Hawaii, Mass, and Mich.) rely on monthly reports for tax
administration. Stamps or meter impressions are purchased in
advance, usually from state fiscal officers although California and
New York contract with banks to serve as selling agents. The
stamp system results in pre-payment of the excise although
strictly speaking tax liability does not rest on the wholesaler until
he makes a sale to the retailer or other outlet All stamp states
also require the submission of reports by wholesalers, usually on a
monthly basis, which are examined by state auditors to insure
that the state is receiving the full amount of taxes due.

The practice of paying collection compensation to vendors
made its greatest progress in the field of cigarette excises.
43 stamp or meter states authorize dealer compensation at rates
running from a minimum of 2%, to a maximum of 10%; the aver-
age rate is 5%. Three states which make collections on a reporting
basis (Alaska, Mass, and Mich.) reimburse tax compliance costs on
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a 1%-2% basis. Hawaii is the only state where the policy of ven-
dor’s compensation is not accepted.

About $35 million was paid to cigarette distributors as collection
allowances in the 46 states in the fiscal year 1961. Recent surveys
indicate that an allowance of 2.8% compensates the small efficient
distributor sufficiently for making collections under both stamp
and meter systems, and that an allowance in excess of that rate
would unjustly enrich the medium and large distributors. This
.conclusion is based on the reasoning that certain stamp system
costs become stablized, and hence increases in sales volume do
not result in corresponding increases in operating expenditures.

Massachusetts first enacted an excise on cigarettes in 1939, and
simultaneously gave the State Tax Commissioner discretionary
authority to abate a portion of the total collected taxes for dealers’
administrative costs. The present method of allowing the dealers
to withhold a certain percentage of their collections was not in-
stituted until 1956.

Under existing Massachusetts rates, grocery store chains may
retain 0.5% of total remittances as a collection allowance; vending
machine firms, 1%, and wholesalers, 2%. Approximately $790,000
was paid to the above groups for their efforts in collecting and
transmitting the cigarette excise in the fiscal year 1962. The
chief beneficiaries of this total allowance were the 115 licensed
wholesalers who received approximately 95% of the total payment,
and “averaged” $6,520 per distributor.

The withholding system of collecting the personal income tax
is now relied on by 27 of the 35 states which levy this type of tax.
But in only three states are employers compensated for currently
withholding income tax payments from the wages of their em-
ployees. Of these, Louisiana pays employers 3% of the amounts

and Massachusetts and Missouri permit graduated com-
pensation ranging from 3% down to 0.5% of amounts collected
as the size of individual tax liabilities increase.

Slightly over $1 million was withheld by Massachusetts em-
ployers in the fiscal year 1962 to compensate for their costs on
behalf of the withholding system.

OTHER VENDOR COMPENSATION PROVISIONS
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By statute, common victualers collecting the 5% Massachusetts
tax on meals of $1 or more may withhold 1% as compensation
allowance. It is likely that on this basis a total of approximately
$BO,OOO was “paid” as an allowance to Massachusetts common vict-
ualers in the last fiscal year.

Another aspect of collection allowances is related to the common
practice throughout the nation under which city and town clerks
issue state licenses for hunting, fishing and other outdoor recre-
ational activities. These officials collect the pertinent fees, file
monthly reports and transmit the sums collected to the
state agency In Massachusetts, they are authorized by statute to
retain 25c from the cost of each license issued as compensation for
services rendered. In many small towns, this allowance is normally
considered part of the clerk’s salary; in the larger ones and cities
the allowance reverts to the local treasury.

The average state tax on distilled spirits in the 32 license
states levying such a tax is $1.85 per ballon. The average state
tax in the 50 jurisdictions which permit the sale of malt beverages
through private enterprise reaches $2.93 per barrel.

In the past a greater number of states utilized the stamp system
as the basis for collecting alcoholic beverages excises. However,
recent years have demonstrated a trend to the reporting method.
Thus, 20 states now rely on the reporting system for the collection
of all alcoholic beverages taxes and 16 jurisdictions require the
attachment of stamps to indicate tax payments. The remaining
14 states usually follow a combined system, collecting distilled
spirits taxes through stamps and malt beverages levies via the
reporting method. Whatever system is used, the manufacturer or
wholesaler must file reports, usually on a monthly basis, indicating
total sales subject to taxation.VtX/X IJ I*UJVyV; U IVi

Eight states make some monetary payment in coimection with*
activities collecting alcoholic beverage excises for the state (Fla.,
Ind., La., Miss., Nev., Tenn., Tex., and Va.). Much variety exists
among them relative to the scope and application of the statutory
compensation provisions. Two of the states have compensatory

ALCOHOLIC BEVERAGES COMPENSATION PRACTICES
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statutes extending to both distilled spirits and malt beverages (Ind.
and Nev.). Most of them limit their statutory coverage to taxes
on distilled spirits which are collected by the affixation of stamps
to containers. Nevada is the only reporting state which authorizes
dealer compensation. The same is true in Tennessee for malt
beverage dealers but not for distilled spirits wholesalers.

The total remuneration of wholesalers and manufacturers for
collecting alcoholic beverages excises in the states where applicable
amounted to slightly more than $2 million in the fiscal year 1962.

The proponents of compensation for vendors who collect alcoholic
beverage excises stress their service as collection agencies for the
state. They believe this system is the only practical one and that
it produces the maximum revenue. Any other system, they allege,
would increase administrative and enforcement costs of the state.

To the above views, distributors of alcoholic beverages in
Massachusetts add further reasons for receiving vendor compensa-
tion. They stress the propriety of their being relieved of com-
pliance costs in so heavily taxed an industry ($2B million collected
in fiscal 1962) where those compliance costs cannot be passed
along to the consumer in higher prices. In view of the intense
competition in the industry, costs of operation are crucial and must
be continuously reviewed. To demonstrate the very competitive
condition of the liquor industry, the wholesalers point out that of
the 43 breweries established in this state after repeal in 1933,
only six are now in business.

Much diversity exists as to dealers’ costs in collecting the Mas-
sachusetts liquor excises. Because of many small operating units,
efficient business machine systems cannot be installed. Instead
their administrative work is usually performed manually, thus in-
creasing labor costs.

Furthermore, the executive of one liquor firm indicates that
tax work is highly specialized and requires more capable people at
relatively high salaries. Another industry official suggests that
tax collection duties impose greater burdens on the credit depart-
ments of the various distributors. Still another company official

VIEWS FAVORING VENDOR COLLECTION COMPENSATION
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indicates that a minimum of $2OOO must be expended to meet the
statutory tax collection requirements.

Representatives of the liquor industry point out that by law
their manufacturers and distributors may not extend credit in
excess of 90 days to their retail dealers. In contrast, the whole-
salers must pay their suppliers within 30 days to protect their
franchise and exclusive sales territories. Hence, distributors must
borrow to transmit taxes monthly, and they believe they should
be reimbursed for resultant interest costs.

Finally, the proponents of collection payments to vendors of
liquor accent that the alcoholic beverage industy is subject to
greater governmental control and that restrictions on the operation
of normal free business enterprise impose difficulties. These condi-
tions restrict sales outlets, and increase operational problems.

Some opponents of granting compensation for tax collection in
the field of alcoholic beverages contend that the Commonwealth
is already overgenerous in regard to existing vendor compensation
programs. Favorable action on the proposed 2% compensation
rates would divert approximately $565,000 from the state treasury,
based on collections in the fiscal year 1962.

These opponents also suspect that despite present state payments
of vendors’ tax compliance costs, the latter costs are all passed
along to the consumer. They point out that state aid does not
usually bring lower sales prices. They believe that tax compliance
costs are a perfectly proper cost of doing business which should
be passed on to the purchaser, particularly for luxuries such as
alcoholic beverages.

Lastly, opponents of tax compliance remuneration insist that the
identification and assessment of some of the costs which are con-
nected with paying taxes are practically impossible of determina-
tion. In any case, they would only pay compensation in tax col-
lection systems predicated upon stamps, meter impressions or some
similar method of tax payment under which tax compliance costs
can he clearly isolated and analyzed.

VIEWS OPPOSING VENDOR COLLECTION COMPENSATION
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Under a legislative order, Senate No. 865 of 1962, reprinted on
the inside of the front cover of this report, the Legislative Re-
search Council was directed “to make an investigation and study
relative to permitting licensees to retain a certain percentage of
the excise paid on alcoholic beverages as compensation for serv-
ices rendered in the payment thereof.” This order was adopted by
the Senate on July 17, 1962, and by the House of Representatives
on July 19, 1962.

As indicated later in this report, the payment of compensation
to liquor dealers for their efforts in collecting alcoholic beverages
taxes has not been widely favored by state legislatures. Only eight
states have statutory provisions on this score, which are very
varied in scope and application. One state, Kentucky, eliminated
such “compensatory” provisions from its liquor excise laws when
it dropped the stamp method of making tax payments in 1960.

Unfortunately, no information is available concerning legislative
proposals on this score throughout the nation. One authoritative
source states that the question of liquor excise compensation “is
and has been dormant.” 1 Likewise, the absence of any reports on
this question by private, trade or governmental agencies indicates
that this matter has generated little interest as a part of liquor
tax administration.

Certainly the latter has been the case in the legislative history
of Massachusetts. No recommendation appears in the reports of
both the special and legislative commissions of 1933 which laid the

VENDOR ALLOWANCE FOR COLLECTING ALCOHOLIC
BEVERAGE EXCISE

CHAPTER I. INTRODUCTION

Origin of Study

1 Letter from Charles F. Condon, Executive Director, Federation of Tax
Administrators, dated Nov. 2, 1962.
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foundation of our existing alcoholic beverages statutes (5.494 and
H.1300 of 1933). Subsequent studies by the Commission on Tax-
ation and Public Expenditures (H. 1708of 1938), the Special Recess
Commission to Investigate Alcoholic Beverages Laws (H. 1461 of
1943) and the Special Commission on Taxation (H.2707 of 1954)
omit any consideration of this topic. Likewise, neither the Fiscal
Survey Commission nor the Commission on the Structure of State
Government (Baby Hoover Commission) has considered this
element of tax administration in their many reports.

Legislative Background

On the legislative front, the first two proposals for action in this
area were made in 1955 by the Massachusetts Wholesale Liquor
Dealers Association and the Massachusetts Wholesalers of Malt
Beverages Inc. (H. 1740 and H.1741). In brief, the former proposal
called for a maximum compensation rate of 2% to be applied by
the Commissioner of Taxation while the latter conferred discre-
tionary authority on the Commissioner to award an allowance of
1% of the total excise collected. The Legislature adopted other
tax reforms in these bills but discarded the features relative to
collection payment. The same rejection occurred relative to sim-
ilar proposals introduced by individual legislators in 1956 and 1957
(H.689 of 1956 and 5.145 of 1957). No further legislation on this
score was introduced until the 1960 session when Senate, No. 681
proposed a 2% allowance through the withholding method; the
recommendation by the Committee on Taxation that it be referred
to a study by the State Tax Commission was rejected.

Further agitation continued in 1961 with introduction of Senate,
No. 365 and House, No. 1756. In view of previous setbacks, the
sponsors of Senate, No. 365 reduced their proposal to a maximum
1!/o% allowance. On the other hand, House, No. 1756 of 1961
called for the highest rates of compensation yet proposed from
a minimum of 1% to a maximum of 3%.

In line with its 1960 action, the Committee on Taxation recom-
mended that Senate, No. 365 of 1961 be referred to the State Tax
Commission for study, but that House, No. 1756 be consigned to
the Special Commission on Taxation for the same purpose. Ac-
cordingly the State Tax Commission filed a one-page report briefly
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describing the proposal and making no recommendations (5.562
of 1962).

