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EXECUTIVE SUMMARY
COST’s 2022 Sales Tax Scorecard, “The Best and 
Worst of State Sales Tax Systems; COST Scorecard 
on Sales Tax Simplification, Uniformity & 
Exemption of Business Inputs,” focuses on spe-
cific sales tax administration issues.2 All but five 
states impose sales taxes,3 which in fiscal year 
2021 raised over $466.9 billion in tax revenue for 
those states (and their localities). This figure rep-
resents 21.4 percent of the states’ total tax col-
lections.4 The goal of this Scorecard is similar to 
other scorecards issued by COST: to encourage 
the states’ tax policy makers, primarily legislators, 
to improve their tax administrative practices and 
therefore ultimately decrease compliance bur-
dens.5 In our experience taxpayers are more will-
ing to comply with a tax system they perceive to 
be balanced, fair, and effective. Sales tax adminis-
trative systems that violate basic principles of fair-
ness and efficiency make compliance for sellers 
and purchasers more difficult and hinder states’ 
efforts to modernize their sales tax systems and 
facilitate remote seller collection authority.

This Scorecard objectively evaluates state stat-
utes and rules that govern state and local tax 
departments’ administration of their sales taxes. 
Importantly, we do not evaluate differences in 
tax rates and the breadth of the tax base (other 
than taxing business inputs). We also exclude 
from this Scorecard other important fairness 
issues such as even-handed statutes of limitations 
and interest rates that are already addressed in 
COST’s Administrative Scorecard to avoid dupli-
cative scoring of state administrative practices.6 
This Scorecard evaluates state sales taxes on their 
effectiveness in exempting business inputs, and 
on implementing uniform, fair, and centralized 
administration of their sales taxes. To accomplish 

these purposes, we divided the Scorecard into the 
following categories:

•	Exemptions for business inputs;

•	Taxation of software and digital products;

•	Sales tax simplification and uniformity;

•	Centralized sales tax administration;

•	Fair sales tax processes;

•	Reasonable tax payment/credit administration; 
and

•	Fair audit and refund procedures.

As in other COST scorecards, we also include an 
“Other Issues” category to capture adverse sales tax 
administrative practices not directly or sufficiently 
covered in the above-listed seven categories.

The Following are the Top-Ranked 
State Sales Tax Systems:

Indiana
Michigan
Ohio
Wisconsin

The Following are the Bottom-Ranked 
State Sales Tax Systems:7

Alabama
Colorado
Louisianaw
Mississippi
South Carolina

The following chart shows the overall grade 
each state received on this Scorecard. We explain 
below the criteria used to determine each state’s 
overall grade.

Separating the Top from the  
Bottom States

The four top states with B+ grades (Indiana, 
Michigan, Ohio, and Wisconsin) share key ele-
ments of sales tax administration that separate 
them from other states. All are full members of 
the Streamlined Sales and Use Tax Agreement 
(SSUTA) and score high on parts of the Scorecard 
relating to membership in SSUTA (e.g., simpli-
fication; exemption certificate administration; 
current database of rates and boundaries; and 
central administration). All four states impose less 

“The goal of this Scorecard is similar 

to other scorecards issued by COST ... 

to improve their tax administrative 

practices and therefore ultimately 

decrease compliance burdens.”
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members file sales tax returns in every state and 
the District of Columbia. COST has long sup-
ported the states’ efforts via the SSUTA8 and other 
government, quasi-government, or public/private 
organizations to improve the states’ administra-
tion of their sales taxes.9 While the administrative 
rules which the SSUTA requires its member states 
to follow have helped simplify and make the sales 
tax laws more uniform among its members and 
are included as part of this evaluation, in total, 
the SSUTA items only cover about one-fifth of the 
categories in the Scorecard.10

The issuance of COST’s scorecards is only one of 
the methods COST uses to improve overall state 
and local tax administration. COST also actively 
provides education via schools, regional meet-
ings, workshops, and national conferences; pro-
vides comments and testimony on state and local 
tax legislation; and files amicus curiae briefs 
addressing important state and local tax litigation 
pending before the courts.

GRADING THE SALES  
TAX STATES
This Scorecard evaluates multiple criteria in seven 
primary subject areas: 1) exemptions for business 
inputs; 2) taxation of software and digital products 
(new); 3) sales tax simplification and uniformity; 

extensive taxation of business inputs. Finally, all 
four states score high on fair audit and refund 
procedures. Conversely, the bottom five states 
(Alabama, Colorado, Louisiana, Mississippi, and 
South Carolina) perform poorly across virtually 
all Scorecard categories. None of the five states 
are members of SSUTA. All five of these low-per-
forming states receive worse than average scores 
on the exemption of business inputs. Finally, all 
five score poorly on taxation of software and dig-
ital products, and four of the five states (except 
Mississippi) earn poor grades on central sales 
tax administration.

In 2018, COST issued its first scorecard to objec-
tively analyze state and local administration of 
sales tax systems. This scorecard updates the 2018 
Scorecard findings and expands the scope of cat-
egories analyzed to include the taxation of digital 
products, business input exemptions for retailers, 
marketplace facilitator laws, and remote seller rules.

INTRODUCTION TO COST
COST’s membership is composed of over 500 
companies engaged in interstate and interna-
tional business that conduct business in every 
state. Virtually all COST members are either sell-
ers collecting sales tax on behalf of the states, 
and/or purchasers accruing sales tax due. COST 
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4) centralized sales tax administration; 5) fair 
sales tax processes; 6) reasonable tax payment/
credit administration; and 7) fair audit and refund 
procedures. As indicated above, we also include 
an “Other Issues” category to address additional 
sales tax administration issues. Each of these 
seven categories contain several subcategories. A 
more detailed explanation of each category and 
subcategory follows the Summary Grading Chart.

Objectivity of the Scorecard

The primary goal of the Scorecard is to provide 
a nationwide perspective for state tax policymak-
ers (legislators and executive branch officials) on 
the best state sales tax administrative practices, 
and to provide a comparative measure of the 
fairness and efficiency of their current adminis-
trative practices to that of other state sales tax 

State

Business 
Inputs 

Exemption

8 pts

Software 
& Digital 
Products

7 pts

Simplification
&

Uniformity

6 pts

Central
Admin.

5 pts

Sales Tax 
Process

6 pts

Reasonable 
Payments/

Credits

6 pts

Fair
Audits/
Refunds

5 pts

Other 
Issues

2 pts

Total 
Points

45 pts Grade

Alabama 6 6 5 4 6 4 2 0 33 F

Alaska 6 6 6 5 5 3 3 0 34 n/a

Arizona 4 6 5 3 4 4 2 0 28 D

Arkansas 6 1 3 1 1 4 1 1 18 B

California 7 1 5 1 5 3 3 0 25 C-

Colorado 6 5 4 4 5 3 2 1 30 F

Connecticut 7 4 6 0 5 2 2 0 26 C-

Delaware n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

D.C. 5 5 6 1 6 3 2 1 29 D

Florida 7 2 3 0 6 1 3 0 22 C+

Georgia 4 1 2 1 4 3 2 0 17 B

Hawaii 7 4 6 1 6 1 4 0 29 D

Idaho 3 3 6 2 4 1 3 0 22 C+

Illinois 4 5 6 3 2 5 3 0 28 D

Indiana 2 2 3 0 2 4 2 1 16 B+

Iowa 5 0 3 3 3 4 1 0 19 B-

Kansas 5 2 1 3 3 2 1 0 17 B

Kentucky 7 3 4 0 4 2 2 0 22 C+

Louisiana 6 6 3 5 5 3 2 0 30 F

Maine 4 2 6 0 6 2 2 0 22 C+

Maryland 6 3 4 0 5 3 2 0 23 C

Massachusetts 6 2 4 0 5 4 1 0 22 C+

Michigan 5 2 3 0 1 1 1 0 13 B+

Minnesota 4 1 2 1 4 4 1 0 17 B

Mississippi 7 5 4 2 6 3 3 0 30 F

Missouri 3 1 3 2 2 4 2 0 17 B

Montana n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Nebraska 6 3 3 1 3 2 1 0 19 B-

Nevada 6 1 3 0 2 3 3 0 18 B

New Hampshire n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

New Jersey 4 3 2 0 3 4 1 0 17 B

New Mexico 8 5 5 1 6 1 2 0 28 D

New York 4 4 5 2 5 4 2 0 26 C-

North Carolina 5 3 3 0 3 3 3 0 20 B-

Summary Grading Chart
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State

Business 
Inputs 

Exemption

8 pts

Software 
& Digital 
Products

7 pts

Simplification
&

Uniformity

6 pts

Central
Admin.

