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Overview

The past two decades have witnessed rapidly growing dissatisfaction, on the part of the American taxpayer and on the part of economists and tax policy experts as well, with the complexity and inefficiency of our present tax system.  Americans, supported by influential members of Congress, have been engaged in an intense public debate about the need for structural tax reform that might go so far as to scrap the current tax system.  During the past few years, a number of legislative proposals for reforming or overhauling the federal income tax system have been introduced in Congress.  These proposals come in many shapes and sizes, with the idea of a consumption-based tax being the main feature.

The impact of tax restructuring on certain tax-exempt organizations, namely charitable organizations, has already been a topic of considerable discussion. Much of that discussion has focused on the elimination, or at least curtailing, of the deduction for charitable contributions contained in several of the proposals.  For instance, one Flat Tax proposal discussed later in this paper would eliminate the deduction for charitable giving.  The same proposal could also cause a 17% rise in the cost of providing employee benefits, other than retirement.  The USA Tax, also discussed later, would actually increase the incentive for charitable giving by extending the deduction to nonitemizers.  The USA Tax would remove the exempt status of certain categories of 501(c)(3)s, notably those that primarily conduct seminars, produce books and pamphlets, or conduct research on public policy issues.  The National Retail Sales Tax would require charitable organizations to pay a tax on most items they purchase for their own use.  It is also likely that the states that currently exempt 501(c)(3) organizations from paying sales tax would be forced to remove that exemption in order to conform to the national sales tax rules.  Since it would also remove all taxes on investment income, the advantage of tax-exempt savings and investment that charities enjoy, in preference to for-profits, would be removed.

Much of this short review of the impact on charitable organizations does not apply at all, or applies in differing ways, to associations, which are the focus of this paper.  Associations, however, represent a special category of tax-exempt organizations offering a unique array of products and services to their members, as well as to the public.  Although some of the proposals sustain the tax exemption for associations, others leave associations open to taxation like any other business entity.  In many respects, associations may have a bigger stake in tax restructuring than charitable organizations. This report is intended to review the major provisions of the various legislative proposals, as they would affect associations, a unique category of tax-exempt organization.

Consumption Taxes

The thrust of almost all recent tax overhaul proposals is to convert the U.S. from an income-based to a consumption-based tax system.  The central argument is that our current system penalizes saving and investing, which has resulted in the U.S.’s current standing near the bottom of the list of industrialized nations in its rate of saving.  Thus, the argument goes, the economic activity of producing and consuming goods and services should be taxed, but not the economic activity of saving and investing.  Hence the term “consumption tax.”

There are many types of consumption taxes, but three in particular have been backed by recently proposed legislation:

1. Flat Tax

· Tax Simplification Act of 2003: Proposed by Sen. Richard Shelby (R-AL) in the 108th Congress (S. 1040). Companion bill (H.R. 3060) introduced by Rep. Nick Smith (R-MI).

· Flat Tax Act of 2003: Proposed by Sen. Arlen Specter (R-PA) in the 108th Congress (S. 907).

2. National Retail Sales Tax

· Individual Tax Freedom Act of 2004: Proposed by Rep. W.J. (Billy) Tauzin (R-LA) in the 108th Congress (H.R. 4168).

· Fair Tax Act of 2003: Proposed by Rep. John Linder (R-GA) in the 108th Congress (H.R. 25). Companion bill (S. 1493) introduced by Sen. Saxby Chambliss (R-GA).

3. Value-Added Tax (VAT)

· Simplified Unlimited Savings Allowance (USA) Tax Act of 2003: Proposed by Rep. Phil English (R-PA) in the 108th Congress (H.R. 269).

The discussion of consumption taxes usually includes the reference to a Value-Added Tax or “VAT” that is levied by almost every major industrialized country, except the United States.  There are two basic methods of imposing VAT – the credit invoice method and the subtraction method.  The credit invoice method requires the collection and forwarding of a great deal of documentary support for VAT already paid at earlier stages in the production or distribution of the goods being taxed.  There has been little consideration of the credit invoice method on Capitol Hill.  The subtraction method simply involves computing the full VAT on all goods or services processed by the business taxpayer, and subtracting all VAT paid to others during the same time period.  Both the Simplified USA Business Tax and the Flat Business Tax are based on the subtraction method VAT.  However, the Flat Business Tax works as a modified VAT, allowing for additional deductions for wages, salaries, and pensions.  Thus, the remainder of this report will deal with VAT in the context of the Simplified USA and Flat Tax Proposals, rather than VAT as a separate category of consumption tax.