In 1962, this document, together with Senate, No. 156 proposing
a 2% allowance, comprised the legislation on this matter submitted
for consideration by the General Court. The Committee on Taxa-
tion reported Senate, No. 156 favorably without any change in the
proposed 2% allowance, but the Senate Ways and Means Commit-
tee then substituted the present order calling for a study by the
Legislative Research Council (5.865 of 1962).

Scope of Study

This study order directs a study of paying licensees specified ..

compensation for services rendered in the payment...” of the ex-
cise tax on alcoholic beverages.

Certain ministerial acts must be performed by the taxpayer
under any tax system in meeting his statutory obligation. When
he prepares his personal income tax, meager records will suffice for
the purpose. But the intricacies of the many and varied imposts
levied on business may well require many small businessmen to
employ an accountant on a temporary basis to prepare their tax
returns. In much larger degree, corporations will frequently need
separate tax departments to adequately and efficiently discharge
their tax liabilities. These aspects of the exposure of an individual
or a firm to taxes undoubtedly have some bearing on the propriety
and amount of compensation allowances which are justified. But
at least equally important are the corresponding benefits being re-
ceived by taxpayers from government.

A difficulty in considering such allowances lies in the def-
inition of what constitutes costs of tax compliance. Unquestion-
ably any cost to the taxpayer which can be directly attributed to
the tax alone would generally fall within such definition. How-
ever, though the compliance expenditure may have been initially
required by the tax, still the taxpayer may have a residual benefit
in the form of a personal or business advantage. Thus, a machine
purchased originally for tax work may subsequently be used for
other business operations. In such cases, how is compliance cost
to be apportioned? In what areas and in what proportions should
it be assessed?
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The problem is further clouded when questions are asked
whether certain expenses, which are only incidently related to the
collection and payment of an excise, may nevertheless be consid-
ered to be “costs of compliance.” Thus, may not educational or
political campaigns to point out the alleged injustice of a tax be so
considered? Would costs of lobbying or legislative activity to re-
peal a specific tax deemed unjust or unfair fall into such category?
Can protracted litigation initiated by a taxpayer to determine his
rights and liabilities be so labelled? May the time of company
officers who are not charged with tax functions be treated as
of compliance, for example, when they must attend state tax meet-
ings and conferences?

Opinions vary as to whether the above illustrations constitute
valid costs of compliance. Most of them will probably be deemed
beyond the definition involved, in which case their impact would
lie beyond the scope of this report.

Efforts by the Research Bureau to unearth pertinent data on
merchants’ costs incident to liquor excise collections have been
fruitless. Specialists in tax administration point to the paucity of
reliable information on this point. However, this report does pre-
sent cost data based on the costs to vendors and taxpayers in the
fields of sales taxes and cigarette taxes. Other data on compliance
costs have been obtained chiefly from conferences with state tax
auditors, tax officials and industry representatives.

Alcoholic beverages, particularly distilled spirits and malt bev-
erages, are among the most heavily taxed commodities in the
American economy. The federal tax alone on distilled spirits ac-
counts for an estimated 43% of the sales price. When this tax is
combined with state and local levies, the total tax burden is about
$2.46 (55%) of the average retail price of $4.55 per “fifth” of a *

gallon bottle of distilled spirits. 1 With relation to both distilled
spirits and malt beverages, the federal tax alone is estimated to
amount to five times the cost of production. 2

CHAPTER 11. TAXATION OF ALCOHOLIC BEVERAGES

1 (Author not indicated) Liquor Industry. U.S.A. 1962.
2 Standard & Poor. Industry Surveys. August 16, 1962.
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To indicate the size of this tax burden in dramatic fashion, rep-
resentatives of the liquor industry point out that the application
of rates of similar dimension would entail a consumer expenditure
of $7,750 for a medium priced car; $747 for a $2OO television set
and $0.72 for a package of cigarettes. 1

The large amounts collected, at all levels of government,
from taxation of alcoholic beverages in 1961 are shown in the fol-
lowing table:

4 TABLE I.

Public Revenues Collected from Alcoholic Beverages, 1961
Level of From All From Liquor Excises^

Government Sources Excl. License Fees, etc.
Federal $3,339,282,000 $3,237,238,000
State 1,225,029,369 958,312,802
Local 123,561,438 Not Available

Total $4,687,872,807

(i) Excludes import duties, license fees, occupational taxes and
miscellaneous income.

(2) Includes profits of state stores in monopoly states.
Source: Distilled Spirits Institute, Public Revenues from Alcoholic Beverages.

1961.

Federal tax collections are rarely earmarked for special purposes
and hence are paid into the General Fund. As a result they help
to pay for a wide range of governmental activities. On the state
level, approximately 85% of the collections from alcoholic beverage
taxes are reserved to pay general expenditures. The balance (15%)
is used for designated purposes of which State Aid to Local Gov-
ernment, and Education and Public Welfare programs are the more
prominent.

In many quarters, taxation of alcoholic beverages, particularly of
distilled spirits, is deemed to approach the confiscatory stage.

|iEfforts on the legislative fronts to ease this tax burden have been
generally unsuccessful. Because this source of taxation does not
rouse public hostility, legislators and tax administrators are un-
willing to provide tax relief.

1 (Author not indicated) Liquor Industry. U.S.A. 1962.
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Actually, representatives of the industry contend that greater
revenue could be realized from reduced rates. They emphasize
that high taxes stimulate higher prices which tend to make these
commodities less marketable. Higher prices have various effects

- they put the product beyond the financial capacity of a person
of moderate or small financial means, or they force him to curtail
his purchases markedly, or they motivate a shift of patronage to
a less costly alcoholic beverage. Among other results of any of
these developments is the disrespect for law engendered among
persons of moderate means who resent such developments.

Beyond these effects, the proponents of tax reduction insist that
the high taxes on liquor foster moonshine activity and illicit trade,
and that government thereby “subsidizes” serious rackets. They
estimate that approximately a fourth of all of the liquor consumed
in this nation originates in unauthorized stills. On this basis over
a half billion dollars of tax revenues is annually being lost to na-
tional and state governments.

The proponents also emphasize that these taxes are equal to ten
times moonshiners’ costs of production and hence criminal syndi-
cates marketing illicit alcoholic beverages can afford to pay for
much corruption, vice and lawlessness. The sponsors of tax re-
duction in this field also point out the heavy drain on public funds
to counteract and suppress this activity, along with the social losses
that are incapable of monetary measurement.

Lastly, members of the industry allege that high taxes have re-
tarded its growth, and caused its scope of development to fall be-
hind other U.S. industries. This failure to achieve maximum
growth has not only handicapped the industry’s contribution to the
country’s economy, but has also retarded the expansion of hun-
dreds of related enterprises that supply services, materials and
equipment.

To liquidate the debt of the Revolutionary War, Congress
enacted excise taxes on whiskey in 1791 ranging (a) from 11c to
30c per gallon on distilled spirits produced from foreign grown
crops, and (b) from 9c to 25c per gallon on spirits distilled from
domestic crops (1 Stat. 199). Considerable opposition among the

Federal Taxation
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farmers of Western Pennsylvania and Kentucky to this tax ushered
in the so-called Whiskey Rebellion which federal troops were dis-
patched to quell. Modified only slightly over the next decade the
excise was repealed in 1802 (2 Stat. 148).

With the advent of the War of 1812 the nation again turned to
the liquor excise as the vehicle to pay off war debts and the tax
was reinstituted until its withdrawal in 1818.

After almost a half century of federal reliance on other
sources the Civil War brought heavy new financial requirements.

were again levied on distilled spirits, in addition to taxes
on tobacco and many other articles.

Meanwhile a tax on beer as another alcoholic beverage had come
into the picture. The immigration to this nation of German brew-
masters had spurred the brewing of better beer. As beer became
a beverage of wide acceptance a tax levy of $1 per barrel was ap-
plied in 1862.

From the post Civil War period to almost the turn of the 20th
century, liquor and tobacco products continued to bear relatively
heavy tax burdens as luxury items, and raised approximately $5.6
billion of tax revenue, or 41.2% of total national tax collections. 1

In connection with the war with Spain, further reliance was placed
on liquor excises to underwrite the war effort. Tax levies were
increased to $l.lO per proof gallon of distilled spirits, and, by
100%, to $2 per barrel, on malt beverages. Special taxes were
also imposed on other articles and transactions, but liquor again
became the main vehicle for raising 55.2% of total tax receipts.2

The adoption of the graduated income tax since the World War
I epoch removed the liquor excise collections as a mainstay of the
federal tax structure. But with repeal of the prohibition amend-
ment in 1933, they became primarily responsible for the fact that
excises generally were responsible for 55.6% of total tax proceeds
in 1934. By the start of World War n, successive increases had

the rate to $4 per proof gallon of distilled spirits. To
meet war needs the excise rate per gallon was first raised from $4
to $6, and then to $9 in early 1944. The latter increase was identi-

1Federal Excise Taxes, 1956, The Tax Foundation, New York, N.Y.
2 Ibid.
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fied as a temporary “war tax rate” but its date of termination was
afterwards stricken by a legislative act.

Again another war brought higher taxes ■— this time the in-
creases connected with the Korean war raised the total excise to
$10.50 per proof gallon for whiskey and other distilled spirits, and
$9.00 per barrel for malt beverages. As on similar past occasions
these increases were imposed as temporary war measures only to
be repeatedly extended with the passage of the years. They are
now due to expire on July 1, 1963, but if history repeats itself, as
is highly likely, such assertion will fail to materialize.

While the federal government requires the manufacturer, the
wholesaler and the retailer to be licensed, the excise falls upon the
distiller, winemaker, and brewer (Title 26, U.S. Code, s. 5001).
Technically, liability for the excise is established when the federal
gauge inspector authorizes the release of given quantities of bev-
erage for bottling at the completion of the distillation process. The
distiller is then allowed two weeks after bottling to make payment
to the Internal Revenue Service.

While the manufacturer is still obligated to affix tax stamps to
the glass containers, and tax labels to barrels and cases, such items
do not constitute the method of tax payment. To release the cap-
ital tied up in prepaid tax stamps, Congress by the Excise Tech-
nical Change Act of 1958, effective July 1, 1959, authorized the
Internal Revenue Service to convert from the stamp plan to the
reporting method for the collection of both liquor and tobacco ex-
cises (P.L. 85-859). Consequently, while stamps are still found on
alcoholic beverage containers they give notice of taxes having been
paid but are not tax stamps.

The historical development of the federal excise on alcoholic
beverages and its role in the national fiscal structure seem to jus-
tify a conclusion that such excises are primarily “revenue” meas-
ures, and of little consequence in the regulation of the industry
from a social viewpoint.

Important state enactments in the taxation of alcoholic bev-
erages started in 1933 with repeal of the federal prohibition
amendment.

State Taxation
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In the nation’s early years, taxes on this score were levied from
time to time, then dropped. Thus, in 1636 the Massachusetts Gen-
eral Court applied a tax of 1/6 of the price “of fruits, spice, sugar,
wine, strong water and tobacco,” only to repeal the levy in the fol-
lowing year. Similarly, Massachusetts and the other colonies
enacted such excises for longer or shorter periods up to the Revo-
lutionary War some primarily for revenue and others to dis-
courage the consumption of the beverages. Hostility and ineffec-
tive collection procedures caused them to fail of their mark.

As described, the federal government had relied heavily on
liquor taxation in the nineteenth century and there was little state
activity.

Of course, state liquor taxes were not applicable in the Prohibi-
tion era but with repeal state taxation on this score became prom-
inent. On December 5, 1933, the effective date of the Twenty-first
Amendment, nine states commenced to tax alcoholic beverages,
with an average state tax of $0.66 per gallon of distilled spirits.
(Ariz., Colo., Del., Ind., Md., Mass., N.J., N.Y., and R. 1.) Over
the years the rates have since been increased so that by late 1961
the average rate applicable in 32 license states had become $1.85
per gallon. Because of the complex calculations used to arrive at
the retail sales price of distilled spirits in the 17 monopoly states
it is difficult to determine the average state taxes applicable to this
group of states. However, since the monopoly jurisdictions sell beer
generally through private channels rather than state stores, the
applicable beer taxes can be determined. Adding these to the tax
rates on beer in the 33 license states (including Mississippi which
permits the sale of beer but not of other alcoholic beverages) a cur-
rent average state tax of $2.93 per barrel on malt beverages results.