5 pts

Sales Tax 
Process

6 pts

Reasonable 
Payments/

Credits

6 pts

Fair
Audits/
Refunds

5 pts

Other 
Issues

2 pts

Total 
Points

45 pts Grade

North Dakota 7 2 2 1 3 3 2 0 20 B-

Ohio 4 4 2 0 0 3 1 1 15 B+

Oklahoma 4 1 2 3 2 4 2 0 18 B

Oregon n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Pennsylvania 4 3 5 1 5 3 2 0 23 C

Rhode Island 6 3 3 0 2 4 3 0 21 C+

South Carolina 6 7 6 3 5 2 1 1 31 F

South Dakota 8 5 3 1 3 3 2 0 25 C-

Tennessee 5 4 1 3 3 3 2 0 21 C+

Texas 7 7 4 2 3 1 4 1 29 D

Utah 6 2 3 1 1 2 2 0 17 B

Vermont 6 2 3 1 3 3 1 0 19 B-

Virginia 6 1 3 2 5 2 1 0 20 B-

Washington 7 3 3 1 4 3 1 0 22 C+

West Virginia 4 7 4 1 3 3 2 0 24 C

Wisconsin 5 3 2 2 1 1 0 0 14 B+

Wyoming 7 2 2 0 3 1 2 0 17 B

Summary Grading Chart (continued)

systems. It is our hope that this Scorecard will 
drive changes to ensure that sales taxes are 
administered more effectively, fairly, and remove 
undue administrative burdens. For virtually all 
items evaluated in the Scorecard, some (or many) 
states have adopted an identified “best practice.” 
While most of the Scorecard is based on a state’s 
sales tax laws, some subcategories, such as a rev-
enue agency’s effort to impose a tax on digital 
products, address issues a state revenue agency 
creates when it attempts to impose a tax on prod-
ucts or services without clear legislative support. 
Thus, certain issues covered by this Scorecard 
are evaluated based on legislative action, while 
other issues are evaluated based on administra-
tive action by a state’s revenue agency.

Scoring System

This Scorecard grades each state based on an 
accumulated point total which is then converted 
for each category into a letter grade. For each cat-
egory, we award only a whole letter grade, while 
the final grade for a state can have a + or - added 
on. In general, points for each subcategory are 
based on COST’s determination of the relative 
importance of each issue to a fair and efficient 
sales tax system.

The ultimate grade a state receives is based on 
the total number of points awarded for all subcat-
egory items and “other issues.” It is not based on 
grades received for each individual category. The 
following is the grading by overall points:

A = 	0 to 9 points;
A- = 	10 to 12 points;
B+ =	13 to 16 points;
B =	 17 to 18 points;
B- =	19 to 20 points;
C+ =	21 to 22 points;
C =	 23 to 24 points;
C- =	25 to 26 points;
D =	 27 to 29 points; and
F =	 30 or more points.

“It is our hope that this Scorecard 

will drive changes to ensure that 

sales taxes are administered more 

effectively, fairly, and remove undue 

administrative burdens.”
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DETAILS OF SALES 
TAX ADMINISTRATION 
CATEGORIES
Many metrics can be used to evaluate states’ sales 
tax administration systems. In developing this 
Scorecard, COST focused on seven categories 
that reflect a broad spectrum of fair, efficient, and 
uniform sales tax administration practices. While 
these categories overlap in part with the rules 
adopted by the member states of the SSUTA, they 
encompass a number of additional criteria that 
define optimal sales tax administration.

Exemptions for Business Inputs

The business inputs exemption category of the 
Scorecard reflects the importance of avoiding 
the pyramiding of taxes that occurs when a state 
taxes both business inputs and household pur-
chases. This category includes analyses of state 
sales tax exemptions for business purchases of 
manufacturing equipment and inputs; equipment 
for telecommunications, cable and electric/gas 
service industries; and retail industry inputs. The 
Map below shows the overall grade each state 
received for this category.

While economists generally agree that the ideal 
sales tax system would tax final personal con-
sumption and not tax any business-to-business 
transactions, U.S. state and local sales tax systems 
significantly violate this principle. States collect, 
on average, 41.7% of their total sales tax reve-
nue from business inputs.11 Not a single state has 
a business share of sales tax lower than 31.8% 
(Indiana).12 New Mexico has the highest business 
input share of sales taxes at 60.4%.13 The rami-
fications from taxing business inputs are signifi-
cant, including inefficient tax “pyramiding,” a lack 
of transparency, higher consumer prices, and/or 
reduced economic activity (which can result in 
lower employment and/or wages).

“States collect, on average, 41.7% 

of their total sales tax revenue from 

business inputs. Not a single state has 

a business share of sales tax lower 

than 31.8% (Indiana).”
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Manufactured products are typically subject to 
sales tax at the retail level, so the equipment pur-
chased by a manufacturer for use in a manufac-
turing operation should be exempt to avoid the 
pyramiding of sales tax.14 For example, Georgia 
does this well, as its manufacturing equipment 
exemption covers the entire facility under an 
“integrated plant” theory. Conversely, Kentucky 
limits the exemption primarily to equipment 

used in new or expanded manufacturing, and 
thus scores poorly in this category. Increasingly, 
there are concerns with states’ current manufac-
turing and resale provisions as applied to digital 
products, and whether the states’ current sales 
tax laws adequately exempt the creation and/or 
refabrication of such digital products from sales 
taxation. Many state laws focus solely on tangi-
ble personal property for manufacturing or resale 
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Integrated plant exemption
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or directly used in manufacturing
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when digital products have similar features. The 
creation, production, or modification of digital 
products are akin to manufacturing and resale 
and need expressed exemptions from state sales 
taxation. This issue is of growing importance to 
the states and will be addressed in the next edi-
tion of the scorecard.

For the same reason, materials and supplies used 
or consumed in the manufacturing process should 
be exempt from sales tax. A minority of states have 
a broad sales tax exemption for ingredients and 
component parts of a manufactured good and for 
all materials and supplies consumed in the man-
ufacturing process. Other states exempt materials 
that become an ingredient or component part of 
a manufactured good, but place limits on other 
materials or supplies used or consumed in the 
manufacturing process.

Additionally, the Scorecard looks at several ser-
vice industries to evaluate whether a state is dou-
ble taxing both the production end of providing a 
service (i.e., the equipment) and the consumption 
end (i.e., the sale to end-user consumers). If a state 
only taxes one, but not both inputs and outputs, 
no penalty is imposed. COST’s review of these 
three industries is by no means an exhaustive list 
of other industries facing similar double taxation.

This year, we also looked at another industry, 
retail establishments, to determine whether a 
state provides exemptions for key business inputs 
(electricity, point of sale equipment, and furnish-
ing and fixtures) purchased by and used at retail 
establishments. Unfortunately, while some states 
exempt electricity, no state has a broad exemp-
tion for retail establishments covering equipment 
and property used to make retail sales.