Associations and the Flat Tax

Several proposals introduced in the most recent session of Congress are based on the concept of a “Flat Tax.”  The Flat Tax in reality is simply one variation of a consumption tax, because it proposes to tax (at a much lower rate, and with far fewer offsetting deductions) the income earned from producing and consuming goods and services as opposed to income from investment.

The Shelby Flat Tax proposal would impose a 17 percent tax on individuals and businesses.
  For businesses, the tax would be applied to the entity’s “business taxable income.”  The Shelby proposal defines “business taxable income” to include sales in connection with a business activity.  As a result, interest, dividends, and capital gains are exempt from taxation.

The Specter Flat Tax proposal would impose a slightly higher tax of 20 percent on individuals and businesses.  As in the Shelby proposal, the tax would be applied to an entity’s “business taxable income.”  The Specter proposal’s definition of “business taxable income” specifically excludes investment income.  As a result, interest dividends, and capital gains are exempt from taxation.

Tax Exemption and Unrelated Business Income

The Shelby proposal specifically provides that “business taxable income” excludes any activity of an organization that is currently exempt from tax under the Internal Revenue Code.  However, the proposal amends only specific sections of Subchapter A and does not affect the unrelated business income tax provisions of Subchapter F.  Therefore, it appears that, under the Shelby proposal, a tax-exempt organization would continue to receive exempt status for activities related to its exempt purpose, while its unrelated business income would be subject to the Flat Tax under Subchapter F.

In contrast to the Shelby proposal, the Specter proposal levies tax on “every person engaged in a business activity,” but does not mention an exemption for tax-exempt organizations.  While it would seem logical that a not-for-profit's exempt function income would be excluded from the tax, the specifics of the Specter Flat Tax are not clear from the few short pages of the bill.
  If the intent were to retain the current rules for taxation of unrelated business income, the Specter proposal would compute the tax on such income under the flat tax provisions.

Deductibility of Member Dues

Deductions from gross income generally include cash wages and retirement contributions currently allowed as a deduction, and the cost of business inputs.
  The cost of business inputs generally means property and services sold or used in a trade or business.  It appears that dues paid by an association’s business members would continue to be deductible as services paid in connection with their own business activity.

Deductibility of Lobbying Expenditures

As under current law, the Specter proposal would clearly disallow the deduction for most lobbying and political expenditures.
  Although the Shelby proposal contains no specific language, it appears as though the current limitations on lobbying and political activities by exempt organizations would be sustained.

Noncash Compensation

A rather significant provision under the Shelby proposal would impose a special 17 percent tax on associations and other tax-exempt entities that provide noncash compensation to employees.
  Noncash compensation generally means any remuneration other than wages and retirement plan contributions.
  Examples of noncash compensation include employer provided health insurance, commuting and parking allowance, entertainment facilities, spouse travel allowances, and salary reductions under flexible benefit plans.  The Specter proposal contains no such language.

Association Executives and Qualified Retirement Plans

An interesting provision of the Shelby proposal would make association executives and other highly compensated individuals eligible for higher contributions to qualified plans because of the repeal of certain contribution limits and nondiscrimination rules.
  The Specter proposal contains no such language.

Summary

One reason for the interest in the Flat Tax is its simplicity relative to current law and, in most respects, the other proposed alternatives.
  Of all the proposed tax systems, the Flat Tax seems to have the least impact on associations.  However, because the Shelby proposal eliminates the charitable contribution deduction, this proposal may have a major impact on philanthropic organizations, related foundations, and 501(c)(3) membership organizations.
  Other than the 17 percent tax on noncash compensation under the Shelby proposal, the direct tax impact of the Shelby and Specter Flat Tax proposals on 501(c)(4) and 501(c)(6) associations should be minimal.  The impact on associations’ external environment would be quite another matter, beyond the scope of this report.