To help maintain the maximum returns derived from a given
tax, it is clear that the smallest possible amount of proceeds
should be diverted for the administration of the tax. On the other
hand, great consideration should also be given to the necessary
expenditures by the taxpayer in order that he may ascertain and

CHAPTER 111. SOME CONSUMER EXCISE AND
OTHER COMPENSATION PRACTICES
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discharge his tax liability; if his disbursements had to be assumed
by the state, those amounts would have to be deducted from the
collections which would otherwise be forthcoming. This diminu-
tion may occasion tax increases which could leave the taxpayer in
a worse status. Inasmuch as taxes are a compulsory contribution
by the citizen towards support of his government, any expenses of
the taxpayer to discharge his personal obligation may properly be
assessed against him and not be permitted to increase state admin-
istrative costs.

But can this principle be applied if tax liability truly belongs to
another? Should one taxpayer, or group, be required to assume
the burden of another group? Can taxpayers equitably be com-
pelled to serve as a collection agency for the state? Should they
be the vehicle to achieve tax compliance? Bearing upon the an-
swers to these questions are various facts ■—• that taxes are unpop-
ular; that some of them are considered unfair; that tax evasion,
avoidance and leakage exist; and that the payment of their taxes,
in the minds of many persons, does not bring adequate govern-
mental benefits.

While excise taxes are levied on many commodities, this report
limits discussion to the procedures associated with the collection
of motor fuel, cigarette, sales and liquor taxes, on which the vast
majority of the states rely as fruitful sources of revenue. Addi-
tionally, brief comment will be made in some other areas where
compensation is also awarded for the collection of other taxes or
fees.

Gasoline Taxes

State Tax Trend, and Loss Allowances
The state of Oregon initiated the first tax of one cent per gallon

on motor fuels in 1919. Every state followed suit one or more
times over the next decade, with the average rate rising to 3%c
per gallon. In 1932, the federal government entered the field of
motor fuel taxation with a 1c tax which has been progressively in-
creased until it reached the current rate of 4c in 1959 when that
most recent increase was enacted to pay for the new National De-
fense Highway Program.
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Motor fuel taxes accounted for some $3.7 billion in state tax col-
lections in the fiscal year 1962. These collections were realized
from an average state levy of 6c per gallon, with individual state
rates ranging as shown in Table 2 from a low of 5c per gallon in
eight states (Ariz., Hawaii, 111., Kan., Minn., Mo., Tex. and Wyo.),
to a high of 8c in one state (Alaska).

For tax purposes, states fall into two general classifications of
(a) a sales type of tax, and (b) a receipts type of tax. Under the
former sales type of tax law, the distributor pays to the state the
tax collected on each unit of the product which he actually sells
to a reseller or consumer. Under the latter receipts category, the
distributor pays a tax on every gallon of motor fuel either (a) re-
fined or (b) brought by him into the state for sale or use. The
number of gallons actually taxed may be different due to evap-
oration, shrinkage, spillage and any factor of destruction peculiar
to the petroleum industry. And relative to these factors one of
the basic differences between the laws becomes apparent. In the
sales type of category, the wholesale distributor does not pay the
tax on any merchandise which may become lost or destroyed. But
in the receipts type of tax he loses both the merchandise and the
tax unless compensating adjustments are made.

If any portion of the product concerned is lost, destroyed or
damaged by fire, flood, tornado and the like, 44 states, comprising
both sales and receipts types of jurisdictions, return the tax by
either an exemption or abatement method. About 30 states au-
thorize allowances for losses in storage and handling but in general
are less generous. Generally these adjustments apply mostly to
the producer-refiner and wholesaler-distributor. But 10 states
allow the retailer to recoup the tax which he has paid on his pur-
chase price in the case of losses due to destruction and other
causes.

When Oregon established the first gasoline tax, it was contem-
plated that the tax could be collected effectively at the retail level
from the individual gas stations, garages and numerous other out-
lets where the gasoline was sold. However, as the consumption of

Compensation for Collection
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motor fuel increased and multiplied, it became apparent that such
a plan was impractical. Subsequently, a system developed which
placed the obligation of making tax collections on the shoulders of
the licensed distributors. The success of this approach led to its
adoption elsewhere.

Rising tax rates stimulated higher prices, and gas tax evasion
became commonplace in the early depression years of the 1930’5.
Not only did the states lost badly needed revenue but legitimate
dealers were subjected to the cut-rate competition of unscrupulous
bootleggers who were evading the tax. Thereupon the oil industry
formed Gasoline Tax Evasion Committees throughout the country
and expended large sums of money to ferret out illicit trade prac-
tices. These committees assisted the states in enforcing gasoline
tax regulations and stimulated the good cooperation between state
government and the petroleum industry that has persisted over the
years and has resulted in the tax on gasoline being considered as
one of the best enforced excises.

The amended Oregon system is used universally today as the
method of collecting motor fuel excises, i. e., payment by the re-
finer or wholesaler via the reporting method. State statutes which
award compensation to distributors have been adopted much more
slowly. In fact, some disagreement exists as to the extent of state
policy relative to compensating the distributor for costs incurred
in the collection of the tax.

A governmental source1 shows that nine states have separate
statutory provisions for tax compliance compensation exclusively
(Ala., Fla., 111., Mass., Neb., N.Y., N.D., Okla., and Pa.). This same
source also indicates that at least partial reimbursement for tax
administrative costs is authorized in 11 states where a distributor
may withhold a certain percentage of the taxes to cover losses (a)
due to evaporation, etc., and (b) costs of collection (Ark., Colo., Ga.,
Ida., Ind., Ky., Me., Nev., S.D., Tex., and Utah). Hence, as losses due
to evaporation, shrinkage, leakage, etc., diminish, the reimburse-
ment rate may be sufficient to cover collection expenses.

On the other hand an industry publication reports that 13 states
compensate exclusively for administrative costs incurred (Ala., Fla.,
1 Highway Statistics, 1960, U. S. Bureau of Public Roads, Table G-103,



SENATE —No. 712.1963.] 29

4

ft

Ga., Ida., Kan., Mass., Mo., Neb., N.C., N.Y., N.D., and Pa.). 1

In like vein, provisions lumping losses in storage and handling with
administrative costs under a specific rate may be found in 15 other
states.

Among the latter group of states, Kansas has the most liberal
reimbursement rate (3]4 %), and New York the lowest flat rate
(2/3 of 1%). Five states (Ala., Fla., Neb., N.C. and Pa.) have
descending rates which vary with the total amount of tax collected
or the volume of sales and range from 2%, down to % of 1%.
Georgia applies al% rate to the first sM>c of its 6y2 c tax; Idaho
requires the distributor to return half of the 2% rebate to the re-
tailer. The balance of the states have specific rates free of re-
strictions.

Thus, on the overall picture, it would appear that over $26 mil-
lion was returned to the petroleum industry in the fiscal year 1962
for acting as the agent of the states in collecting motor fuel
excises.

Practice in Massachusetts

Massachusetts first levied a 2c tax per gallon on motor fuel in
1923 (Acts of 1923, c. 454). However, this levy was subjected to
a referendum in the following year and was rejected by a large
margin. Five years later, the same excise of 2c was levied by the
General Court (Acts of 1928, c. 316). Since then, the rate has been
increased by steps to its present level of 5.5 c (Acts of 1956, c. 718,
s. 15; G.L. c. 64A, s. 4).

The following table compares the gasoline tax rate of Massachu-
setts, and its proceeds of $81.9 million in the fiscal year 1962, with
the rates and proceeds therefrom in all other states. Massachu-
setts is the only state with a 5.5 c levy and only six other states
have the lower minimum excise at 5c (111., Kans., Minn., Mo., Tex*
and Wyo.). As to total gasoline tax collections, 13 states collect
larger amounts as shown, and 36 states lesser amounts:
i Committee on Public Affairs of the American Petroleum Institute, T.C. 26,

Jan. 1,1962.
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State Gas Tax Rates and Revenue
Fiscal Year 1962

Gasoline Revenue i Gasoline Revenue
State Tax Rate (Millions) State Tax Rate (Millions)
Ala. 7c $ 75.1 Mont. 6c $ 18.1
Alaska 8 5.5 Neb. 7 39.5
Ariz. 5 28.4 Nev. 6 9.7
Ark. 6.5 42.1 N.H. 7 14.2
Calif. 6 364.0 N.J. 6 122.5
Colo. 6 40.4 N.M. 6 25.6
Conn. 6 48.9 N.Y. 6 231.9
Del. 6 10.3 N.C. 7 107.8
Fla. 7 131.9 N.D. 6 12.2
Ga. 6.5 89.6 Ohio 7 220.3
Hawaii 5 11.9 Okla. 6.58 62.6
Ida. 6 14.8 Ore. 6 38.8
111. 5 149.9 Pa. 7 255.3
Ind. 6 105.4 R.I. 7 17.9
la. 6 59.0 S.C. 7 53.3
Kans. 5 42.8 S.D. 6 15.7
Ky. 7 64.8 Tenn. 7 80.5
La. 7 66.4 Tex. 5 196.8
Me. 7 23.4 Utah 6 22.0
Md. 6 60.7 Vt. 6.5 9.3
Mass. 5.5 81.9 Va. 7 93.8
Mich. 6 152.6 Wash. 7.5 75.0
Minn. 5 59.8 W.Va. 7 35.5
Miss. 7 48.7 Wis. 6 75.9
Mo. 5 65.7 Wyo. 5 8.3

TABLE 2.

1 Includes taxes on diesel oil and other fuels used in motor vehicles, including
aircraft fuel.

Source: U.S. Bureau of the Census, State Tax Collections in 1962, dated
August 29, 1962.

Compensation for the gasoline refiner or distributor for his costs
of collection was first authorized in 1945. At that time discre-
tionary authority was vested in the Commissioner of Taxation to
refund up to a maximum of 1% of taxes collected to pay adminis-
trative expenditures (Acts of 1945, c. 556). This rebate was ex-
tended only to licensed distributors who satisfied all statutory con-
ditions and regulations and made payment on the due date. Re-
funds by the Commissioner continued until 1960, when the Legis-
lature authorized distributors to withhold the same 1% rate from
the total taxes they collected.
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The excise is paid by each distributor when he files his monthly
report on total sales, indicating his opening inventory of gasoline,
his purchases and sales during the month and his closing inventory,
on or before the last day of the month. Evidently the petroleum
industry is satisfied with this system judging by the fact that, ex-
cept for the 1960 legislation, no proposals have been introduced to
increase the basic compensation rate or make any other change.

As indicated by the following table, an increasing total annual
allowance has been withheld by licensed distributors over the past
few years. In the fiscal year 1962, 66 of them withheld over
$BOO,OOO to cover their administrative costs. Of this total, state
tax officials estimate that probably 85% of this remuneration is
shared by approximately ten major distributors (Humble, Texaco,
Shell, etc.):

Collection Allowances Withheld by Massachusetts Gasoline Distributors,
Fiscal Years 1958-62

Year Amount
1958 5715,482.
1959 746,304.
1960 768,647.
1961 782,786.
1962 802,433.