Taxation of Software and  
Digital Products

This year, we expand the coverage of our 
Scorecard to provide an in-depth look at the sales 
tax treatment of software and digital products by 
the states.15 We include the following types of 
digital products in our review: prewritten soft-
ware (including by electronic delivery); custom 
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“This year, we expand the coverage of 

our Scorecard to provide an in-depth 

look at the sales tax treatment of 

software and digital products by the 

states.”
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software; digital software accessed remotely 
(SaaS); data processing; digital information ser-
vices; and specified digital products. The states’ 
taxation of software and digital products pur-
chased by business reflects the importance of 
avoiding the pyramiding of sales taxes in con-
junction with taxing the digital economy. The 
map above shows the overall grade each state 
received in this category.

As we evolve into a society more reliant on digi-
tal technology, a state’s treatment of digital com-
merce becomes a critical part of an analysis of 
its sales tax system. Most state sales tax systems 
initially imposed tax on sales of tangible property, 
not services and digital products. However, since 
that time, we have seen an expansion in the tax-
ation of sales of services and the widespread use 
of computers, including the internet. The taxation 

of digital commerce over the last 25 years has 
taken center stage due in part to the growth in 
digital commerce and in part to the unique chal-
lenges of imposing transaction taxes on sales of 
non-tangible goods and services.

We examine a number of key software and digital 
products and look at how they are taxed in a par-
ticular state. We do not impose a penalty on a state 
for imposing a sales tax on household purchases 
of digital products. However, if a state taxes a dig-
ital product but does not exempt business pur-
chases (digital business inputs), we mark them 
accordingly. Unfortunately, the vast majority of 
states that tax digital products provide no exemp-
tion for business purchases, with Iowa as the rare 

“... the vast majority of states that tax 

digital products provide no exemption 

for business purchases, with Iowa 

as the rare exception with a broad 

exemption for business purchases of 

software and digital products.”
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Disclaimer: This information should be used for general guidance and not relied upon for compliance.
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2AK - Data is based on local municipalities since Alaska does not have a state-wide sales tax
3CO/IL - State and local tax bases differ, includes state or local tax on products

Three So�ware/Digital Products
Tax Types:
• Software (canned or custom)
• Data Processing/Info Services
• Software as a Service (Saas)

Disclaimer: This information should be used for general guidance and not relied upon for compliance.
Source: Council On State Taxation (COST)
1AK - Data is based on local municipalities since Alaska does not have a state-wide sales tax
2CO - State and local tax bases differ – tax imposed by some localities on electronic delivery
3CO - State and local tax bases differ, includes state or local tax on products
4MD - Some business purchases of electronically delivered software are exempt
5NJ - All software is taxable; however, business purchases of electronically delivered software is exempt
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exception with a broad exemption for business 
purchases of software and digital products.

We also examined the sales taxation of prewritten 
software (including by electronic delivery). Most 
states impose a sales tax on software both in tan-
gible form and when delivered electronically. A 
substantial minority of states impose a sales tax 
on software only in tangible form, and not if deliv-
ered electronically. However, two states, Iowa and 
New Jersey, provide some type of exemption for 
business purchases of prewritten software, and 
Connecticut provides a reduced tax rate.

In certain cases, we also looked at whether a 
state’s sales tax on digital products is based on 
clear statutory authority. Some states impose a 
sales tax on digital commerce by administrative 
fiat with no clear legislative authority to do so.

As mentioned before, while we do not evalu-
ate the breadth of a state’s tax base on (house-
hold) consumer purchases, the items in that base 
should be taxed through clear legislative author-
ity, and business purchases should be exempt. 
About one-half of the states impose a sales tax 
on digital software accessed remotely (SaaS). Of 
these, three (Alabama, Arizona, and Louisiana) do 
so without clear statutory authority. And only one 
(Iowa) exempts business purchases.

For states that impose a sales tax on some cate-
gory of digital products purchased by business, 
we also looked at whether the state allows appor-
tionment of the tax based on use in a particular 
jurisdiction (multiple points of use or MPU). We 
found that a minority of states allow some type of 
MPU apportionment. No MPU is considered nec-
essary if a state does not tax software delivered 
electronically or other digital products.

“... while we do not evaluate the 

breadth of a state’s tax base on 

(household) consumer purchases, the 

items in that base should be taxed 

through clear legislative authority, 

and business purchases should 

be exempt.”
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2CO/IL - State does not impose a tax, but tax may be imposed by some localities
3OH - Tax only applies to businesses
4CT - Electronically delivered software is taxed at 1% rate for businesses
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Sales Tax Simplification  
and Uniformity

The simplification and uniformity category of the 
Scorecard reflects the participation of states in 
the SSUTA and the adherence of states to model 
marketplace facilitator laws. The map on the next 
page shows the overall grade each state received 
for this category.

Presently, twenty-four states are active members 
of the SSUTA, a process that began over twenty 
years ago. These states have committed them-
selves to working with other states and the busi-
ness community to ease the burdens imposed 
on sellers to collect the states’ sales taxes. The 
Agreement is a living document—it has been 

amended at practically every meeting of the 
Governing Board to address issues raised by the 
states and the business community.

Unfortunately, the largest sales tax states by pop-
ulation, including California, Texas, New York, 
Illinois, and Florida, are not participating in the 
SSUTA. Indeed, while more than half of all states 
with sales taxes are members of SSUTA, by pop-
ulation, nearly two-thirds of the U.S. population 
live in states that are not members of SSUTA. 
Thus, businesses in these states do not benefit 
from the extensive uniformity and simplification 
contained in the 100+ pages of SSUTA language.16

This year we also expand the scope of the 
Scorecard to provide an in-depth analysis of state 
marketplace facilitator laws. All states have enacted  
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1IL - MPU allowed in Chicago
2TN - MPU is allowed for Saas
3MS - MPU may be allowed on case-by-case basis

Disclaimer: This information should be used for general guidance and not relied upon for compliance.
Source: Council On State Taxation (COST)
1AK - Data is based on local municipalities since Alaska does not have a state-wide sales tax

“This year we also expand the scope 

of the Scorecard to provide an 

in-depth analysis of state marketplace 

facilitator laws.”

“... while more than half of all states 

with sales taxes are members of 

SSUTA, by population, nearly two-

thirds of the U.S. population live in 

states that are not members of SSUTA.”
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marketplace facilitator legislation. In our analysis 
of a state’s marketplace facilitator law, we looked to 
the National Conference of State Legislatures model 
legislation as our guide. While we could not grade 
a state on each provision contained in the NCSL 
model legislation, we narrowed our focus to five 
key provisions. First, we consider whether a state 
excludes advertising platforms and persons whose 
principal activity is processing payments from the 
definition of a marketplace facilitator.17 By doing 
so, we identify which states gave careful consider-
ation to the scope of their marketplace facilitator 
laws. Credit card companies that merely engage in 

transactions with sellers to process payments and 
companies that perform only advertising services 
do not make sales and should not be included in 
the definition of a marketplace facilitator. Similarly, 
waiver provisions that allow a marketplace seller 
to continue to collect the tax under mutual agree-
ment with a marketplace facilitator also serve a 
valuable purpose. Many marketplace sellers, such 
as communications companies, have robust collec-
tion systems already in place. As a result, it makes 
sense that a state allows a marketplace seller and 
a marketplace facilitator to agree amongst them-
selves on who bears the collection duty.

