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Tax-Exempt Items
What types of sales are exempt from the sales/use tax?

Massachusetts law exempts a number of items from the salec/use tax, The following categories of sales or types of transactions
generally are exempled from the sales/use tax. For information on the status of individual items, please refer to "Whal Specific ltems
Are Exempt from the Sales/Use Tax?" If you have questions about whether certain items fit into these exempt categories, please call
DOR's Customer Service Bureau at 517-887-MDOR oo toll-free in Massachusetts at 800-392-6089.

Sales of food and clothing:
Salies of food for human consumption, other than meals sold by a restaurant, generally are tax-exempt. Sales of individual items of
clothing costing $175 or less also generally are exempt. (Sales tax is due only on the amount over $175 per item.)

Sales of periodicals:
Perlodicals such as newspapers and magazines generally are exempt. Newsletters, however, generally are nol ireated as newspapers
and may be taxable.

Admission sales:
Sales of tickels 10 such activities 3 SpOMING and amusement events are exempt,

Sales of utilities and heating fuel to resi ial users, small and certain i ial users:

Sales of gas, steam, electricity or heating fuel for residential purposes are exempt. Residential use includes use in any dwelling where
people customarily reside on a long-term basis, whether or not the occupants of the dwelling are the purchasers of the fuel. Thus,
residential use includes use in apartment buildings, rooming houses and nursing homes as well a5 use in single family or multifamily
homes, but generally does not include use in hotels.

Sales of utilities and heating fuel also are exempt when sold 1o businesses with five or fewer employees and gross income of less than
§1 million, or to manufacturing facilittes that use at least 75 percent of their energy in manufacturing or heating the manufacturing
facility. Businesses with multiple locations employing fewer than five people at any one location must use the total number of employees
from all locations. Small businesses must present a Small Buginess Energy Exemption Certificate (Eofm ST-13 ) to the vendor to claim
the exemplion. Eligible industrial users must provide an Exempt Use Certificate (Eorm ST-12 ). Residential users are not required to
present exemplion certificates.

Sales of telephone services to residential users:

[}
Sales of local residential telephone services billed on a recurring basis of for message unit charges are tax-exempt when providedto a
- residential purchaser, up to a total of $30 per month. Residential telephone service generally includes service provided to an individual
for personal use at his or her residential address, including an individual dwedling unit such as an apartment. In the case of institutions

‘where individuals reside, such as schools or nursing homes, service is i ifitis provided to and paid for
by @n indrvidual resident rather than by the institution. Telephone service provided to a business is nol residential service even ifthe
business is located in an individual's home. If an otherwise residential telephone is used for business purposes, the business must file a
Business Use Tax Return (Eorm ST-10 ) and pay tax on the service that is used Residential users are not required to present
exemption certificates.

Sales of transportation:

These services generally are not taxed. For example, a separately staled transportation charge for shipping by a common carrier is
exempt if the transportation occurs after the sale of the property. For more information about shipping and handiing charges, see DOR
Directive 04-5, Sales Tax on Transportation Charges.

Charges for personal or professional services:

‘Accounting, insurance, legal and medical services, as well as services such as haircuts and car repairs are not taxable. Please note:
Items seld in addition to services, such as a bottle of shampeo from a salon or paris for a car repair, are taxable and must be itemized
saparately on the bill. Massachusetts tax law treats some products as services and therefore exempts them from the sales tax. Other
products, however, may combine taxable and nontaxabie elements_ Still other products, although labeled custom or a service, may not
meet the legal definition for tax purposes.

Service providers who have guestions about the taxability of their transactions should contact DOR’s Rulings and Regulations Bureau
for clear guidance on this issue by writing to: Department of Revenue, Rulings and Reguiations Bureau, PO Box 9566, Boston, MA
02114-9566.

Casual and isolated sales:
and ing tions made by people or businesses not regularty engaged in the business of making such sales are
exempt. For example, sales of used bya or sales at yard sales are axempt.

Please note: Generally, casual sales of cars, boats or trailers are taxable, except for certain family iransactions. For more detailed
information on cagual and isolated sales, see DOR Requlation 830 CMR 64H.6.1

Resales:

Sales where the purchaser intends to resell the item or telecommunications services in the regular course of business are exempt. In
these cases, a Sales Tax Resale Certificate (Form ST-4 ) must be given 1o and retained by the seller as proof the sale was axempt for
the reasons stated on the certificate, Vendors can confirm the validity of their customers’ sales and use tax registration and resale
centificates online through DOR's Sales Tax Resale Certificate Verification

Please Note: Sales Tax Resale Certificates are invalid for the sale or purchase of tobacco products. See cigarette retailer information in
the guide.