Associations and the Simplified USA Tax
The Simplified Unlimited Savings Allowance (USA) Tax would impose an 8 percent tax on the first $150,000 of “gross profits” and 12 percent on “gross profits” over $150,000.
  In general, gross profits are computed by subtracting the cost of business purchases from taxable receipts.  Business purchases exclude a number of items, the most important of which are employee compensation and benefits.
  The simplified USA tax bite is softened by a payroll tax credit equal to the employer’s share of FICA tax.

Tax Exemption

The Simplified USA Tax would maintain the treatment of associations currently exempt from tax under Sections 501(c)(6) and 501(c)(4).
  The treatment of membership associations exempt under Section 501(c)(3) is not nearly so clear-cut.  Exemption would be denied to a Section 501(c)(3) organization that devotes a substantial amount of funds to the following activities:

1. Conducting seminars and other similar programs, 

2. conducting research to educate Congress or the general public about policy issues,

3. producing books and pamphlets, or

4. a combination of the foregoing.

Since these activities generally represent the major program expenditures for most Section 501(c)(3) membership associations, their exemption from the Simplified USA Tax is highly doubtful.  However, there is no indication that such associations would be barred from receiving exemption under the rules applicable to 501(c)(6) organizations.

Taxable Receipts

As discussed above, many Section 501(c)(3) organizations, absent qualification for exemption as a (c)(6) association, could face taxation in the same manner as any other business.  Such an organization would be taxed on all receipts from the sale of property, use of property, and performance of services in the United States.
  This category of receipts would include what is presently exempt function program service revenue.  One can only assume that the definition of taxable receipts would also include dues received in exchange for other member services that are not priced separately.

Business Purchases

Examples of typical business purchases that associations could subtract from taxable receipts in computing their gross profits would include:

1. The purchase or rental of real property or capital equipment,

2. the purchase of supplies and inventory and,

3. the purchase of services from independent contractors.

Payroll Tax Credit

The payroll tax credit for a business entity is the employer’s share of the FICA tax, equal to 7.65 percent of the first $87,900 of wages plus 1.45 percent of the wages over the $87,900 base for 2004.  The payroll tax credit may not exceed the current year’s tax but may be carried over to future years up to a maximum of 15 years.

Illustration – Association Formerly Exempt Under Section 501(c)(3)
Facts: An association has a $5,000,000 annual operating budget.  The association conducts five major programs – publications, government affairs, a trade show, educational conferences, and industry promotion. Other sources of revenue include advertising, sponsorship, and an administrative fee charged to the association’s related foundation.  The publication and government affairs programs are provided to the members in exchange for dues.  The association charges separate fees for the trade show and tuition for the educational conferences.  All employee salaries fall below the Social Security wage base (currently $87,900).  The impact of the Simplified USA Tax on the association’s operations would be as follows:

	
	Annual Operations
	Gross

Profit
	Nontaxable/

Nondeductible

	Revenue
	
	
	

	Dues
	2,000,000
	2,000,000
	 

	Trade show
	1,000,000
	1,000,000
	

	Educational conferences
	900,000
	900,000
	 

	Advertising
	600,000
	600,000
	

	Sponsorship
	300,000
	300,000
	

	Administrative fee
	200,000
	200,000
	 

	Total revenue
	5,000,000
	5,000,000
	 

	Expense
	
	
	

	Salaries (all below the FICA limit)
	2,000,000
	
	2,000,000

	Travel, lodging, meals
	800,000
	800,000
	

	Consultants
	700,000
	700,000
	

	Occupancy
	600,000
	600,000
	

	Employee benefits
	500,000
	
	500,000

	Printing
	   400,000
	   400,000
	

	Total expenses
	5,000,000
	2,500,000
	2,500,000

	Taxable (creditable) amount
	
	2,500,000
	(2,000,000)

	Taxes at 8% and 12%
	
	$294,000
	

	Payroll tax credit at 7.65%
	
	(153,000)
	

	Net Tax
	
	$141,000
	


Analysis of Taxable Receipts: Taxable receipts would include all receipts from the sale of property, use of property, and performance of services in the United States.  This category of receipts covers most program service and dues revenue. Whether or not sponsorship receipts would be considered taxable is unclear since the proposal eliminates tax exemption for certain associations altogether.

Analysis of Business Purchases: Deductible business purchases would generally include the acquisition of property and, the use of property or services.  However, personnel and most employee benefit costs would be excluded from the definition of business purchases.