Source: Massachusetts Department of Corporations and Taxation

Gasoline companies advance many arguments to justify their
allowances. They point out that the industry serves as a collec-
tion agent and that otherwise the state would be required to main-
tain an expensive corps of inspectors, enforcement agents and ad-
ditional auditors to follow the movement of motor fuels within the
trade. No other system, they allege, would produce the volume of
taxes that is now received or the low ratio of state administrative
costs. With respect to their direct costs they emphasize their ex-

*
pense of keeping records, additional employees, floor rent, office
equipment and machinery and the cost of the surety bonds re-
quired by most states. They claim the time lost by non-tax depart-
ment personnel on gasoline tax problems is immeasurable. More-
over they absorb the losses in tax payments steming from the in-
solvency or bankruptcy of their purchasers.

TABLE 3
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On the other hand these claims of the gasoline industry may
well overstate their case. The gasoline tax is used for road con-
struction and maintenance, and certainly good roads stimulate in-
creased consumption of gasoline. Probably no other excise gives
the distributor, producer or merchant so great an opportunity to
follow the flow of his tax money back to his sales register.

The state finds the gasoline tax levy fairly easy to administer
and the same may hold therefore for private industry, even though
it is admitted that the industry’s burden may benefit the state.

As has been indicated, each of ten major distributors received
an average of $70,000 in the fiscal year 1962 and probably about
the same amounts in prior years. It is questionable whether an
average annual allowance of approximately $70,000 to a major
distributor is equitable from the state’s point of view.

The major companies are multi-million dollar corporations par-
ticipating generally in nation-wide activities. They are deemed to
be highly efficient, utilizing scientific management and modern
business equipment in their everyday operations. Such methods
and equipment can be adapted easily for inventory and credit con-
trol and many other business purposes. Hence, new costs due to
gasoline tax collection work will undoubtedly increase much less
slowly than the related increases in volume of work. Available in-
formation indicates that the home offices of many large firms, fre-
quently outside Massachusetts, assign the preparation of the gaso-
line tax returns for as many as 25 states to a single experienced,
capable tax man. Increased gasoline tax payments increase the
allowance without any correspondingly larger expenses of collec-
tions.

Due to the different situation which will be indicated later
with reference to alcoholic beverages, credit to the retailer is not
commonplace in the petroleum industry. The tank-truck driver
receives cash or a check (tax included) for his deliveries. In con-
trast, the Massachusetts reporting method allows the distributor
to render payment up to the last day of the month for his sales
during the preceding month. Hence, the distributor has the use
of the state’s money for a minimum of 30 days and a maximum of
60 days depending on the date of delivery to the gasoline or
service station or other outlet. The use or investment of this
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money will counter balance part of the expenses required to collect
and remit the tax.

The practices of other states which tailor compensation allow-
ance rates to (a) specified gallonages of sales, (b) tax totals, or
(c) a certain fixed amount of the basic tax may be the better ap-
proach to balancing the equities involved. During the five year
record of allowances received by gasoline distributors shown in
Table 3, the tax rate per gallon of gasoline remained stationary.
Especially if another increase in motor fuel taxation is enacted by
the General Court, prudent fiscal management should indicate the
need for reappraisal of the allowance program.

State Development Elsewhere.
Most prominent among the so-called state and local “consumer”

taxes is the general or limited retail sales and use tax. First
initiated by West Virginia in 1921, it is now in effect in 36 states,

State Retail Sales Tax Rates and Revenue
Fiscal Year 1962

Sales Tax Revenue Sales Tax Revenue
State Rate (Millions) State Rate (Millions)

Ala. 3% $ 94.3 Mo. 2 128,3
Ariz. 3 75.9 Nev. 2 15.2
Ark. 3 60.7 N.M. 2% $ 37.4
Calif. 3 755.1 N.C. 3 131.2
Colo. 2 55.5 N.D. 2 14.8
Conn. 3.5 93.1 Ohio 3 262.8
Fla. 3 181.7 Okla. 2 60.4
Ga. 3 157.3 Pa. 4 418.5

Retail Sales Taxes

TABLE 4

Hawaii 3.5 65.9 R.I. 3 26.7
111. 3.5 466.4 S.C. 3 73.8
la. 2 83.5 S.D. 2 17.3
Kans. 2.5 79.8 Tenn. 3 112.6
Ky. 3 96.9 Tex. 2 103.2
La. 2 90.1 Utah 2.5 36.8
Me. 3 29.5 Wash. 4 287.5
Md. 3 91.0 W.Va. 3 97.7
Mich. 4 460.5 Wis. 3 13.9
Miss. 3 75.8 Wyo. 2 12.4
Source: U.S. Bureau of the Census, State Tax Collections in 1962, dated

August 29, 1962.
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and, as indicated by Table 4, produced the huge total of approxi-
mately $4.9 billions of state revenue in the fiscal year 1962.

Rates range from minimums of 2% in 11 states (Colo., la., La.,
Nev., N.M., N.D., Okla., Tex., S.D., W. Va., and Wyo.) to maxi-
mums of 4% in three states (Mich., Pa., and Wash.). The most
frequent rate is 3% which applies in 17 states (Ala., Ariz., Ark.,
Cal., Fla., Ga., Ky., Me., Md., Miss., N.C., Ohio, R.1., S.C., Tenn.,
W. Va., and Wis.). Among the five other states, three have a rate
of 3Y2% (Conn., Hawaii and 111.), and two states have a rate of
2V2 % (Kan. and Utah).

Texas and Wisconsin have been the most recent additions to the
roster of sales tax states, both adopting this form of taxation in
fiscal 1962. Four states (Conn., 111., Utah and W. Va.) increased
their rates in the same year.

Cities and counties have also found this tax an important source
of financial assistance which yielded over $875 million in 1960.
Local sales tax rates average 1%.

Although New York state has not enacted a state-wide sales
levy, more than 60% of the state’s population, including New York
City, resides in counties and localities which assess such a tax.
Local sales taxes are also found (a) in New Orleans, Phoenix and
Denver, among the larger cities, and (b) among some smaller mu-
nicipalities in Alabama, Alaska, Virginia and a few other states.
In five states (Cal., 111., Miss., N.M., and Utah) the local sales tax
is collected by the state government and then distributed locally,
thus avoiding duplication in collection and administrative services.
Collection and Tax Compliance Features

The cost to the state of administering a sales tax is considered
to be comparatively small as compared with such costs in the col-
lection of other major taxes. The average governmental costs of
administration in the fiscal year 1956 were found to be 1.44% of
collections in 27 of the then 33 sales tax jurisdictions, according to
a 1957 study. 1

On the other hand, the collection costs to the retailer are consid-
ered high, according to some surveys in this area. Sound conclu-
1 Public Expenditure Survey of Wisconsin, The Sales Tax in State Finance,

1957, p. 10.
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sions are not easily arrived at due to differences of opinion as to
what constitutes “costs of compliance” and the few reports which
are available on this subject.

An early study of tax compliance costs was made in 1934 on the
basis of the limited number of replies to questionnaires sent to
1600 firms. 1 On the basis of the data furnished in the 91 replies
received, it was found that state sales taxes imposed a cost burden
of 3.7%. This study is not considered very satisfactory since (a)

was undertaken during the depression, and (b) its analysis of
dealer administrative costs is quite vague.

Subsequently a survey of a large department store in 1940 indi-
cated that a store expenditure of $53,000 was required to collect
$1,845,205 in sales taxes, thus indicating a compliance cost of 2.3%
per $l.OO of tax.2

A few years later, compliance costs under the New York city
sales tax of the H. L. Green variety stores in that city were studied
by a marketing research firm. This survey disclosed that dealer
costs represented upwards of 6% of the total tax collected3

.
The

findings of this study are more significant because time study and
other management analyses were used to segregate and evaluate
the elements that may be included as compliance costs. The con-
clusions which were reached indicated that about half of total com-
pliance costs occurred at the sales counter, and the other half was
related to costs of other store employees, supplies, supervision and
administration. In view of the conversion of many nation-wide
variety chains to a self-service basis of operation, somewhat less
than the above 6% ratio for dealers compliance costs would seem
to be typically applicable to such large dealers.

A recent study of the Ohio sales tax reported that retailers’ com-
pliance costs averaged 7.6%. No consideration was given in esti-
mating these costs to the unique stamp and coupon system which
was then in effect in that state but which has now been repealed.

fc' l Robert M. Haig, The Cost to Business Concerns of Compliance With Tax
Laws, The Management Review, November 1935, pp. 323.

2 James W. Martin, Costs of Tax Administration: Examples of Compliance
Expense, Bulletin of National Tax Association, April 1944, p. 200.

3 Chester M. Edeleman, The Sales Tax from the Retailers’ Point of View,
Revenue Administration, National Association of Tax Administrators, Chi-
cago 1949, pp. 35-41.
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This report estimated that department stores had a rate of only
2.6%, in contrast with the much greater rate of 20.6% for grocery
stores. The latter large ratio reflects the fact that many items
purchased in grocery stores are exempt from sales tax coverage,
and hence residual volume of taxable items causes higher unit
costs.

However, this study was subjected to criticism in testimony at a
recent congressional committee hearing by Professor Haden of
the University of Alabama. 1 Instead of the above compliance ratio
of 7.6% he arrived at the figure of only 2.15% on the basis of the
factors stated in the following Table 5:

TABLE 5

Retailers' Compliance Costs Under Ohio Sales Tax
Compliance

Compliance Aspects Costs
Employee Training in Tax Duties 0.325%
Preparation of Returns and Reports

.... 1.06
Other Special and Miscellaneous Costs .... 0.145
Sales Clerk Tax Duties 0.62

Total 2.15%

As the above results indicate, there is a wide divergence of opin-
ion on merchants’ compliance costs in collecting sales taxes. Nev-
ertheless, most researchers and students of this problem seem to
agree that merchants are entitled to compensation for acting as
the state’s agent in collecting sales taxes.

Some measure of such relief for merchants is extended in 20 of
the present 36 sales tax Jurisdictions (Ala., Ark., Colo., Fla., Ga.,
111., Ky., La., Md., Me., Mich., Mo., Nev., N.C., Ohio, Okla, S.C.,
Term., Tex. and Wis.). Several state statutes specifically provide
that the retailer is to be compensated for services rendered. Other
state statutes seem to approach the allowance via a discount for
prompt payment of the tax. Whether or not the purpose of the
allowances is clearly stated in the act, tax administrators look upon

i Harry H. Hayden, Tax Adviser to the Governor of Alabama and Professor
of Law, University of Alabama, Statement at Hearing by the Special Sub-
committee on State Taxation of Interstate Commerce, U. S. House of Repre-
sentatives, June 14, 1962.
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such a rate as compensation for the retailer. All states use the
reporting system since Ohio abandoned its stamp system on Jan-
uary 1, 1962, as indicated above. Most of them identify the levy
as a “consumer” tax although a few states place statutory liability
on the retailer whether or not he collects the tax. The majority
of sales tax jurisdictions provide for monthly reporting of re-
tailers’ collections, through a quarterly basis is specified in a lim-
ited number of states, and occasionally is followed in other states
when small tax sums are involved.

The most liberal collection allowance of 5% of collections occurs
in Colorado. In Alabama a5% rate is also in effect for the first
$lOO of payments but a basic rate of 2% holds for additional
amounts.

A 3% rate applies in four states (Fla., Ga., Mo., and N.C.) and
a 2% rate in nine states (Ark., 111., Ky., La., Md., Nev., Okla. for
almost all tax payments, Tenn. and Wis.).

Special combinations of provisions are also in effect. Thus, both
Texas and Ohio have a basic compensation rate of 1% but au-
thorize an additional 2% for payments which are made before re-
tailer collections are due for deposit with the state. Maine allows
the retailer to retain the breakage. In Michigan, a flat monthly
allowance of $5O is authorized. South Carolina has declining rates
of 3%, 2% and 1% as the monetary volume increases, subject to a
$5,000 allowance limit in any one fiscal year.

While no figure has been located in authoritative sources, it is
estimated that 20 states paid about $6l millions in the fiscal year
1962 to vendors for their work in collecting state retail sales taxes.
If such returns are computed instead on the basis of the most con-
servative dealers’ costs’ ratios for sales tax collections developed in
the studies outlined above, the figure would exceed this $6l million
considerably.