 

State Membership in Streamlined Sales Tax

AK

HI

ME

RI

VT
NH

MANY
CT

PA
NJ

MD
DE

VA
WV

NC

SC

GA

FL

IL
OHIN

MI
WI

KY

TN

ALMS

AR

LATX

OK

MOKS

IA

MN
ND

SD

NE

NMAZ

CO
UT

WY

MT

WA

OR

ID

NV

CA

DC

Full Member

Associate Member and/or 
Significant Compliance Issue

Non-Member State

State With No Sales Tax
or Similar Tax

 
 

 

 
 

Multiple Points of Use (MPU) Apportionment
with Digital B2B Purchases 

AK

HI

ME

RI

VT
NH
MANY

CT

PA
NJ

DE

DE
WV

NC

SC

GA

FL

IL1
OHIN

MI
WI

KY

TN2

ALMS 2

AR

LATX

OK

MOKS

IA

MN

ND

SD

NE

NMAZ

CO
UT

WY

MT

WA

OR
ID

NV

CA
VA

MD
RI

DC

CT

Allows MPU

No MPU

No sales tax

No MPU needed

Sales Tax Simplification and Uniformity: Overall Grades

AK1

HI

ME

RI

VT
NH

MANY
CT

PA
NJ

DE

DE
WV

NC

SC

GA

FL

IL
OHIN

MI
WI

KY

TN

ALMS

AR

LATX

OK

MOKS

IA

MN

ND

SD

NE

NMAZ

CO
UT

WY

MT

WA

OR

ID

NV

CA
VA

MD
RI

DC

CT

/

N/A 0-1 2 3 4 5-6

N/A A B C D F

Disclaimer: This information should be used for general guidance and not relied upon for compliance.
Source: Council On State Taxation (COST)
1IL - MPU allowed in Chicago
2TN - MPU is allowed for Saas
3MS - MPU may be allowed on case-by-case basis

Disclaimer: This information should be used for general guidance and not relied upon for compliance.
Source: Council On State Taxation (COST)
1AK - Data is based on local municipalities since Alaska does not have a state-wide sales tax



15

 

 

State Marketplace Facilitator Laws – Best Practices

AK 1

HI

ME

RI

VT
NH

MANY
CT

PA
NJ

DE

DE
WV

NC

SC

GA

FL

IL
OHIN

MIWI

KY

TN

ALMS

AR

LA
TX

OK

MOKS

IA

MN

ND

SD

NE

NMAZ

CO
UT

WY

MT

WA

OR

ID

NV

CA
VA

MD
RI

DC

CT

Meets all 5 criteria

Satisfies 4 of 5 criteria

Satisfies 3 of 5 criteria

Satisfies 2 or less of the 5 criteria

No sales tax

Criteria
1) Clearly exclude advertisers and

payment processors
2) Waiver provision for marketplace

sellers to continue to collect tax
3) Clearly impose the same rights and

duties as other sellers
4) Shift liability from a MPF to the

seller if the seller provides incorrect 
or insufficient information

5) Any collection of other taxes 
and/or fees must be clearlyl 
required by the state’s law

Disclaimer: This information should be used for general guidance and not relied upon for compliance.
Source: Council On State Taxation (COST)
1AK - Data is based on local municipalities since Alaska does not have a state-wide sales tax

 

 

  

 
 

Remote Seller Threshold

AK 1

HI

ME

RI

VT
NH

MA2NY
CT

PA
NJ

DE

DE
WV

NC

SC

GA

FL

IL OHIN

MIWI

KY

TN

ALMS

AR

LATX

OK

MOKS

IA

MN

ND

SD

NE

NMAZ

CO
UT

WY

MT

WA

OR
ID

NV

CA
VA

MD
RI

DC

CT

Dollar amount based on retail or
taxable sales
Dollar amount based on gross sales

Transactional threshold

No sales tax or similar tax

Centralized Sales Tax Administration: Overall Grades
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2Unless exclusively making sales for sale

Disclaimer: This information should be used for general guidance and not relied upon for compliance.
Source: Council On State Taxation (COST)
1AK - Data is based on local municipalities since Alaska does not have a state-wide sales tax

Likewise, states should clearly provide market-
place providers the same rights as other sellers 
in the state, thereby creating a level playing field 
and giving these marketplace providers access to 
valuable benefits such as vendor compensation. 
Liability for tax should also shift to a market-
place seller if it provides incorrect or insufficient 
information on a product sold on a facilita-
tor’s marketplace.

Finally, we evaluate whether a state has adequate 
authority to require a marketplace facilitator to 
collect other taxes and fees, such as 911 tele-
communication fees. While we do not evaluate 
a state on whether it requires the collection of 
other taxes and fees, we do look at whether this 
requirement is based on statutory authority and 
not administrative guidance.
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For the first time in this Scorecard, we also look at 
each state’s remote dollar and transaction thresh-
old for imposing a collection responsibility on 
remote sellers. A dollar threshold should exclude 
sales for resale —by using retail or taxable sales—
and not use gross sales. Gross sales could require 
wholesalers (and similar sellers) with no taxable 
sales to register and remit zero dollar returns to 
a state. A state should also not layer a transac-
tion threshold on top of a dollar threshold, as it 
creates complexity in the collection process for 

both small retailers and tax administrators having 
to deal with the collection and remittance of de 
minimis tax amounts.

Centralized Sales Tax Administration

The centralized sales tax administration category 
of the Scorecard reflects the states having central 
administration of their sales tax. If a state has local 
sales tax jurisdictions, the local tax bases should 
be the same as the state’s tax base; it should limit 
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the number of local jurisdictions as compared to 
a state’s population; and it should have a juris-
dictional database for sellers and purchasers to 
determine a jurisdiction’s tax rate. The on the pre-
vious pages shows the overall grade each state 
received for this category.

One of the biggest burdens on sellers is the 
wide divergence among states in tax bases, tax-
able product definitions, and the rules and 

administrative procedures for collection and 

remittance. This task is compounded by those 

states that allow local taxing jurisdictions to use a 

different tax base, separately administer the tax, 

and/or allow a multitude of local jurisdictions. If a 

state with local administration of sales taxes, such 

as Louisiana, switches to central administration 

(with uniform bases), this change would gener-

ally improve their score by at least one grade.
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Because zip codes rarely follow local sales tax 
jurisdictional boundaries, all states with local 
sales tax jurisdictions inherently make compli-
ance more difficult for sellers and purchasers. 
Further, an excessive number of jurisdictions rel-
ative to a state’s population creates more chances 
for errors with diminishing benefits for a state’s 
local governments. Any state with over 50 local 
jurisdictions and a population ratio of less than 
20,000 people per jurisdiction on average was 
used as the threshold for determining where any 
benefit of local taxes is outweighed by the over-
all cost imposed on taxpayers. Iowa and Missouri 
both fare poorly in this category because Iowa 
has 1,044 local sales tax jurisdictions with a pop-
ulation ratio of 3,100 and Missouri has 2,091 local 
sales tax jurisdictions with a population ratio of 
2,900. On the other hand, states like Connecticut, 
Kentucky, and Rhode Island have no local sales 

tax jurisdictions at all. It is also critical for effi-
cient administration that the state administer all 
local sales taxes, including all audits, appeals, 
payments, refunds, exemptions, etc.

Lastly, any state that enacted a tax change in 
the past five years at the state and/or local level 
should provide notice of the different tax rates, 
including the effective date of the rate change(s), 
on their revenue agency’s website. And, if the 
state has local jurisdictions, a current tax rate and 
boundary database accessible and downloadable 
by taxpayers is essential.

Fair Sales Tax Processes

The fair sales tax processes category of the 
Scorecard reflects the states’ acceptance of uni-
form exemption certificates, the provision of 
reasonable seller compensation, the ability for 
certain purchasers to use direct pay provisions 
to self-accrue the tax, and liability relief. The map 
below shows the overall grade each state received 
for this category.

With 45 individual states (and the District of 
Columbia and Alaska municipalities) imposing 
their own versions of a sales tax, both sellers 
and purchasers can be burdened with numer-
ous unfair administrative practices. One way to 
improve the administration of a state’s sales tax is 
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to avoid burdening sellers with the task of polic-
ing whether purchased items are exempt from tax 
under a purchaser exemption or exclusion. Absent 
fraud by a seller, states affording exemptions to 
purchasers should audit the purchasers them-
selves to determine whether their purchases are 
exempt from a state’s sales tax, and not impose 

a “good faith” requirement on sellers to police 
such purchasers.