Summary

The Simplified USA Tax would maintain many aspects of the current tax treatment of associations.  However, the potential exists for membership associations seeking exemption under (c)(3) to be treated like any other business.  With no tax-exempt status to protect, a (c)(3) membership association would be free to conduct any unrelated business activity it chooses without IRS intercession, at a manageable tax cost.  The chief drawback of the Simplified USA Tax proposal is that it lacks the simplicity of the Flat Tax proposal and might in the final analysis be as complex as our present income tax system.

Associations and the National Retail Sales Tax

Of the various types of consumption tax proposals, the National Retail Sales Tax (NRST) should be the easiest to understand, since it adopts standard rules already in existence for state sales taxes.  Retail sales taxes are levied by 45 states and by numerous local jurisdictions on purchases of certain goods or services by associations.
  The proposed NRST would be administered primarily by the states in return for a reasonable administration fee.
  Both the Tauzin proposal and the Linder proposal virtually eliminate the income tax system, as we know it today.

As introduced, the Tauzin NRST would impose a 15% tax on gross payments for the use, consumption, or enjoyment in the United States of any taxable property or service, whether produced or rendered within or without the United States.
  The Linder proposal would levy a NRST on gross payments for the use or consumption in the United States of any property, excluding intangible and used property, or service.
  The Linder proposal would impose tax at a rate of 23% for 2005 and a combination of the general revenue rate (14.91%), the old-age, survivors, and disability insurance rate (Social Security rate), and the hospital insurance rate (Medicare rate) for years after 2005.

Tax Exemption

The Tauzin and Linder proposals both exempt dues, contributions, and payments to qualified not-for-profit organizations.
  Thus, an association would not be required to collect tax on revenue that is substantially related to its tax-exempt purpose.  However, associations would be required to collect and remit the tax on revenue from unrelated business activities.

The most prominent issue for associations however is the liability for the payment of tax on property and services that are purchased.  One noteworthy provision of the NRST is that if an association provides taxable property or services in connection with contributions or dues received, then it must pay the tax on the fair market value of such taxable property or services.
  Some associations could therefore be liable for the payment of tax on nonexempt purchases and, as discussed above, have the responsibility for collection and remittance of taxes as a provider of taxable property or services.  Thus, associations must be aware of both the expenditure and collection features of the NRST.

Taxable Purchases

All purchases other than exempt purchases described above would be taxable purchases subject to the payment of tax by the association.  Exempt purchases include those that are used to produce or sell taxable property or services.  A central question for associations therefore is the extent to which association purchases will be considered exempt purchases.  If a purchase is not used in the production or sale of taxable property or services (i.e. a taxable sale), then the purchase is nonexempt and the association must pay the tax.

Exempt Purchases

If the association uses the purchased property or services in the production or sale of other taxable property or services in the ordinary course of an active trade or business, the expenditure is exempt.
  Although the proposed legislation does not define an active trade or business, it appears that, under the Tauzin NRST, associations would be deemed to be so engaged, if the property or service provided is not substantially related to the association’s exempt purpose or is commercially available.
  Because the Linder proposal does not offer comparable language, the same determination cannot be made under this NRST.

Association Dues

The payment of dues or contributions to an association will generally not result in a transaction subject to tax.  However, as discussed above, associations that provide property or personal services in exchange for dues or contributions will be deemed to have provided a taxable purchase at the fair market value of the property or services purchased.
  This would include, for example, an association’s payments for a government affairs or industry promotion program that is provided to members in exchange for dues.  In these situations, the association would be required to pay the tax.

Education and Research Activities

The Tauzin and Linder NRST proposals provide an exemption for education, training, research, experimentation, testing, and development.
  Associations will not be deemed to have made a taxable purchase in connection with such activities, and would not be required to pay sales tax.

Purchases For Resale

A property or service is purchased for resale if it is purchased for the purposes of reselling the taxable property or service in the ordinary course of an active trade or business.
  Sales generated in an unrelated business activity would likely be considered an active trade or business and the association would not be liable for tax on related purchases.
Exports From the United States

Property or services exported from the United States for use, consumption, or enjoyment outside of the United States is also exempt from tax.
  Thus, it appears that associations would not be required to pay tax on purchases for conferences, trade shows, etc. held outside of the United States.  The term ‘United States’ means the 50 States, the District of Columbia, and any commonwealth, territory or possession of the United States.