To date, the Massachusetts General Court has rejected the move-
ment towards a retail sales tax. However, the most active pro-
ponents of this type of tax for the Bay State have recognized the
vendor’s contribution to its administration by writing a 2% col-
lection compensation allowance into their legislative proposals.
(Senate, No. 655 and House, Nos. 3264 and 3313 of 1957; House,
No. 3069 of 1959; and House, No. 2626 of 1960).
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Taxation of Cigarettes

State History

Ten states tax the entire range of tobacco products, namely cig-
arettes, large and small cigars, smoking and chewing tobacco, snuff
and cigarette tube paper. In varying degrees, seven other states
subject some of these products to taxation. This discussion, how-
ever, is confined to the tax levy on cigarettes alone.

The Federal Government initiated a cigarette tax as far back as
1862 (12 Stat 432), but it remained for lowa to enact the first
modern cigarette levy in 1921. Currently, 47 states tax this com-
modity (all states except Colorado, North Carolina, and Oregon).
With reference to these three state exceptions, many localities of
Colorado tax cigarettes, and North Carolina taxes cigarettes under
the retail sales tax in effect in that state. Hence, Oregon is the
only state in the nation where one may purchase cigarettes free of
either state or local taxation; some cigarette tax proposals have
been passed by its Legislature, then rejected by state-wide ref-
erenda, most recently in 1956.

In local government elsewhere, many municipalities and other
local units use cigarettes for tax revenue purposes, about 250
communities in 10 states have local cigarette excises (Ala., Colo.,
Fla., Md., Mo., N.J., N.M., N.Y., Tenn., and Va.). Of these 250
communities, the municipalities of Alabama alone account for over
100 local taxing units Another 75 communities levy cigarette
taxes in Missouri, and 30 of them do so in Colorado. The remain-
ing 45 communities are spread over the other seven states.1

The evenness of annual consumption of cigarettes, their increas-
ing use by women, and the population increases occurring in the
age classes where consumption rates are heaviest, all combine to
make cigarettes a very popular commodity to subject to state
taxation. In the last three years, 29 states have passed legislation
increasing their tax rates on cigarettes, 17 states in 1961 alone.
These measures brought total state income from cigarette taxes
up to slightly over one billion dollars in the fiscal year 1962.

The accompanying Table 6 lists all state cigarette tax rates, col-
lections and discounts. The tax rates range from a minimum of
1 Tobacco Merchants Association of the United States, Tobacco Review 1961.
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2c in Arizona to a maximum of 8c per package in six states
(Alaska, La., Miss., Mont., N.M., and Tex.). Another 40 taxing
jurisdictions have tax rates in the 4c to 8c range. The average tax
rate is 5.5 c per package among 47 states.

TABLE 6.

State Cigarette Tax Rates, Revenue and Discounts, Fiscal Year 1962
Name Tax (Per Pack) Discount Discount (Per Case) Incr.or

of Rates Collections Rate As of As of Deer.
State (7/1/62) (Millions) (7/1/62) 7/1/62 1/1/59 (—)

Ala. 6c $15.8 7.5% $2.70 $l.BO 50.0%
Alaska 8 1.9 1 0.48 0.30 60.0
Ariz. 2 4.0 5 0.60 0.60
Ark. 6 10.0 6 2.16 2.16
Calif. 3 63.2 2 0.36 <D d>

Conn. 5 18.8 3.1 0.93 0.81 14.8
Del. 5 3.4 3 0.90 0.90
Fla. 5 10.4 5 1.50 1.50
Ga. 5 21.3 3 0.90 1.68 -46.4
Hawaii 20%(2) 2.4
Ida. 6 3.2 5 1.80 1.20 50.0
111. 4 54.9 5 1.20 0.90 33.3
Ind. 3 17.7 7.5 1.35 1.35
la. 4 12.0 5 1.20 0.90 33.3
Kans. 4 9.5 5 1.20 1.20
Ky. 2.5 8.8 6 0.90 1.008 -16.7
La. 8 27.9 9 4.32 4.32
Me. 6 8.1 3 1.08 1.05 2,9
Md. 6 22.5 5 1.80 0.90 100.0
Mass. 6 42.5 2 0.72 0.72
Mich. 7 51.4 1 0.42 0.30 40.0
Minn. 7 25.2 2.5 1.05 0.96 9.4
Miss. 8 11.9 10 4.80 3.60 33.3
Mo. 4 21.9 3 0.72 0.60 20.0
Mont. 8 6.2 5 2.40 2.40
Neb. 4 6.5 5 1.20 1.20
Nev. 7 2.2 4 1.68 0.90 86.7
N.H. 15%(2) 4.6 5 0.90-1.05 0.90-1.05
N.J. 7 59.2 3 1.26 0.90 40.0
N.M. 8 7.0 4 1.92 1.20 60.0
N.Y. 5 125.2 2.8 & 2.4(3) 0.84 & 0.72 0.72 —(3)

N.D. 6 3.7 5 1.80 1.80
Ohio 5 63.0 2.67 0.80 0.60 33.3
Okla. 7 20.3 4 1.68 1.20 40.0
Pa. 6 91.3 1.5 0.54 1.20 -55.0
R.I. 6 7.3 4 1.44 1.20 20.0
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TABLE 6 (Continued)

Name Tax (Per Pack) Discount Discount (Per Case) Incr.or
of Rates Collections Rate As of As of Deer.

State (7/1/62) (Millions) (7/1/62) 7/1/62 1/1/59 (—>

S.C. 5 12.1 5 1.50 1.80 -16.7
S.D. 5 3.6 7 2.10 1.365 53.8
Tenn. 5 19.5 5 1.50 1.50
Tex. 8 95.2 2.25 1.08 0.90 20.0
Utah 4 2.4 5 1.20 1.20
Vt. 7 3.7 3 1.575 1.20 31.3
Va. 3 14.8 5 0.90 CD CD £
Wash. 7 21.4 2.5 1.05 0.75 40.0
W.Va. 6 11.6 4 1.44 1.20 20.0
Wis. 6 25.8 3.125 1.125 1.125
Wyo. 4 1.7 6 1.44 1.44

(i>Tax enacted since 1959. (2>stated as % of price. (3)See text
Sources: U.S. Bureau of the Census, State Tax Collections in 1962, dated

August 29, 1962; and Federation of Tax Administrators

Collection and Compensation Practices

Cigarete distributors acting as collection agents for the states
have received greater legislative consideration than other individ-
uals and firms.

All states which require vendors of cigarettes to be licensed, be
they manufacturer, wholesaler, unclassified importer or retailer,
pay compensation only to licensed dealers. The mode of collection
of the cigarette excise is quite uniform. Forty-three states pre-
scribe payment of the excise through (a) attachment of stamps, or
(b) meter impressions; only four states rely on the inventory or
reporting method (Alaska, Hawaii, Mass., and Mich.).

Liability for collecting the cigarette levy is associated with the
first sale of the product within the jurisdiction. Since most to-
bacco is produced in the four states of Maryland, Virginia, North
Carolina (tax exempt) and South Carolina, the incidence of the tax
falls first on a manufacturer in any of those states who is doing
business with wholesalers and distributors who are likewise located
in the same state. However, in the majority of the states tobacco
is imported and tax liability inures upon the first sale therein,
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usually by the wholesaler to a jobber or retailer. Most states re-
quire the wholesaler to affix stamps or make appropriate meter tax
impressions within 72 hours upon the cigarettes which come into
his possession. In effect this stamp or meter action prepays the
tax prior to sale in many jurisdictions.

The necessary stamps or imprint releases are purchased from the
proper state tax officials, although the two states of New York and
California authorize the use of banks for distribution to whole-
salers and distributors. About 2/3 of the states permit the sale of

on credit, with payment usually due within 30 days; the
balance of the states require stamps to be paid for immediately
on a cash or check basis. Particularly in the former “credit”
states, distributors are required to file a surety bond as security for
the payment of the excise.

While the essence of the stamp plan is that taxes are paid by the
purchase of stamps, the “credit” provisions have the effect of as-
sociating payment with the reporting method because wholesaler’s
reports must be filed monthly showing purchases, sales and inven-
tories for the preceding month. When the state checks these
reports against the stamp purchases by dealers, it can readily deter-
mine whether taxes are being evaded. Additionally, analysis of the
reports, when supplemented by physical inspection of the dealer’s
inventory, can detect the existence of bootlegging and cigarette
smuggling.

As indicated by Table 6, all stamp states reimburse dealers for
their expenses in collecting the excise; of the four reporting states,
only Hawaii has no statutory provision on this score. “Discount”
rates range from a low of 1%, usually in the reporting states, to a
high of 10% in Mississippi; the average is 5%. In practically all
of the states, a minimum amount of stamps (usually $100) must
be purchased if a “discount” is to be obtained.

Among the reasons stressed by distributors as justifying collec-
tion compensation are their handling costs, machine investment,

** larger inventories and the tieup of funds in advance purchases of
stamps.

Few state surveys of compliance costs of tobacco wholesalers
are available. In a California study of 1960 comparing the merits
of the reporting and stamp systems of cigarette tax collection,
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California distributors are quoted as complaining that the 2%
discount rate was inadequate to meet their costs under that state’s
stamp plan; they indicated that their costs ranged from 2.15% to
7.22% 1

. The report does not explore this point further but
inasmuch as both the California tax and discount rates remain
unchanged, it does not appear that the California Legislature was
much impressed by the complaint.

By legislative mandate, the New Jersey Cigarette Tax Bureau
conducted a similar study in 1956.2 At that time, the state taxed
cigarettes at 5c per pack and permitted the distributor an allowance
of 3% for collection costs. The survey group inspected the oper-
ations of 47 dealers (large, medium and small wholesalers, vending
machine firms and large grocery chains) who accounted for 41.6%
of all cigarettes sold in the state. Tax payment was made via a
Pitney-Bowes meter impression. The 3% allowance amounted to
a collection payment of $0.75 for each case of 10,000 (500 packs)
sold.

Survey results indicated that the latter allowance exceeded
metering costs of 35 firms of large or medium size by from 18.3%
to 44.9%. Only in the case of the small wholesalers and small
vending machine operators was the allowance insufficient, with
losses of 15.5% and 23.5%, respectively, being sustained. Small
volume means large unit costs.

To meet this situation, the New Jersey Assembly Finance
Committee recommended a graduated discount scale, under
which an adequate basic rate would have compensated effi-
cient small distributors properly, and progressively lower rates,
adjusted to increasing volumes of sales, would have equitably
related collection allowances to dealers’ costs. However this pro-
posal was rejected and when New Jersey elevated its tax rate to
the present 7c per pack of cigarettes, it still retained the 3%
dealers’ allowance. The augumented tax receipts thus derived may

1Legislative Analyst of Assembly Interim Committee on Revenue and Taxation,
Reporting versus Stamp Method of Cigarette Administration With Parti-
cular Reference to California. January 4, 1960, p. 47.

2N.J. Department of the Treasury, A Study of the Impact of the Cost of
Service and Expense Imposed in Connection with the Affixing and Handling
of New Jersey State Cigarette Tax Stamps. Sept. 7, 1956.
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be sufficient to bring the small dealers’ allowance up to their costs
but at the same time they unjustly reward all the more the large
and medium wholesalers.

A 1960 survey in New York also concluded that the basic fixed
collection allowance of 2.4% was not adequate to meet the needs
of the small efficient distributors although it was quite profitable
to larger distributors.1 A new plan (estimated to cost the state
$215,000 in tax collections) was inaugurated calling for an increase
in the basic rate and adjustments thereafter correlated with the
amounts of tax payments or stamps purchased (see Table 6). This
plan has the effect of more equitably compensating the smaller
dealers while at the same time not unduly rewarding the large ones.
In itself, the increased collection allowance is not nearly so impor-
tant as when it is accompanied by a higher cigarette tax rate. Cer-
tain costs are relatively stable and hence increased volume does not
necessarily cause proportionate cost increases. Increases in tax
levies have little effect on the manual and handling expenses of
distributors. Unfortunately, state legislative bodies allow unwar-
ranted compensation returns for distributors to continue.