© Massachusetts Department of Revenue. All rights reserved. This content is excluded from our
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* Lipka, Mitch. “Taxes on Fertilizer lllustrate Gray area of Mass. Law.” The Boston Globe
July 29, 2012.

* Tredyffrin/Easttown School District. Footnote 18 from “Applications of Percents
Information & Background (from Wikipedia). “ April 2014.

18. # For example, in defining the term "baked goods,” certain of which are exempt from sales tax, the Texas Administrative Code Section 3.293(a) &
states, “(1) Bakery items—EBaked goods typically made by bakeries including bread, rolls, buns, biscuits, bagels, croissants, pastries, doughnuts,
Danishes, cakes, tores, pies, farts, muffing, bars such as lemon bars, cookies, large pretzels, and torillas. The term does not include candy;
snack items including chips, small pretzels, or crackers; sandwiches; tacos; or pizzas."

© Tredyffrin/Easttown School District. All rights reserved. This content is excluded from our
Creative Commons license. For more information, see http://ocw.mit.edu/help/faq-fair-use/.
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Sales Tax Holidays

Federation of Tax Administrators’ Sales tax
holidays
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Current legal landscape

* The US Supreme Court has held on multiple occasions
(1992 Quill v. North Dakota, 1967 National Bellas Hess)
that retailers cannot be compelled to collect sales tax
on sales to states where they do not have physical
presence (“nexus”).

* Most states require that their residents pay a use tax
(equal to the amount that would be paid if their home
state sales tax were levied on out-of-state purchases),
but this tax is widely ignored.

* So purchases mailed to out-of-state customers are de
facto tax-free.



Current attempts to change landscape

 Some states’ attorneys general are attempting
to broaden the definition of “nexus.”

* Federal legislation has been introduced (a
number of times) to simplify and harmonize
the system of sales taxes.

e States have negotiated bilaterally with
Amazon to not engage in litigation and/or to
extend their tax-free status temporarily if
Amazon builds a facility in the state.



Amazon Sales Taxes 2012

Cohan, Peter. “Amazon’s Sales-Tax-Free Status Cost States $8.6 Billion.” Forbes. October
17, 2012.

Luhby, Tami. “Get Ready to Pay Sales Tax on Amazon.” CNN Money July 18, 2012.



http://www.forbes.com/sites/petercohan/2012/10/17/amazons-sales-tax-free-status-cost-states-8-6-billion/
http://money.cnn.com/2012/07/18/news/economy/amazon-sales-tax/

Amazon sales taxes 2014

* Bensinger, Greg.“Which States Make You Pay
an Amazon Sales Tax.” The Wall Street Journal.
October 1, 2014.
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Fulfillment centers

* See a map of Amazon.com’s Fulfillment
Centers as of April 2015.


http://www.mwpvl.com/assets/images/Amazon_NA_Distribution_Network.png

e 2006:

— 21 fulfillment centers

* 2012:

— Collects taxes in 5 states
— 30 fulfillment centers (in US)

* 2014:

— Collects taxes in 21 states
— 37 fulfillment centers (in US)



Questions

How important is tax-avoidance to consumers
(and online retailers)?

If the tax-advantaged status of mail-order
retail disappears, what are the likely direct
effects on mail-order retail, traditional retail?

Are there important general-equilibrium
effects (in addition to the direct effects)?

Is the tax-advantaged status likely to
disappear?



Evidence on these points

* First two questions:
— Goolsbee (2000)
— Ellison and Ellison (2009)
— Einav et al (2012)

* Third question:

— “Amazon, Forced to Collect a Tax, Is Adding Roots” in
Amazon packet—Gets at Third Questions

* Fourth question:

— My sense is that tax-advantaged status of mail-order
is likely to continue to be eroded and may disappear
completely.
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* So Connect Computers should sell less into NJ
@ 11 than @ 9 if consumers care about taxes.
Also they should sell more into VA @ 11 than

@ O.

* Also compare magnitudes of purchase
differences to get estimate of home-state
preference.

e Have CC sales into NJ, VA, CA at each hour as
well as prices @ each hour.



MIT OpenCourseWare
http://ocw.mit.edu

14.27 Economics and E-Commerce
Fall 2014

For information about citing these materials or our Terms of Use, visit: http://ocw.mit.edu/terms.



http://ocw.mit.edu
http://ocw.mit.edu/terms