Other Aspects of the NRST

Hobby Activities: Associations would not be required to collect and remit the tax on otherwise taxable sales if the trade or business activity is not engaged in for profit.  An activity is considered to be engaged in for profit only if the gross payments received exceed the sum of taxable property and services purchased, wages paid, and taxes paid.
  If the activity were not deemed to be engaged in for profit, then the association would be required to pay the tax on the purchases used in the hobby activity.

Taxable Services: Taxable services include wages paid by an employer (including government employers) not engaged in an active trade or business unless paid by a qualified not-for-profit organization.

Affiliated Firms: Purchases and sales between organizations that are 50 percent or more owned are generally exempt.
  Presumably then, an association-related foundation or for-profit subsidiary would not be required to pay tax on property or services purchased from the related association, or vice versa.

State Taxes: The proposed legislation provides for a conforming state sales tax on essentially the same basis as the NRST.

Illustration

Facts: An association has a $5,000,000 annual operating budget.  The association conducts five major programs – publications, government affairs, a trade show, educational conferences, and industry promotion. Other sources of revenue include advertising, sponsorship, and an administrative fee charged to the association’s related foundation.  The publication and government affairs programs are provided to the members in exchange for dues.  The association charges separate fees for the trade show and tuition for the educational conferences. Expenses are allocated by function to major programs and supporting services.  Wages totaling $2,000,000 are assumed to be allocated ratably to each of the association’s programs and supporting services such that each functional expense category includes a 40 percent salary allocation.  The impact of the Tauzin NRST on the association’s operations would be as follows:

	
	Annual Operations
	Taxable

Purchases
	Taxable

Sales
	Exempt

Sales

	Revenue
	
	
	
	

	Dues
	2,000,000
	
	
	2,000,000

	Trade show
	1,000,000
	
	
	1,000,000

	Educational conferences
	900,000
	
	
	900,000

	Advertising
	600,000
	
	600,000
	

	Sponsorship
	300,000
	
	
	300,000

	Administrative fee
	200,000
	
	
	200,000

	Total revenue
	5,000,000
	
	600,000
	4,400,000

	Functional expenditures

	
	
	
	

	Publications
	900,000
	540,000
	
	

	Government affairs
	800,000
	480,000
	
	

	Trade show
	700,000
	420,000
	
	

	Education
	600,000
	
	
	

	Industry promotion
	500,000
	300,000
	
	

	Total programs
	3,500,000
	1,740,000
	
	

	Management & general
	900,000
	540,000
	
	

	Membership development
	500,000
	300,000
	
	

	Fund raising
	100,000
	60,000
	
	

	Total supporting services
	1,500,000
	900,000
	
	

	Total expenditures
	5,000,000
	2,640,000
	
	

	Taxes at 15%:
	
	
	
	

	NRST paid
	
	$396,,000
	
	

	NRST collected &remitted
	
	
	$90,000
	


Analysis of Taxable Sales: Taxable sales include those products and services that are unrelated to the association’s tax-exempt purpose; therefore, the association must collect a sales tax on the gross advertising revenue.

Analysis of Exempt Sales: Except for the advertising revenue, all other revenue is related to the association’s tax-exempt purpose and would therefore be exempt from the imposition of tax.
Analysis of Taxable Purchases: Taxable purchases include the costs of providing member services other than wages (assumed to be 40% of purchases) in connection with dues or other payments received and which are related to the association’s tax-exempt purpose.  Since the education related expense is specifically exempted from tax, the association does not have to pay sales tax on such purchases.  Similarly, the costs of supporting services required to operate the association, but which are not directly related to the production or sale of taxable property or services would likely be considered taxable purchases.
 

Summary

The recent NRST proposals would likely require associations to collect and remit sales tax on the sale of taxable property and services.  However, the majority of association revenue would be not be considered taxable sales.  The greatest cost under the proposed NRST is the taxation of association programs.  The economic effect of passing the tax along to members and nonmembers means that the associations programs may be less affordable.  Although proponents of the NRST may argue that the consumers of association products will be more willing to pay a higher price for goods and services because of reduced tax burden for their business.
  As the discussion continues, associations must answer these and other questions that will affect their operations.