Thus, of the 29 states which raised their tax levies in the three
years, 1959-1962, payments per case of cigarettes to distributors
were increased in 23 jurisdictions, with increases in the dollar
amounts of discount reaching 33-V3% or more in 15 states. In the
other 8 states, the dealers had a smaller profit than the rate in-
crease seemed to indicate because six of the states reduced the
percentage allowance, although not to a point to maintain the status
quo. Only four of the states which increased their taxes made
corresponding adjustments in their collection allowances to prevent
monetary increases. (Del., N.Y., Wis., and Wyo.) Two states re-
duced the amount of payments despite enacting tax increases.
(Pa. and S.C.)

It is estimated that more than $35,000,000 was paid to the cig-
arette distributors of 46 states in the fiscal year 1961 as collection
allowances.

1 Planning Bureau of the New York Department of Taxation and Finance,
Cigarette Tax Discount Memorandum, October 5, 1960.
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Massachusetts Practice

Massachusetts began taxing cigarettes in 1939 with a temporary
tax of 2c per pack (Acts of 1939, c. 454). In 1945, the rate was
advanced to 4c, of which (a) 3c was made a permanent excise, and
(b) 1c represented a temporary tax to produce revenues to be ap-
plied exclusively to the Veterans Services Fund (Acts of 1945 c.
731). In 1949, asc levy became effective, composed of (a) 3c of per-
manent tax, and (b) 2c of temporary tax of which part of the
proceeds was earmarked for the Old Age Assistance Fund (Acts
of 1949, c. 771). In 1958, the 2c of temporary rate was increased
to 3c while the 3c of permanent tax was left unchanged. (Acts of
1958, c. 457.)

Since 1950, all cigarette tax proceeds have gone into the Gen-
eral Fund without restriction, but by a 1960 General Court enact-
ment the total 6c of cigarette tax was made permanent and its
proceeds were all earmarked for amortization of the state debt
(Acts of 1960, c. 774). This 6c cigarette tax levy produced $42.5
million in tax revenue in the fiscal year 1962.

Four states (Mass., Alaska, Hawaii and Mich.), and the Federal
Government since 1959, have relied on a reporting system for the
collection of the cigarette excise. Under Massachusetts law, the
licensed manufacturer, wholesaler, vending machine operator and
chain store must deposit their cigarette tax collections each month,
filing a report by each 20th day of the month indicating the total
sales made in the Commonwealth in the preceding month (G.L. c.
64C, s. 6). The authenticity of these reports is checked by office
audits. In addition, field audits of the records of large distributors
are usually made every 18 months and of smaller firms every two
to three years.

As the Federal Government applies its 8c tax per pack of
cigarettes at the manufacturing level and is primarily interested
in trade at that level, Federal reports are of little help to Massa-
chusetts and other tax jurisdictions in enforcing their cigarette
excise law. To counteract the bootlegging of tax-free cigarettes,
Congress enacted the Jenkins Act which requires any manufacturer
who supplies cigarettes to a mail order house to forward a copy of
his shipping invoice to the Tax Commissioner of the state of des-
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tination (U.S.C.A., Title 15, s. 376). The statute fixes penalities for
violations, but there is no requirement that the Internal Revenue
Service provide necessary information if the manufacturer fails to
do so. While reciprocity agreements between State Tax Commis-
sioners result in the exchange of current invoices and reports on
shipments, and on exports and imports of cigarettes, the Massa-
chusetts Department of Corporations and Taxation also sends office
auditors to the main offices of the manufacturers at about two year
intervals to check their records concerning exports to Massachusetts
distributors and other outlets.

As the vast majority of sales tax jurisdictions subject cigarettes
to sales and use tax provisions, this action not only indirectly
enforces the state’s cigarette excise but also reveals cigarette smug-
gling. Massachusetts, in the absence of statutory provisions on this
score, in the past, has deputized tax officials to set up “port of
entry” patrols to trace the movement of cigarettes both to auth-
orized and illegal outlets.

Those persons most actively associated with the application of
the cigarette excise in Massachusetts state that the reporting sys-
tem is successful. Nevertheless many recommendations and legisla-
tive proposals persist, calling for installation of the stamp or meter
impression system in the Commonwealth. These proposals are
prompted by a belief that there is substantial illegal traffic in
cigarettes, and that an effective stamp or meter system will produce
more revenue.

Tax enforcement employees in Massachusetts believe that boot-
legging and smuggling of cigarettes is overstated. They believe
that some bootlegging will always exist, whether on an organized
or unorganized basis. They believe that the bulk of cigarette smug-
gling is due to the intervention of criminal gangs which hijack
large overland trucks hauling such merchandise. Unfortunately,
the action of Congress in 1961 making it a Federal offense to coun-
terfeit state stamps or impressions has had only partial effect be-
cause the average smoker cannot detect fraudulent from genuine
stamps.

Enforcement officials state that the lone advantage of the stamp
system lies in the prepayment of taxes. They doubt its ability to
promote increased revenues. They say state administrative costs
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will be higher, and greater compensation allowances will have to
be extended to the dealer. They allege that supplementary dealers’
sales reports must be filed and reviewed to insure that the state is
receiving the true amount of taxes owned.

On the other hand, every Massachusetts Tax Commissioner since
1939, except Commissioner Henry F. Long, has supported proposals
to establish a stamp system. Commissioner Long’s objection was
based on his belief that the cost of that system v/ould be too large
in proportion to the expected tax revenue; that a 2c rate could not
sustain the program. In 1951, the Commission on the Structure �

of the State Government (“Baby Hoover” Commission) recom-
mended a stamp system to increase cigarette tax collections and
curtail smuggling, but the Legislative Committee on Taxation re-
jected the proposal (House, No. 2880).

Since at least as far back as 1950, legislative proposals have
been filed calling for the establishment of the stamp system; the
most recent such overtures occurred in 1960 (House, No. 2279),
1961 (House, No. 1211), and in 1962 (House, No. 2838). The 1960
measure passed the House but was defeated in the Senate; the
others made even less legislative progress. The National Association
of Tobacco Distributors has advocated the stamp system vigor-
ously as the means of having Massachusetts obtain an additional
$3 million in revenue, 1 but local members of the industry in Massa-
chusetts have been strenuously opposed.

The original statute enacting a cigarette tax permitted the Com-
missioner of Corporations and Taxation to abate the excise “for
reason of bad debts, losses, and such other causes as he shall deem
expedient.” Most abatements were allowed on the basis of admin-
istrative costs to the taxpayer and fluctuated in the vicinity of 2%
of the tax payments.2

By legislative action in 1956, mandatory collection allowances
were voted which cigarette distributors were authorized to with-
hold when turning in their tax collections (Acts of 1956, c. 720). W

No legislative changes have occurred since and the following com-

1 Memorandum by the National Association of Tobacco Distributors, undated
(1959?), p. 4.

2 Special Commission on Taxation. Report (House, No. 2707), 1954, pp. 50-51.
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pensation rates are in effect: (a) chain store operators, 0.5%;
(b) vending machine operators, 1%; and (c) wholesalers, 2% (G.L.
c. 64C, s. 6). On these bases total annual cigarette tax collection
allowances have been as follows in the last five fiscal years:

Tax Collection Allowances to Massachusetts Cigarette Distributors
(Fiscal Years 1958-1962)

Year Amount
1958 $546,181
1959 676,034
1960 726,556
1961 761,203
1962 789,236

Source: Massachusetts Department of Corporations and Taxation.

Officials of the Massachusetts Tax Department estimate that the
wholesalers are the principal beneficiaries of the collection allow-
ance system. About 95% of such compensation was distributed
among 115 licensed wholesalers in the fiscal year 1962, and “aver-
aged” approximately $6,520 per distributor for that year. The re-
maining 5% was distributed among three vending machine firms
and six large grocery chains.

Assuming further normal annual increases in cigarette tax
receipts, the amount of collection allowances will increase by at
least $30,000 annually.

The impact of a tax increase on collection allowances was
dramatically indicated in the fiscal year 1959 when total “dis-
counts” soared to about $130,000 as the result of a 1c increase in
the cigarette tax.

The first state personal income tax was passed in 1912 by Wis-
consin, and 35 states now raise important revenue from this source.
Moreover, in some of the states, notably Kentucky, Missouri,
Ohio and Pennsylvania, their municipalities levy local income or
payroll taxes. Thus the city of Philadelphia levied such a new tax

Allowance for Collecting Personal Income Tax

TABLE 7

Other Massachusetts Compensation Provisions
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in 1939; the most recent large municipality to do so is the city of
Detroit which acted in 1962. Generally the city tax is levied on all
persons who earn their livelihood from sources within the city
limits whether or not they live outside those limits.

Collecting income taxes on a current rather than an annual basis
is of comparatively recent origin. The Federal Government first
introduced this so-called “withholding” practice in 1943 (U.S. Code,
Title 26, S. 3401 et seq., 52 Stat. 218), and Oregon became the first
state to follow suit in 1948. 27 states now use the withholding
method, the most recent being Virginia in 1962 (Virginia Ses-
sion Laws of 1962, c. 612).

Very few jurisdictions reimburse employers for the expenditures
involved in pre-collecting the individual income tax. Only three
states provide such compensation for the employer (La., Mass, and
Mo.). Of these, Louisiana authorizes a 3% “discount” on total
income taxes collected on behalf of the state; Massachusetts a
graduated downward rate from 3% to Yz% depending on the total
tax liability; and Missouri uses a declining graduated payment rate
ranging from 2% to 1

/4%-
Massachusetts first levied an individual income tax in 1915

(Mass. Const., Amend. XLIV), but did not collect it on the with-
holding basis until 1959 (G.L. c. 628, s. 5; Acts of 1959 c. 17). As
in the great majority of the states, Massachusetts provides de-
ductions from weekly or monthly salaries and wages of private
and public employees in the state for income tax purposes. Deduc-
tions are determined from withholding tables. Payments by em-
ployers covering relevant payroll periods of the employers are
made to the State Tax Department with accompanying
reports.

In the three completed fiscal years since the withholding system
was placed in operation, this state’s estimated amounts received by
employers for compensation are indicated in Table 8.
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Total Massachusetts Payments to Employers

for Collecting Income Tax under Withholding System,
Fiscal Years 1960-1962

Year Amount
1960 $ 921,701
1961 1,092,949
1962 1,050,678

Source: Massachusetts Department of Corporations and Taxation.

I As the result of limited surveys, the State Tax Department
estimates that funds retained by employers are running about 1%

of the total amount of income tax collections which are attribut-
able to the withholding system. Whether the amounts retained
have equalled actual compliance costs is unknown. However, the
fact that employers were required under the initial Federal with-
holding system to adopt a uniform payroll accounting system, plus
their earlier experiences with withholding under both the Social
Security and the Federal Unemployment Compensation Acts, may
indicate that employers’ costs to withhold state income taxes are
not burdensome.

The 5% Massachusetts excise tax upon meals served to the pub-
lic for which the charge is one dollar or more was enacted in 1941
(G.L. c. 648; Acts of 1941, c. 729). The original levy is still in
effect at the same rate. Over the years, efforts to eliminate the
tax or to reduce its coverage have been rejected by the General
Court.

In the fiscal year 1962, the Commonwealth derived $9.9 million
from this source, of which a third was distributed to the cities and
towns for old age assistance in their welfare programs.