A seller should only be required to obtain and 
retain completed exemption/resale certificates. 
States should also allow sellers to use either the 
MTC uniform exemption certificate18 or the SSUTA 
exemption certificate.19 Lastly, when auditing a 
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seller and determining whether an exemption 
certificate is complete, a state should allow sellers 
at least 120 days to capture and obtain informa-
tion from its purchasers to demonstrate the sales 
were exempt from tax. Ohio does well in this cat-
egory because it doesn’t require a “good faith” 
standard when accepting exemption certificates, 
allows sellers 120 days to obtain valid certificates 
on audit, allows use of uniform MTC and SSUTA 
certification, and does not require sellers to ver-
ify exemption account numbers. Maryland, on 
the other hand, scores poorly because it requires 
“good faith” policing, allows sellers only 60 
days to obtain valid certificates on audit, allows 
only a limited use of MTC and SSUTA certifi-
cates, and requires sellers to capture and verify 
account numbers.

States should also provide compensation to ven-
dors for the collection and remittance of sales 

taxes. For purposes of this Scorecard, COST uses a 
0.5% compensation threshold for single rate states 
and a 0.75% threshold for states with local jurisdic-
tions. These thresholds are primarily based on a 
former Streamlined Sales and Use Tax Agreement 
provision that generally calls for states to provide 
compensation at that level.20 This level of com-
pensation is still far below the level identified 
in a study compiled by PricewaterhouseCoopers 
in 2006 for the Streamlined Sales Tax Governing 
Board that noted sellers under $1 million had 
average compliance costs of 13.47%, sellers from 
$1 million to $10 million averaged compliance 
costs of 5.2% and sellers over $10 million incurred 
compliance costs of 2.17%, with a weighted aver-
age for all sellers of 3.09%.21 As forced collection 
agents for the state, it is inequitable for a state to 
fail to reimburse sellers for some of their costs 
to collect and remit state and local sales taxes. 
States such as Massachusetts and Minnesota score 
poorly in this category because they offer no 
vendor compensation.

Lastly, states should provide a broad direct pay 
provision that allows business purchasers to 
acquire property or services without paying 
the sales tax to a seller when the taxability of a 
product is unknown by the purchaser because it 
could be used in a taxable or non-taxable man-
ner. Such a provision is economically necessary 
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for many businesses, and it often makes audits of 
such purchasers easier for the state. While states 
may choose a reasonable threshold for purchases 
before granting a direct pay permit, blanket exclu-
sions preventing certain industries from obtaining 
such a permit or an excessive threshold reflects 
poor sales tax administration. South Carolina 
does well in this category because it has a broad-
based direct pay provision, while the District of 

Columbia does poorly because it does not directly 
allow any direct pay permits.

Another important criterion is assuring that both 
sellers and customers can rely on written guid-
ance provided by a state tax agency. This relief 
should be broad and not confined to limited types 
of written guidance. Connecticut does poorly in 
this category because it offers no liability relief to 
sellers or purchasers relying on DOR guidance. 
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Meanwhile, Illinois scores well because it offers 
liability relief to sellers and purchasers relying on 
DOR guidance.

Reasonable Tax Payment/ 
Credit Administration

The reasonable tax payment and credit admin-
istration category of the Scorecard reflects the 
states’ best practices to avoid utilizing advance 
payments; to allow credits for similar taxes paid 
to another state/jurisdiction; and to provide a bad 
debt deduction for private label credit cards. The 
map below shows the overall grade each state 
received for this category.

The timing of a seller’s remittances is a key issue 
for fair tax payment administration. Some states 
require the tax to be paid in advance of the return, 
while other states require multiple advance pay-
ments. It is much more efficient for sellers to make 
just one payment per filing period when they file 
tax returns because it eliminates “guesstimates” 
and allows the bulk of purchasers’ returns to be 
adjusted on the sellers’ tax returns for taxes the 
sellers refunded to purchasers.22 States like Hawaii 
and Nebraska do not require advance payments 
and thus do well in this category. On the other 

hand, states like Illinois and Missouri require sell-
ers to make multiple advanced payments.

Another growing problem is that some states 
improperly assert they are imposing a “sales tax” 
and not a “use tax” on some transactions. While 
this usually does not create an issue if the tax rates 
are the same, some states locate their credit for 
purchasers who paid tax on a product to another 
state in their “use tax” section of the law.23 Some 
states post-Wayfair (e.g., South Dakota) are assert-
ing remote sellers are subject to the state’s sales tax, 
rather than the state’s use tax, which can impose 
problems for purchasers when claiming credit for 
tax paid to another state. Thus, if the state’s rev-
enue agency asserts it is imposing its sales tax, 
there is no credit allowed in that situation. In this 
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Scorecard no position is taken on the problems 
with some states’ reciprocity provisions; how-
ever, purchasers should not be prevented from 
obtaining full credit for tax legally due and paid 
to another state that had the first right to impose 
such tax. Another issue is that some states limit 
credits to just the state’s sales tax if they have no 
local taxes, or they limit credit for taxes paid at the 
state level but not those at the local level. This type 

of limitation itself is administratively unfair and 
it also raises constitutional issues regarding fair 
apportionment and internal consistency under the 
Commerce Clause.24 Florida does well in this cate-
gory because its credit is not limited to use tax and 
it gives full credit for other states’ state and local 
taxes. Conversely, Indiana does poorly because its 
credit is limited to use tax and it does not provide 
credit for other states’ local taxes.
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Another concern is the different methods that 
states use to impose their sales taxes, particularly 
relating to the taxation of leases (and to high-price 
items such as motor vehicles). COST believes the 
best approach for the imposition of periodic lease 
payments is for the tax to be imposed on each 
payment based on where the leased property was 
primarily located when the periodic lease payment 
was made. For example, Arkansas has no acceler-
ated lease payments. Unfortunately, several states, 

including Iowa and New York, impose their sales 
tax on the total periodic lease payments upfront 
or continue to tax periodic leased property even 
though the property is no longer located in that 
state. Compounding the problem, several state tax 
agencies assert they will not (or legally cannot) 
provide credit for the sales tax paid to another state 
in that situation. Unfortunately, this problem exists 
for member states of the SSUTA and non-member 
states alike, and much more uniformity is needed.25
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Finally, state treatment of bad debts is invariably 
distorted because sellers that issue private-la-
bel credit cards are generally denied a bad-debt 
deduction on such cards. The clear purpose of 
the bad debt deduction is for sellers to recoup 
taxes paid to the state that subsequently are not 
recovered from consumers due to non-payment. 
Private-label credit cards dominate over retailer-is-
sued credit cards based on advantages afforded to 
both retailers and financial institutions. Despite 
similarities between private-label credit cards and 
retailer-issued credit cards, the tax consequence 
of obtaining a bad-debt deduction often differ.26 
Pennsylvania scores well because its bad debt 
deduction provision applies to private-label credit 
cards. Ohio also recently joined the ranks of pro-
viding a bad debt provision with H.B. 223 (2022). 
Maine scores poorly because its bad debt deduc-
tion does not apply to private-label credit cards. 
Allowing a bad-debt provision for private-label 
cards is necessary because it ensures that the 
states’ sales tax bad-debt provisions are applied 
in a fair and neutral manner irrespective of the 
type of credit card used.

Fair Audit and Refund Procedures

The fair audit and refund procedures category 
of the Scorecard reflects the states’ use of even-
handed sampling procedures; avoidance of 

contingent fee and/or private auditing; allowance 
for purchasers to directly file refunds claims; and 
an exclusion for sales taxes from false claims act 
laws and/or class action suits. The map below 
shows the overall grade each state received for 
this category.

A state should have a law, regulation, or written 
policy that allows taxpayers to reasonably use 
sampling. While all the states use sampling for 
audits, unfortunately, the states often lack an even-
handed procedure for taxpayers to use sampling 
for refunds. This is an area where all states could 
improve their sampling processes to allow equal 
use of sampling for both tax due and refunds.

Contingent fee auditing places too much incen-
tive on maximizing the auditor’s fee to the det-
riment of determining the correct amount of tax 
owed. Similarly, private contract auditing suffers 
from inconsistencies and the lack of direct con-
trol by the revenue agency. While a state is not 
penalized for the absence of a law prohibiting the 
use of private and contingent fee auditors, such 
states are strongly encouraged to enact a law that 
clearly prohibits the use of these types of audits. 
Both North Carolina and Virginia have prohibited 
contingent fee and private-contract auditing.