Conclusion

All three of these most prominent tax restructuring proposals would affect associations in ways quite different from charitable organizations, and quite different from the impact on their business and professional members.  The Flat Tax proposal would involve the least change for associations, whereas the Simplified USA Tax and National Retail Sales Tax would mean drastic overhaul of associations’ tax picture.

The following table presents a comparison of the proposed changes, as they would affect associations’ most significant tax considerations.

Table Summary of Impact of Tax restructuring Proposals on Associations
	Issue
	Current Law
	Flat Tax
	Simplified USA Tax
	Retail Sales

Tax

	Associations Exempt From Income Tax
	Educational  501(c)(3) 

Social Welfare 501(c)(4)

Trade 501(c)(6)
	Educational  501(c)(3)

Social Welfare 501(c)(4)

Trade 501(c)(6)
	Exempt:Educational  501(c)(3)

Social Welfare 501(c)(4)

Trade 501(c)(6)

Taxable: Certain 501(c)(3)s
	Taxable

	Rate of Tax
	Up to 35% if UBIT
	17% or 20%
	8%/12% with an offsetting payroll credit of 7.65%
	15% or 23%

	Taxability of Investment Income
	Generally Exempt
	Exempt
	Exempt
	Exempt

	Taxability of Related Program Service Revenue
	Exempt
	Exempt
	Exempt for certain 501(c)(3) Taxable for all others
	Exempt

	Taxability of Dues
	Exempt
	Exempt
	Taxable for certain 501(c)(3)s Exempt for all others
	Exempt

	Deductibility of Members Dues
	Generally deductible subject to IRC 162
	Probably deductible for businesses but not for individuals
	Probably deductible for businesses but not for individuals
	Should not be a taxable to the member if related to business purpose

	Treatment of Program Service Expenditures
	Nondeductible
	Nondeductible
	Deductible
	Taxable if used to provide taxable products or services

	Deductibility of Charitable Contributions
	Deductible if contributed to a 501(c)(3)
	Nondeductible
	Deductible for Individuals but not for businesses
	No applicable deduction


� While most associations are exempt under Section 501(c)(6) of the Internal Revenue Code, many others are exempt under 501(c)(3) and 501(c)(4). This report focuses on the business tax features of the proposals that will likely have a major impact on associations.  Although the individual tax features of the proposals will have considerable impact on the demand for associations’ products and services, this report will concentrate on the changes in tax rules affecting associations internally, rather than attempting an economic analysis of the impact of external changes.


� The rate would have been 19 percent through 2004.


� Like the Shelby proposal, the Specter Flat Tax Proposal amends only certain sections of Subtitle A of the Internal Revenue Code dealing with income taxes.  It contains no specific references to amending Subchapter F. Exempt Organizations.  As a result, it would appear that the practice of taxing only unrelated business income under Subchapter F would continue to apply.


� S. 1040, Section 102(a), and S. 907, Section 2(a), proposing new Code 11(d)(1).


� S. 907, Section 2(a), proposing new Code 11(d)(2)(C).


� S. 1040 only amends certain sections of Subtitle A of the Internal Revenue Code.  As a result, Subchapter F, and the lobbying limitations contained therein, would remain in tact.


� S. 1040, Section 102(b), amending Code Section 4977.


� Retirement plan contributions include contributions “to or under any plan or arrangement which makes retirement distributions. ”  S. 1040, Section 102(b), amending Code Section 4977(c)(3).  This would appear to include contributions to both eligible and ineligible plans under Section 457.


� S. 1040, Section 103(a).


� This assumes that the Specter Proposal is intended to exempt the same types of organizations exempt from tax under the current provisions.


� The Shelby proposal repeals the Internal Revenue Code, including the current provisions relating to the charitable contribution deduction.


� H.R. 269, Title III, proposing new Code Section 201(b).


� H.R. 269, Title III, proposing new Code Section 205(a)(3) and (4).


� H.R. 269, Title III, proposing new Code Sections 253(a), (b) and (c).


� H.R. 269, Title III, proposing new Code Section 253(i).


� The restrictions imposed by H.R. 269, Title III, proposing new Code Section 253(i) are limited to educational organizations seeking exemption under new Section 253(c)(3) and does not mention organizations seeking exemption under any other subsection.


� H.R. 269, Title III, proposing new Code Section 203(a).


� H.R. 269, Title III, proposing new Code Section 205(a)(2).