Prom the date of the original statute the Commissioner of
Corporations and Taxation was authorized to allow compensation
to common victualers for collecting meal taxes from their patrons,
but the evidence indicates that no awards were made to them for
such efforts in the early years of the tax due to the absence of
regulations. In 1948, however, legislative action specified a 1%
allowance which the Commissioner paid back to individual vict-
ualers after checking and approving the meal tax collections which

TABLE 8

Allowance for Collecting Meals Tax
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they had collected and forwarded (Acts of 1948, c. 648). In 1954
that delay in paying the victualer for his collection activities was
eliminated by a statute which authorized the victualer to withhold
his 1% allowance from the relevant amount of collections being
forwarded (Acts of 1954, c. 503). These transactions are based
on required reports which must be made on a prescribed basis.

The various aspects of administering the meals tax have been
subjected to but limited study. Recently, a survey by the State
Tax Department indicated, on the basis of a study of August 1962
collections, that a compensation rate of 0.8% of meals tax
had been paid victualers in that month. If such rate is assumed to
be representative, the following amounts have been retained by
victualers as compensation for pre-collecting the meals tax in
recent fiscal years.

TABLE 9

Estimated Compensation Paid to Massachusetts Victualers
FOR COLLECTING MEALS TAX

Fiscal Years 1959-196:
Year Amount
1959 5 63,984
1960 70,552
1961 72,958
1962 78,780

Source: Massachusetts Department of Corporations and Taxation

Miscellaneous Collection Allowances
The Massachusetts statutes require that tax stamps must be

attached to every instrument transferring an interest in real prop-
erty, which indicate that the excise has been paid in the amount of
a one dollar stamp for the first $5OO in the transaction and $0.55
for each additional $5OO (G.L. c. 64D, s. 1). Payment of the tax
must be made by the individual or organization for whose benefit
the deed, instrument or document is recorded. However, the law
requires that the registrar of deeds shall purchase sufficient quanti-
ties of stamps in advance to fulfill his needs. Additionally, he
obligated to file monthly reports indicating total stamp sales in%
the previous month and to transmit that amount (G.L. c. 64D,
ss. 3 and 3A).

Proponents of compensation for each of these officials argue that
he serves as a collecting agency for the state. However, the Legis-
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lature has refused to approve payment of a proposed 2% allowance
for the collection of the excise on deeds and other documents
(House, No. 374 of 1962).

Related to this report are the collection allowances paid to city
and town clerks. The “state” licenses for hunting, fishing and
similar sports are issued by city and town clerks (G.L. c. 131).
For this work they are authorized by statue to retain 25c from each
fee collected as compensation for assistance in aiding the admin-
istration of state fish and game activities (G.L. c. 131, s. 11). On
this basis monthly reports are required when these officials trans-
mit their relevant monthly collections to the State Division of
Fisheries and Game, less amounts retained by them as collection
fees.

In many towns where the clerk’s salary is small, this allowance is
normally considered as part of his salary. In the larger towns, the
25c allowance reverts to the town treasury. In cities, ordinances
may prescribe that monies received by an official through this
fashion be deposited in the city treasury (G.L. c. 40, s. 21 and c. 41,
s. 108).

Approximately $690 million in state alcoholic beverage excises
were collected in the fiscal year 1961; this amount excludes the
profits earned by state-owned stores on the sale of distilled spirits.
As indicated by accompanying Table 10, this total amount includes
taxes collected from distilled spirits, the rates of which ranged
from a low of $0.75 per gallon in South Dakota, to a high of $4.34
per gallon in Florida. The average state tax on distilled spirits is
now placed at $1.85 per gallon.

Malt beverage excises contributed large sums to this approx-
imate $690 million total. In the 50 states the taxes applied to malt
beverages which are sold through private enterprise range from a
minimum of $0.62 per barrel in Wyoming, to a maximum tax of
$13.23 per barrel in Mississippi, with the higher rates of tax found
largely in the southern states. The current average state malt bev-
erage excise is estimated at $2.93 per barrel.

CHAPTER IV. COMPENSATION PRACTICES IN THE
COLLECTION OF ALCOHOLIC BEVERAGE EXCISES
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State Alcoholic Beverage Tax Rates and Collections, Fiscal Year 1961
Dist. Spirits, Malt Beverage, Collection

State Rate per Gal. Rate per Bbl. (Millions)
Alabama .... monopoly (D $ 7.4
Alaska $ 4.00 $ 7.75 2.4
Arizona 1.20 2.33 3.8
Arkansas .... 2.50 5.00 5.8
California .... 1.50 1.24 51.0
Colorado .... 1.80 1.86 6.2
Connecticut .... 2.00 1.00 7.4
Delaware .... 1.15 2.00 1.7 WDelaware
Florida 2.17-4.34 7.44 47.1
Georgia

.... 3.25 9.00 20.6
Hawaii (2) (2) 3.5
Idaho monopoly 4.65 1.8
Illinois 1.52 1.86 40,6
Indiana .... 2.08 2.72 14.1
lowa monopoly 2.48 3.2
Kansas 1.20 3.10 5.5
Kentucky

....
1.28 2.50 16.5

Louisiana .... 1.68 10.00 20.2
Maine monopoly 4.65 2.2
Maryland .... 1.50 0.98 9.2
Massachusetts . . . 2.25 2.00 27.0
Michigan .... monopoly 4.65 26.8
Minnesota

....
2.875 3.20 19.0

Mississippi .... .00 13.23 4.7
Missouri ....

1.20 0.93 5.5
Montana ....

monopoly 1.00 3.9
Nebraska . . . 1.20 1.24 3.2
Nevada . . . . 1.40 1.86 1.3
New Hampshire

. .
monopoly 3.00 1.1

New Jersey
.... 1.50 1.03 22.0

New Mexico .... 1.30 1.50 2.1
New York .... 1.50 1.03 58.4
North Carolina . . . monopoly 10.50 18.0
North Dakota . . . 2.50 2.48 3.1
Ohio monopoly 2.50 36.1
Oklahoma .... 2.40 N A 11.5
Oregon monopoly 1.30 1.4
Pennsylvania . . , monopoly 2.48 49.0 *

Rhode Island . . . 2.00 N A 3.3
South Carolina . . . 2.72 11.63 17.0
South Dakota

. . . 0.75 2.00 2.7
Tennessee .... 2.00 3.40 8.6
Texas 1.68 4.30 35.8
Utah monopoly 4.00 1,0

(Continued on next pageJ

TABLE 10.
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TABLE 10— (Continued)

State Alcoholic Beverage Tax Rates and Collections, Fiscal Year 1961
Dist. Spirits, Malt Beverage, Collections

State Rate per Gal. Rate per Bbl. (Millions)

Vermont .... monopoly 6.20 4.2
Virginia ....

monopoly 4.00 19.6
Washington .... monopoly 1.00 13.1
West Virginia . . .

monopoly 5.50 3.1
Wisconsin .... 2.00 1.00 15.2
Wyoming .... monopoly 0.62 0.6

Total $688.5

i Rate of 2c per 12 oz. 2 Rate of 16% of wholesale price.
Sources: Distilled Spirits Institute, Public Revenues from Alcoholic Beverages

1961; and U.S. Bureau of the Census, State Government Finances
in 1961.

In the past most states resorted to the stamp method of collect-
ing liquor excises, from distilled spirits particularly. Recent years
have witnessed more states moving toward collections based on re-
ports. Thus, Maine, where liquor sales are a state monopoly, con-
verted to the reporting system in 1959 for the collection of malt
beverages taxes. New Mexico also adopted the reporting method
in the same year for collecting all liquor excises. Kentucky fol-
lowed suit in 1960. Four states (Col., Ida., Mo., and N.D.) did
likewise for all alcoholic beverages in 1961, except that Idaho, a
monopoly state, applied the reporting method only to collections of
malt beverages excises.

Twenty states prescribe tax payments on the exclusive basis of
a reporting system (Alaska, Ariz., Calif., Colo., Conn., Del., Hawaii,
111., Ky„ Mass., Minn., Mo., Nev., N.J., N.M., N.Y., N.D., R. 1., S.C.
and Wyo.). In another six license states tax payments on distilled
spirits are made through stamp purchases but malt beverages ex-
cises are based on the reporting method (Fla., La., Okla., Tex.,
Tenn., and Wise.); eight monopoly states follow the same practice
(Ida., Me., Mont., N.H., Ore., Utah, Vt., and W. Va.).

The remaining 16 states collect alcoholic beverages excises using
stamps on distilled spirits, and crowns, lids or labels on malt bev-
erages (Ala., Ark., Ga., Ind., la., Kan., Md., Mich., Miss., Neb.,
N.C., Ohio, Pa, S.D., Va. and Wash.).

Collection and Compensation Practices
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Stamps are purchased from the state tax or fiscal officer,
with payment in cash required at the time of purchase by a ma-
jority of the stamp states. Although stamps represent the pay-
ment of the tax in stamp jurisdictions, monthly reports are also
required so that the wholesaler’s stamps purchases can be verified.

In the reporting states, the statutes require the filing of monthly
reports accompanied by the payment of the due taxes, less allow-
ances when permitted. One exception exists in Wyoming where
the Liquor Commissioner is required to decide the time intervals
of reports to be submitted.

Compensation to be paid vendors of alcoholic beverages for
their services in the pre-collection and pre-payment of taxes has
but limited acceptance throughout the country. Only eight states
have statutory provisions on this score (Va.—1%; Fla. and Tex.—
2% each; Ind., Nev. and Tenn.—3% each; Miss.—s%; and La.—
6%).

Kentucky formerly reimbursed wholesalers of distilled spirits
and brewers of malt beverages. In 1960 Kentucky discarded its
system of tax stamps and tax paid crowns and lids, and the 3%
allowance to cover collection expenses was also dropped. The
changeover did not, however, provoke any protest since the whole-
salers and brewers were relieved at the same time of expenses as-
sociated with abandoned stamping operations.

Much variety exists in the compensation provisions of individual
states for collecting liquor excises and it is difficult to draw sound
conclusions. The following table summarizes the information re-
ceived from the eight states which are included.

As indicated in the table, only two of the eight states (Ind. and
Nev.) provide compensation allowances for the collection of both
types of alcoholic beverage excises, both states, it so happens,
using the same allowance ratio of 3%. Of these two states, Indiana
collects its excises through the stamps and lids method while
Nevada resorts to the reporting system. On another score,
Nevada’s tax rates on both distilled spirits and malt beverages are
well below the national averages; Indiana’s fairly close. At least
judging by these two states alone, the severity of a state’s rate of
liquor tax is not of significant consideration in the determination
of state policy relative to vendors’ allowances. This assumption
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Compensation for Alcoholic Beverage Excise Collections
Comp.

Name Coverage Collector Collection by: Pd.,
of Dist. Malt Manufac- Whole- Stamps Report. fiscal yr.

State Spirits Bev. turer saler or lids System 1962
Florida X X X 3455,538
Indiana X X X(beer) X(d.sprts.)X 567.710
Louisiana X XX 328,772
Miss. X X X 200,000

(dry)
X X X X 51,355

Tennessee X X X 90,861
Texas X X X 284,315
Va. X X X 93,140

(monopoly)

Sources: Replies from state liquor and tax commissioners to Bureau letter,
dated August 10, 1962; and Commerce Clearing House, State Tax
Guide.

seems to be supported by the fact that two other states (Fla.
and La.), with high malt beverages excises of $7.44 and $lO.OO per
barrel, respectively, do not pay wholesalers for their collection
services.

As the table demonstrates, six out of the eight states award
compensation to the vendor who affixes stamps or crowns and lids
to the merchandise. However, a peculiar situation exists in Ten-
nessee where the distributor of malt beverages is compensated for
remitting the taxes through the reporting method, but the whole-
saler of distilled spirits is denied remuneration for affixing tax
stamps to his goods.