Sellers and purchasers need fair refund pro-
cedures to level the playing field between 
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overpayments and underpayments. A state should 
provide a written process (e.g., a law, regula-
tion, and/or assignment provision) that allows 
a purchaser to obtain a refund directly from the 
state in situations where a seller is unwilling or 
unable to file a refund on behalf of a purchaser. 
For example, in Nebraska, purchasers can fill out 
a form to obtain refunds from the state without 
contacting the seller. Conversely, Florida has no 
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written process for purchasers to obtain refunds 
directly from the state. State revenue agencies 
should also be the only entity authorized to audit 
taxpayers. False claims acts allowing third parties 
to allege additional tax due, or class action suits 
seeking refunds by third-party litigants are inap-
propriate. Illinois is a poster child of what can 
go wrong when a state allows both false claims 
act lawsuits and class action lawsuits instituted by 
third parties.27

Notably, in 2011, the American Bar Association 
adopted a model act, the Transaction Tax 
Overpayment Act, to limit the use of class action 
lawsuits.28 The Act provides procedures purchas-
ers can use to seek a refund of overpayments of 
state and local taxes and limits a purchaser’s abil-
ity to assert claims against a seller for an overpay-
ment.29 While no state has adopted the Model Act 
as of yet, the Multistate Tax Commission in 2015 
endorsed the Model Act and “encouraged” states 
to consider its adoption.30

Other Issues

Certain state tax administration issues do not fit in 
any of the above categories or are unique to one 
or just a few states. One such issue is the burden-
some requirement of including corporate officers’ 
social security numbers and/or home addresses 

on each tax return filed with the state. While this 
information is useful in situations where a com-
pany is insolvent, this is a rare instance and other 
sources of information are available to tax agen-
cies to obtain this information as needed.

SCORING SYSTEM 
EXPLANATION
Below is a brief explanation of categories and 
subcategories reviewed by COST, along with the 
points structure for each category and the result-
ing grade for each category. As a general matter 
across all categories, a greater accumulated point 
total corresponds to a lower letter grade.

Exemptions for Business Inputs  
(total of 8 points)

Excessive taxation of business inputs violates 
the principle that consumption taxes should be 
imposed only on end-user consumption, and not 
on intermediate business inputs. The following 
subcategories were used to evaluate a state’s tax-
ation of business inputs:

Percentage of Tax Derived from Business-to-
Business Transactions (“B2B”): (two points). A 
state with a business share of total sales tax of 
more than 35 percent is assessed one point. A 
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state with a business share of total sales tax of 
more than 45 percent is assessed two points.31

Manufacturing Equipment Exemption: (two 
points) A state with a true integrated plant exemp-
tion is not assessed any points. A state with an 
exemption for equipment primarily or directly 
used in manufacturing is assessed one point. A 
state with a partial tax exemption, limited exemp-
tion (e.g., only new equipment), or no exemption 
is assessed two points.

Manufacturing Inputs/Materials Exemption: 
(one point) A state that exempts almost all mate-
rials and supplies used in the manufacturing pro-
cess is not assessed any points. A state with a 
limitation on the inputs/material exemption (e.g., 
must become part of the manufactured product) 
is assessed one point.

Service Provider Taxation on Inputs & Outputs: 
(maximum of two points) A state that both taxes 
the equipment used by wired and/or wireless ser-
vice providers and which subjects those services 
to tax is assessed one point. A state that both 
taxes the equipment used by cable companies and 
subjects the service to tax is assessed one point. 
Lastly, a state that both taxes the equipment used 
by gas and/or electric service providers and sub-
jects those services to tax is assessed one point. 
However, a state is assessed a maximum of two 
points in this category.

Business Inputs – Retail Establishments: (new 
- one point) A state that imposes its tax on point 
of sale (POS) terminals, retail store furnishing and 
fixtures (e.g., shelving), and/or electricity used by 
retail establishments is assessed one point.

Category Grading: 0-2 points A, 3 points B, 4-5 
points C, 6 points D, and 7-8 points F

Taxation of Software and Digital Products 
(total of 7 points)

Over the last quarter century, the sales taxation 
of digital commerce has come to the forefront 
of state taxation. One central problem, however, 
regarding the sales taxation of digital commerce 
has been generally ignored or underreported – the 
extent to which the digital sales tax base includes 
not only business-to-consumer (B2C) transactions 
but also business-to-business (B2B) transactions. 
The following subcategories are used to evaluate 
a state’s taxation of software and digital products:

Prewritten and Custom Software: (new - two 
points) A state that taxes prewritten software 
without providing a business input exemption is 
assessed one point. A state that taxes custom soft-
ware without providing a business input exemp-
tion is assessed one point.

SaaS: (new - two points) A state that taxes 
Software as a Service (SaaS), e.g., remote access 
to software, without clear legislative authority is 
assessed one point. Also, a state imposing a tax 
on SaaS without a business inputs exemption is 
assessed one point.

Data Processing and Digital Information 
Services: (new - one point) A state that taxes data 
processing and/or digital informational services 
without a business inputs exemption is assessed 
one point.

Specified Digital Products: (one point) A state 
that imposes a tax on specified digital products 
(e.g., streaming of books, audio, and audio- 
visual) without clear legislative authority is 
assessed one point.

MPU: (new - one point) A state imposing a tax 
on business purchases of software, SaaS, or any 
other digital products/services that does not allow 
apportionment of the tax based on use in a juris-
diction (multiple points of use (MPU)) is assessed 
one point. While some states have unpublished 
or inconsistent guidance to allow some use of 
an MPU, only those states that broadly allow the 
use of an MPU are given no points. However, a 
state that taxes only software as tangible personal 

“Excessive taxation of business inputs 

violates the principle that consumption 

taxes should be imposed only on end-

user consumption,. . .”



29

property and no other digital products is given 
no points even though it does not have an MPU.

Category Grading: 0-1 points A, 2 points B,  
3-4 points C, 5 points D, and 6-7 points F

Sales Tax Simplification and Uniformity 
(total of 6 points)

The complexity of sales and use tax administra-
tion in the U.S.—with over 10,000 state and local 
taxing jurisdictions and expanding remote seller 
commerce—impedes efforts to make sales tax 
administration simpler and more uniform while 
preserving a state’s autonomy to tax (or not tax) 
certain defined products. This year, we expanded 
this category to address a state’s marketplace 
facilitator laws and nexus thresholds. The follow-
ing subcategories are used to evaluate a state’s 
laws in these three areas:

SSUTA State: (two points) A full member SSUTA 
state in compliance with the SSUTA is assessed 
no points. A SSUTA state not in full compliance 
or with substantial compliance issues (Georgia) is 
assessed one point. All other states are assessed 
two points. Note, a state in full compliance with 
the SSUTA also benefits in other areas of this 
Scorecard (e.g., exemption certificate adminis-
tration, current database, and aspects of central 
administration).

Marketplace Facilitator (MPF) Laws: (new - 
maximum of three points) A state’s MPF law 
should clearly exclude advertisers and payment 
processors, include a waiver provision for certain 
marketplace sellers to continue to collect the tax, 
impose the same rights and duties on an MPF 

that other sellers have, and shift liability from an 
MPF to the marketplace seller if the seller pro-
vides incorrect or insufficient information. Also, 
any collection of other taxes and/or fees should 
be clearly required by the state’s law and not 
done by administrative fiat. One point is assessed 
for a deviation from each of these best practices. 
However, a state is assessed a maximum of three 
points in this category.

Sales Tax Thresholds: (new - maximum of 
one point) Remote seller sales tax thresholds 
should be based on retail sales (excluding sales 
for resale) or taxable sales. States using “gross” 
sales are assessed one point as are states using 
a transactional threshold (e.g., 200 transactions). 
However, a state is assessed a maximum of one 
point in this category.