� H.R. 269, Title III, proposing new Code Sections 282(a), and 283(a).


� Some associations exempt under section 501(c)(3) have received sales tax exemptions in certain jurisdictions.  However, the majority of membership associations remain subject to the sales tax provisions in most states. 


� H.R. 4168, Section 4, proposing new Code Section 31 and H.R. 25, Section 201, proposing new Code Section 401.


� H.R. 4168, Section 4, proposing new Code Section 1(a).


� H.R. 25, Section 201, proposing new Code Section 101(a) and (b) and Section 2(a)(14).


� H.R. 25, Section 201, proposing new Code Section 101(b).


� H.R. 4168, Section 4, proposing new Code Section 3(a)(2) and H.R. 25, Section 201, proposing new Code Section 706(a) and (d).  H.R. 4168, Section 4, proposing new Code Section 3(a)(2)(C)(v) and H.R. 25, Section 201, proposing new Code Section 706(b)(5) include associations in the definition of qualified not-for-profit organizations.


� H.R. 4168, Section 4, proposing new Code Section 1(c) and H.R. 25, Section 201, proposing new Code Section 103(a).


� H.R. 4168, Section 4, proposing new Code Section 3(a)(2)(E) and H.R. 25, Section 201, proposing new Code Section 706(d).


� H.R. 4168, Section 4, proposing new Code Section 21(e)(1) and H.R. 25, Section 201, proposing new Code Section 2(a)(8)(A) provide that a property or service is purchased to produce a taxable property or service if such property or service is purchased by a person in an active trade or business for the purpose of employing or using such property or services in the ordinary course of that active trade or business.


� H.R. 4168, Section 4, proposing new Code Section 3(a)(2)(B).


� H.R. 4168, Section 4, proposing new Code Section 3(a)(2)(E) and H.R. 25, Section 201, proposing new Code Section 706(d).  In other words, the member would be deemed to have made a taxable purchase upon which the association would be responsible for the collection and remittance of the tax.


� H.R. 4168, Section 4, proposing new Code Section 21(e)(4) and H.R. 25, Section 201, proposing new Code Section 2(a)(8)(B) and (D).


� The association would pay the tax on its tuition-related expenditures (purchases) because such expenditures would not have been used in the production or sale of a taxable service. Accordingly, the consumer of the educational service would not be required to pay a tax on the tuition, and the association would have no responsibility to collect and remit the tax.


� H.R. 4168, Section 4, proposing new Code Section 2(a) and (b)(1) and H.R. 25, Section 201, proposing new Code Section 102(a)(1)(A) and (b)(1).


� H.R. 4168, Section 4, proposing new Code Section 2(a)(2) and H.R. 25, Section 201, proposing new Code Section 102(a)(1)(B).


� H.R. 4168, Section 4, proposing new Code Section 21(o) and H.R. 25, Section 201, proposing new Code Section 2(a)(15).


� H.R. 4168, Section 4, proposing new Code Section 57(b) and H.R. 25, Section 201, proposing new Code Section 701(b).


� H.R. 4168, Section 4, proposing new Code Section 21(n)(2) and H.R. 25, Section 201, proposing new Code Section 2(a)(12) and (14)(B).


� H.R. 4168, Section 4, proposing new Code Section 2(e).  H.R. 25, Section 201, proposing new Code Section 103(g) provides exemption from the collection and remittance requirements for purchases from an affiliated firm (greater than 50% ownership) if such purchases are exempt under new Code Section 102 (business purpose, export, etc.).


� H.R. 4168, Section 4, proposing new Code Section 31(c) and H.R. 25, Section 201, proposing new Code Section 401(b)(1).


� The type of expenses (by object) comprising the functional expenditures are:


Salaries (40% of total)�
$2,000,000�
�
Travel, lodging, meals�
800,000�
�
Consultants�
700,000�
�
Occupancy�
600,000�
�
Employee benefits�
500,000�
�
Printing�
   400,000�
�
   Total expenses�
$5,000,000�
�



� The proposed legislation does not make clear to what extent overhead costs would be allocated between exempt and nonexempt purchases.


� The NRST rates under the Tauzin and Lindler proposals are much lower than the maximum current income tax rates of 35%.  However, it is extremely difficult to compare the after-tax income under the proposed NRST with the current income tax system.
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