A review of six laws establishing stamp controls over collections
fails to show a clear manifestation of legislative interest. In gen-
eral terms they provide that taxpayers may purchase stamps or
lids at specified discounts. In the case of the two reporting states

. of Nevada and Tennessee, their statutes reward taxpayers for
* prompt payment of the levy by a percentage reduction in their

total taxes. However indefinite may be the evidence of legislative
intent, state officials are almost completely unanimous that the
allowance is offered to cover the cost of affixing stamps or other
general costs of compliance.

TABLE 11.
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Slightly better than $2 million was “returned” to the vendors of
alcoholic beverages to offset their tax compliance expenses in the
fiscal year 1962. State tax officials of four states indicated that
vendors received the following “average” amounts to offset their
costs: Florida, $13,015; Indiana, $6,451; Texas, $6,318; and Ne-
vada, $1,466.

The question of paying “costs of compliance” compensation to
dealers in alcoholic beverages is argued both ways. Unfortunately
no survey has been uncovered dealing with this specific issue.

Under these circumstances, the Legislative Research Bureau re-
quested data from local wholesalers on costs of collecting the Mas-
sachusetts liquor excises. Unfortunately, this information has not
been forthcoming and hence most of the arguments in favor of col-
lection compensation have had to be based on conferences with the
legislative representatives of the liquor industry plus a few whole-
salers.

Discrimination. Massachusetts now authorizes compensation of
the gasoline distributor, the cigarette wholesaler and the common
victualler for the collection of the relevant particular consumer
excises. In the absence of similar authorization for the vendors of
alcoholic beverages, they allege discrimination. Like the others,
they emphasize their role as a collection agent for the Common-
wealth. They stress that they have more varied and complex
problems in the collection of liquor excises than do those collect-
ing the above consumer taxes.

Since the alcoholic beverages industry yields the large annual
revenues of $28,000,000 for the state treasury, members urge con-
sideration in the matter of tax collection costs. They believe that
the present discrimination results in the liquor industry subsidiz-
ing in a limited degree the administrative costs of the petroleum,
tobacco and restaurant businesses.

Administrative Expenses. Paucity of pertinent cost statistics
weakens the force of any conclusions relative to the costs associ-
ated with the collection of the Massachusetts liquor excise. But the
limited data unearthed in personal interviews with industry offi-

Arguments Favoi'ing Collection Compensation
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dais does indicate considerable variations in the administrative
expenses of collection.

The financial statements of six “typical” alcoholic beverages dis-
tributors of Massachusetts show them to be comparatively small
business organizations, with corporate values ranging from a min-
imum of $500,000 to a maximum of $4,500,000. Particularly on
the wholesale level the industry is highly competitive, and it is
alleged a wholesaler cannot long survive unless he has an addi-
tional independent source of income. Industry officials state that

the last decade 15 liquor wholesalers and 40 beer distribu-
tors in Massachusetts have gone into bankruptcy.

As a barometer of the hazards of the industry, these officials
stress that 43 breweries were established in this state after repeal
in 1933, but only 6 are still operating at this time. Undoubtedly
there have been mergers and consolidations to achieve savings and
increase profits, but still the Massachusetts casualty rate (86%)
exceeds the like national ratio (67%). 1

Labor represents the largest cost to the wholesaler in collecting
Massachusetts liquor excises. Relatively small wholesaler enter-
prises reduce the opportunities of purchasing and using labor sav-
ing machines and business equipment.

It is the opinion of tax auditors in the Massachusetts Depart-
ment of Corporations and Taxation that possibly a third of the
annual salaries of two full time tax clerks can be attributed to
work required by the processing and payment of the Massachu-
setts tax.

Views of wholesalers vary in this respect. One company official
estimates that the annual salary of one clerk can properly be
viewed as labor costs attributable to excise tax compliance. In
addition to the part time efforts of employees doing excise tax
work in combination with their other assignments, the credit offi-
cer of one firm believes that tax collection efforts by wholesalers
requires a considerably greater amount of work connected with
credit correspondence and additional billings to achieve payments
by the retailer.

HJ.S. Treasury Department, Alcoholic and Tobacco Summary Statistics tor
Fiscal Year 1961. p. 46.
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The comptroller of a fairly large company which collected about
$1 million in Massachusetts liquor excises in 1961 states that the
preliminary work and preparation of returns must be assigned to
a responsible person. Such a person must be conversant with rates
and other related matters in the law in order to perform minis-
terial clerical work that is beyond the capacity of an average office
clerk. Hence a more lucrative salary must be paid which the offi-
cials feel should be reimbursed to the company as a tax compliance
cost.

Another responsible executive states a minimum of $2,000 wa£
spent in discharging the company’s obligation under the law.

Other related administrative expenses which company officials
indicate should be considered as related to if not directly charge-
able as compliance expenses are (a) cost of surety bond premiums
especially if the firm has established a record of prompt payment
of taxes, (b) interest on bank borrowings to meet the tax, (c)
costs of filing and handling records, (d) diversion of time of com-
pany officers to tax problems not associated with their normal
duties, (e) employee time lost due to tax audits and (f) as in some
states tax adjustments for damaged or unmerchantable goods and
for bad debt losses.

Financial Credit Aspects. Legislative counsels for both the malt
beverages and distilled spirits industries characterize the Common-
wealth’s credit law as the most important reason for a statutory
compensation allowance. They consider its requirements as having
a great effect on distributors’ operations.

Under the provision of this law, a manufacturer, wholesaler or
importer may not extend credit to any licensee for a period in ex-
cess of 90 days (G.L. c. 138, s. 25). This section was included to
prevent manufacturers and wholesalers from dominating retail
outlets through the “tied-house” system which put retailers and
other outlets under obligation through liberal credit arrangements.

Over the years, efforts to reduce this provision to a 30 day
limit have been repulsed because of strong opposition from the re-
tail group. The retention of the 90 day law was recommended by
a special legislative commission in 1943 on the ground that such
modification of the statutory provision would make the Alcoholic
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Beverage Commission a collection agency for the manufacturer or
distributor.1

The 90 day credit law is injunctive in nature and prohibits the
extension of credit by a distributor or manufacturer for a longer
period. It does not prevent credit being granted for shorter
periods. However, representatives of the wholesalers state that
the statute has more or less established a trade custom of a 90 day
credit period, at least as far as the retailer is concerned. Accord-
ing to the wholesaler, the law has produced a legal “shelter”
through which the retailer postpones payment of his bills until
practically the end of the 90 days.

On the other hand, the wholesaler must pay the distiller or
brewer within 30 days of delivery. Inasmuch as (a) most whole-
salers have a franchise or protected territory and (b) the market
for both popular whiskeys and malt beverages is controlled by 4-5
distillers and 8-10 brewers respectively, it behooves the whole-
salers to keep business relations with their suppliers on a har-
monious basis.

The hiatus between the length of these two credit periods puts
the distributor in both an uncomfortable economic and tax posi-
tion. Delay in remitting the tax due places his license in jeopardy
and he must work out bank loans. He may tolerate delay on the
part of his debtor, but he cannot stay the tax collector. Some
wholesalers point out the effect of this disadvantage by stating
that about 75% of their monthly tax payments ($50,000 - $75,000)
are underwritten by borrowed funds. Thus, they allege interest on
bank loans, among other items, constitutes a valid cost of tax com-
pliance.

Laws in other states governing wholesaler-retailer credit rela-
tions are far more conservative. Only Maryland where a 30-45
day credit limitation exists even approaches the Massachusetts sit-
uation. Five states have no statutory provisions on this point
(Alaska, Cal., Colo., Hawaii and Nev.); and six others require cash
payments by the retailers at time of delivery (Ariz., Ark., Ga.,
Kan., Ky. and S.C.). The balance of the states require the retailer
1 Special Commission to Investigate the Laws Relative to Alcoholic Beverages

and Common Victuallers, House, No. 1461, pp. 12-13.
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to pay the wholesaler within 10 to 30 days of delivery although
Texas prescribes cash payment for malt beverages.

Hence, it is evident the Massachusetts wholesaler is in a rather
unique position. The question is whether relief lies in a direct
attack on the credit law or, in oblique fashion, through authorizing
a tax collection allowance.

Governmental Control. As indicated, the alcoholic beverage in-
dustry is subject to stringent governmental control and super-
vision. The normal operation of free enterprise is thereby cur-
tailed creating further difficulties for the industry. f

These difficulties are numerous. Thus, the control of market
sources is limited by local option elections; trade advertising is
subject to censorship; locations of outlets and hours of operation
are curtailed by statute and by local ordinance; and fair trade
laws and minimum consumer resale prices prevent the normal op-
eration of supply and demand. Such restrictions affect sales
volume and tax compliance costs according to industry executives.

Proponents of compensation for the alcoholic beverage industry
emphasize that their strong efforts to improve enforcement and
administration of tax collection procedures militate against boot-
legging operations. If everybody in the trade is treated equally
and shoulders his just share of the tax burden, the opportunity for
bootlegging is greatly diminished, and considerable loss in tax
revenue thereby prevented.

Fiscal Considerations. Some tax officials suggest that the issue
of compensation for tax collection is given exaggerated emphasis.
They allege that the Commonwealth has already been overgen-
erous in this respect.

They doubt that the state is receiving benefits which would jus-
tify an annual payment estimated at over $1.6 million in the fiscal
year 1962 for collection compensation in the field of consumer $
excises.

The 2% proposal submitted for the latter purpose during the
1962 session (Senate, No. 156) would have reduced alcoholic bev-
erage excise receipts by approximately $565,000, if applied in the

Arguments Against Collection Compensation
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fiscal year 1962. Among the beneficiaries of this proposal would
have been (a) 119 wholesalers and importers; (b) 1 manufac-
turer, (c) 7 breweries, and (d) 3 railroad or shipping companies.
Participation of beneficiaries in this amount would not have been
on an equal basis; on the average they would each have retained
$4,346.

Cost of Doing Business. Opponents of vendor compensation for
collecting various consumer excises are suspicious that vendors
may be doubly rewarded under such programs. They fear that the

H costs of tax compliance will continue to be included in the ultimate
selling price of the commodity, and that state reimbursement for
these costs will merely be pocketed by them as an extra bonanza
which really comes out of the pockets of the consumers. These
critics stress that lower sales prices do not usually follow the estab-
lishment of plans such as the present vendors’ compensation.

This point has not been explored in any published discussion. As
to its merit it must be stated that in this type of industry, competi-
tion and profit margin are elements which are generally con-
trolling. Moreover, consumer price controls exist in other statu-
tory provisions requiring vendor submission of a cost analysis to
an appropriate public agency and its approval of requested “fair
trade” or consumer resale prices before they may go into effect.

Among meager evidence on this score one rather old discussion
of 19491 indicates that state payment of compliance costs under a
retail sales tax was not followed by related increases in the selling
price. Particularly in stores such as the variety sc-10c-15c etc.
chain system it is difficult to readjust such price ranges for
changed methods of paying tax compliance costs.

Opponents of compliance compensation insist that such costs are
“costs of doing business” and should be passed along to the con-
sumer in the purchase price. Since all production and distribution
costs must ultimately be borne by the purchasers, all related costs
should be included. However, liquor dealers rebel at this sugges-
tion stating it promotes over-pricing of their product which causes
diminishing sales. They further allege that the benefits of their
1Chester M. Edelman, The Sales Tax from the Retailers Point of View,
National Association of Tax Administrators, 1949, p. 40,
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excise collections serve the state primarily and not the purchaser.
In support of their argument against burdening the purchaser,
they indicate that the industry has avoided increased con-
sumer prices in recent years by absorbing out of reasonable profits
wage increases, and larger warehousing and similar costs.

Identification of Tax Costs. Some tax officials indicate that tax
costs are so interwoven with a myriad of business costs that their
identification is practically impossible. To protect the public in-
terest they must view critically the justification for payments of
tax collection allowances. This is particularly true, they contend,
of a type of payment which cannot really be segregated because
the amount of compliance cost is not known until determined
under some sort of tax stamp procedure.
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