Category Grading: 0-1 points A, 2 points B,  
3 points C, 4 points D, and 5-6 points F

Centralized Sales Tax Administration  
(total of 5 points)

Over two-thirds of the states allow local jurisdic-
tions to impose a sales tax. If such local taxes are 
imposed, the number of jurisdictions (based on 
population) should be reasonable, and the taxes 
should be centrally administered.

Excessive Local Jurisdictions: (one point) A 
state with over 50 local tax jurisdictions that, 
based on the estimated 2021 U.S. Census figures, 
has an average population-to-jurisdiction ratio of 
less than 20,000 people is assessed one point.32

Central Administration: (three points) A state 
is assessed one point if some or all local juris-
dictions administer their sales tax. A state is also 
assessed one point if the local tax base differs 
from the state tax base. Lastly, a state is assessed 
one point if local jurisdictions can exercise other 

“The complexity of sales and use 

tax administration in the U.S.— 

with over 10,000 state and 

local taxing jurisdictions and 

expanding remote seller commerce—

impedes efforts to make sales tax 

administration simpler ...

“... any collection of other taxes and/

or fees should be clearly required 

by the state’s law and not done by 

administrative fiat.”
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autonomy in their administration of the tax (e.g., 
separate appeals).

Current & Historical Rate/Jurisdiction Database: 
(one point) A state with no local jurisdictions 
and no tax rate changes in the past five years is 
assessed no points. A state with tax rate changes 
in the past five years and/or local jurisdictions that 
lack a current and historical rate and jurisdictional 
database is assessed one point.

Category Grading: 0 points A, 1 points B,  
2 points C, 3 points D, and 4-5 points F

Fair Sales Tax Processes 
(total of 6 points)

Sellers should not have excessive burdens imposed 
on them when purchasers claim exemptions from 
the tax. Additionally, sellers are required by a 
state to act as agents in collecting the sales tax 
from purchasers and should be compensated. 
Finally, businesses that purchase products and do 
not know at the time of sale whether those prod-
ucts will be used in a taxable or exempt manner 
should be able to obtain direct pay permits from 
the state to self-accrue the tax. The following sub-
categories are used to evaluate the fairness of a 
state’s sales tax administration.

Exemption/Resale Certificate: (maximum of two 
points) A state that does not impose a good faith 
requirement upon a seller when accepting a cer-
tificate (absent fraud), allows at least 120 days on 
audit to perfect a certificate, allows for the full use 
of the MTC and/or the SSUTA certificate, and does 
not require sellers to capture/verify exemption 
account numbers is not assessed any points. Any 
state that fails one of the above criteria is assessed 
one point for each issue, with a maximum of 
two points.

Seller Compensation: (two points) A state with 
no seller compensation or de minimis compensa-
tion (e.g., less than $1,000 per month or $12,000 
per year) is assessed two points. A state with no 
local taxes that provides at least 0.5% seller com-
pensation or a state that has local tax jurisdic-
tions with at least 0.75% seller compensation is 
assessed no points. A state between those two 
thresholds is assessed one point.

Broad Direct Pay Permit: (one point) A state that 
does not have a broad direct pay permit issuance 
(e.g., not limited to specific industries) and/or has 
a high threshold (e.g., over $1 million per year) 
for use of such a permit is assessed one point.

Liability Relief: (one point) A state that does 
not provide broad liability relief for sellers and 
purchasers relying on written authoritative guid-
ance from the state’s revenue agency is assessed 
one point.

Category Grading: 0-1 points A, 2 points B,  
3-4 points C, 5 points D, and 6 points F

Reasonable Tax Payment/Credit Administration 
(total of 6 points)

A state should implement reasonable payment 
procedures and provide full credit for taxes first 
imposed and legally paid to another state, regard-
less of whether the state asserts it is imposing a 
sales or use tax on a transaction.

Advance Payments: (two points) A state that 
requires no advance payments before the sales 
tax return due date is assessed no points. A 
state that has only one advance payment before 
the sales tax return date is assessed one point, 
including states that only require the advance 
payment once a year. A state that requires more 
than one advance payment per month is assessed 
two points.

Credit for Sales Tax Paid to Other States: (two 
points) A state that limits its credit paid to another 
jurisdiction to tax imposed under its use tax (i.e., 
no credit if the state revenue agency asserts its 
sales tax is being imposed) is assessed one point. 
In addition, a state that limits how it applies the 
credit (e.g., credit for state tax only or credit lim-
ited to state-to-state and local-to-local taxes) is 
assessed one point.

Periodic Lease Treatment: (one point) A state 
that accelerates certain types of periodic lease 
payments (e.g., motor vehicles) and/or continues 
to tax certain types of periodic leases when the 
product purchased for the entire lease payment 
is not located in that state (e.g., continued use of 
origin-based sourcing) is assessed one point. A 
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state that does not give full credit to states using 
such a periodic lease payment structure is also 
assessed one point. However, a state is assessed a 
maximum of one point in this category.

Bad Debt Application to Private-Label Credit 
Cards: (one point) A state with a bad debt pro-
vision that does not also apply to private-label 
credit cards is assessed one point.

Category Grading: 0 points A, 1-2 points B,  
3 points C, 4 points D, and 5-6 points F

Fair Audit and Refund Procedures  
(total of 5 points)

A state should have a written policy that allows 
taxpayers to reasonably use sampling. A state 
should allow a purchaser to claim a refund with-
out having to go through a seller. Additionally, 
the state revenue agency, and not private and/
or contingent fee auditors/litigants, should audit 
taxpayers and make determinations on under or 
over collected tax. To avoid undermining revenue 
agencies, false claims acts and class action lawsuits 
should not apply to state and local sales taxes.

Sampling: (one point) A state that does not have a 
clear law, regulation, or written policy that allows 
sampling for taxpayers is assessed one point.

Written Process for Purchaser to Claim Refund 
Directly from State: (one point) A state that does 
not have a law or a written process allowing pur-
chasers to claim a refund directly from the state 
revenue agency is assessed one point.

No Private or Contingent Fee Auditing: (one 
point) A state that currently uses private and/or 
contingent fee auditors is assessed one point.

No False Claims Act: (one point) A state that 
allows false claims acts (e.g., qui tam actions) to 
apply to state and local sales taxes is assessed 
one point.

Class Action Suits: (one point) A state that allows 
class action suits to apply to state and local sales 
taxes is assessed one point.

Category Grading: 0 points A, 1 point B,  
2 points C, 3 points D, and 4-5 points F
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SCORECARD QUESTIONS AS 
INITIALLY PRESENTED TO 
TAXPAYERS, PRACTITIONERS 
& GOVERNMENT OFFICIALS33

The questions we initially provided to taxpayers, 
practitioners, and government officials to evalu-
ate each jurisdiction are provided below.34

Exemptions for Business Inputs

1.	 Does your State have a manufacturing 
equipment exemption?

2.	 Does the exemption cover the entire facility 
(integrated plant); or provide a more limited 
exemption (e.g., only equipment used directly 
in manufacturing)?

3.	 Does your State exempt manufacturing inputs 
(e.g., materials, energy and items incorpo-
rated, used, and/or consumed in the manufac-
turing process)?

4.	 With respect to the following three ser-
vice industries, Wired and Wireless 
Telecommunication Service Providers, Cable 
Service Providers, and Electric and Gas 
Products/Services, does your State:

a.	 tax the purchase of equipment by the ser-
vice provider; and

b.	 impose a sales tax or similar excise tax on 
the provider’s services?

5.	 Does your State exempt the following busi-
ness inputs purchased by and used at 
retail establishments:

a.	 point of sale terminals, retail store fur-
nishing and fixtures (e.g., shelving), 
and electricity?

Taxation of Software and  
Digital Products

1.	 Does your State tax purchases of prewritten 
software and custom software?

a.	 If yes, are business purchases exempt?

2.	 Does your State impose a tax on digital soft-
ware used as a service (e.g., SaaS)?

a.	 If yes, is there an exemption for these ser-
vices when purchased by a business?

b.	 If yes, is it based on the enactment of a 
specific law to tax such software (not an 
administrative position)?

3.	 Does your State impose a tax on data processing 
services, and/or digital informational services?

a.	 If yes, is there an exemption for these ser-
vices when purchased by a business?

4.	 Does your State impose a tax on digital prod-
ucts (i.e., digital audio, video, and books)?

a.	 If yes, is the tax on digital products based 
on the enactment of a specific law to 
tax such products (not an administrative 
position)?

5.	 Does your State have an apportionment pro-
cess for software used in multiple jurisdic-
tions (e.g., MPU)?

If yes, indicate the methodology used.

Sales Tax Simplification  
and Uniformity

1.	 Is the State a full member of the Streamlined 
Sales and Use Tax Agreement?

2.	 Does your State’s marketplace facilitator law 
have the following provisions (based primar-
ily on the NCSL model)?

a.	 Advertising platforms and persons whose 
principal activity is processing payments 
are excluded from the definition of a mar-
ketplace facilitator/provider;

b.	 A waiver/exception to collection is allowed 
(by approval or automatically) for the 
marketplace seller to continue to collect 
the tax under a mutual agreement with a 
marketplace facilitator/provider (with or 
without a threshold requirement);

c.	 A marketplace facilitator/provider has the 
same rights and duties as other sellers in 
your State; and

d.	 Liability shifts to a marketplace seller if 
it provides incorrect or insufficient infor-
mation to the marketplace facilitator/
provider.
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3.	 Does your State require marketplace provid-
ers to collect other taxes/fees imposed on the 
transaction at the time of sale; and, if so, are 
such taxes specifically identified in the State’s 
law (e.g., lodging taxes and/or 911 charges)?

4.	 What is your State’s remote dollar and 
transaction threshold?

a.	 Are the thresholds based on gross sales, 
retail sales (excludes sales for resale) or 
taxable sales?

Centralized Sales Tax 
Administration

1.	 Does your State have local sales tax jurisdic-
tions; and, if so, approximately how many 
local sales tax jurisdictions are there?

a.	 If yes, is the local sales and use tax 
centrally administered?

b.	 If yes, do all the local sales tax jurisdic-
tions have to use the same tax base as 
the state?

2.	 Does your State provide both a current and 
historical tax rate and boundary database on 
its website in a format that can be uploaded 
for use by sellers in their POS systems?

Fair Sales Tax Process

1.	 Does your State impose a “good faith” require-
ment on sellers accepting exemption certifi-
cates (e.g., the seller can be held responsible 
for determining whether a purchaser qualifies 
for an exemption even if the exemption certif-
icate is properly completed)?

2.	 Does your State allow a seller at least 120 days 
during an audit to obtain valid exemption cer-
tificates (please provide number of days)?

3.	 Can multistate exemption certificates (MTC 
and SSUTA) be used to claim an exemption?

4.	 Are sellers required to capture and verify 
exemption account numbers?

5.	 Does your State provide vendor compensa-
tion to some or all sellers?

6.	 Does your State have a broad-based direct pay 
provision (i.e., not limited to certain types of 
manufacturers)?

7.	 Does your State provide broad liability relief 
to sellers and purchasers when they rely on 
the tax agency’s guidance, including the rate 
and boundary database?

Reasonable Tax Payment/ 
Credit Administration

1.	 Does your State require sellers to make accel-
erated payments (e.g., payments of the tax 
prior to the due date of the return)?

a.	 If so, when are the payments required to 
be made?

2.	 Does your State provide credit for sales, use, 
and similar taxes (e.g., motor vehicle excise 
tax) imposed by another state?

3.	 Is the credit for another state’s tax allowed 
regardless of whether your state is imposing 
its sales tax or use tax?

4.	 Does your State allow a full credit for other 
states’ state, local and similar taxes (e.g., not 
limited to state-to-state or local-to-local taxes)?

5.	 Does the credit against sales tax paid include 
tax paid to another state on accelerated lease 
payments (e.g., sales tax must be paid upfront 
for all lease payments)?

6.	 Does your State have a bad debt provision?

a.	 If yes, is the provision based on IRC Sec. 
166?

b.	 Does the bad debt provision apply to pri-
vate-label credit cards?

Fair Audit and Refund Procedures

1.	 Does your State have a written policy that 
clearly allows taxpayers to use sampling to 
the same extent the tax agency can use it?

2.	 Does your State prohibit the use of both 
private- contract auditing and contingent 
fee auditing?
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3.	 Does your State have a written process that 
allows purchasers to obtain refunds from the 
State without going through the seller?

4.	 Does your State preclude or have a pro-
cess that curtails the application of a false 
claims act?

5.	 Does your State preclude or have a process 
that curtails the application of class action 
lawsuits to sales and use taxes?

Other Issues

1.	 Are officers’ SSNs and/or home addresses 
required on registration forms or returns? If 
so, is there an exception to that requirement 
(e.g., for publicly traded companies)?

2.	 Other issues impacting fair sales tax 
administration.
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streamlinedsalestax.org/. 
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18	 See http://www.mtc.gov/Resources/Uniform-Sales-Use-Tax-
Exemption-Certificate.

19	 See http://www.streamlinedsalestax.org/uploads/downloads/
Forms/F0003%20Fill%20in%20 
Exemption%20Certificate%20Form_9_18_09.pdf.

20	 See former Section 608 of the Streamlined Sales and Use Tax 
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21	 The PwC 2006 “Retail Sales Tax Compliance Costs” study is 
available at: http://www.streamlinedsalestax.org/uploads/
downloads/JCCS_Part_I__Final_Report_Vol_I_20060407.pdf.

22	 Even more troubling is recent lobbying for states to go to “real-
time remittance” by requiring credit card processors to remit 
the tax on credit/debit transactions. The myriad of problems 
with that approach is addressed in COST’s Policy Statement 
“Daily Sales Tax Remittance” available at: https://www.cost.
org/globalassets/cost/state-tax-resources-pdf-pages/cost-policy-
positions/daily-sales-tax-remittance-policy-statement---final.pdf. 
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25	 This Scorecard does not address issues arising when states 
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for more detail. Available at: http://cost.org/globalassets/cost/
state-tax-resources-pdf-pages/cost-studies-articles-reports/sales-
tax-policy-considerations-for-private-label-credit-card-defaults.pdf.



36

27	 See Taxpayers’ of Federation of Illinois, Tax Facts, December, 
2018, available at: https://www.illinoistax.org/wp-content/
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gov/The-Commission/Policy-Statements-Resolutions. The 2015 
resolution was set to expire at the MTC’s 2020 Annual Business 
Meeting. In 2020, the MTC updated the resolution to extend it 
for five years. See Multistate Tax Commission, Resolution No. 
2020-1: Resolution Recommending All Tax Issues Be Specifically 
Carved Out of State False Claims Acts ( July 2020) available 
at: https://www.mtc.gov/The-Commission/Policy-Statements-
Resolutions. 

31	 Percentages are based on the 2019 EY/STRI/COST Study on 
the taxation of business inputs, “The impact of imposing sales 
taxes on business inputs” available at: https://www.cost.org/
globalassets/cost/state-tax-resources-pdf-pages/cost-studies-
articles-reports/1903-3073001_cost-ey-sales-tax-on-business-
inputs-study_final-5-16.pdf.

32	 The number of local jurisdiction data was obtained from Avalara. 
The population data was obtained from 2021 U.S. Census 
Bureau data. 

33	 This Scorecard could not have been completed without the 
assistance of the state tax administrators and practitioners that 
responded to our questionnaires. The uncompensated time they 
put into reviewing our analysis of each state’s sales tax law and 
providing us with feedback is deeply appreciated. Additionally, 
COST members provided comments to finalize this Scorecard. 

34	 Note, not all the questions were used in the final version of this 
Scorecard.
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