March 24, 2008
Dear Senator/Representative:

The issue of sales tax reform and modernization is currently being discussed in legislative circles nationwide.  In Illinois, its latest embodiment is Senate Bill 1429 (Senator Cullerton).  We want you to understand the position of the Village of _________ on this important issue.

In principal, we support the concept of sales tax reform that:

1) Recognizes the crucial reliance that local governments have on a stable and dependable sales tax revenue source.

2) Protects the sales tax base from erosion.

3) Insures fairness to traditional “brick and mortar” retailers by applying the sales tax across all transactions fairly.

4) Simplifies the collection process for businesses collecting the tax.

5) Protects the bond issues that have been issued that are backed by sales tax revenues.

The most significant challenge that Illinois and its municipalities face in adopting the national Streamlined Sales and Use Tax Agreement reform is its requirement that Illinois switch from its current “point of sale” sourcing system to a system of “destination” sourcing.  At its December meeting, the Streamlined Sales Tax Project (SSTP) Board approved an amendment to the sourcing rule that would allow states to retain their current “point of sale” sourcing rule for in-state sales and use the “destination” sourcing rule for out-of-state sales.  Although this is good news for Illinois, there are still a couple of potential problems.  First, in making this change to allow “point of sale” sourcing, the SSTP changed the definition of where an order is received.  With the change in this definition, it is uncertain at this point what the impact on the allocation of sales tax would be to municipalities.  Next, it is uncertain whether having one sourcing rule (point of sale) for in-state sales and a different sourcing rule (destination) for out-of-state sales would pass a constitutionality challenge.

So, while the Village of _________  is supportive in principle of the sales tax reform efforts, we would urge you to require the following before any legislative action is taken:

1. Have a legal review performed to determine the constitutionality of the dual sourcing system. 

2. Perform a comprehensive study on the effect on municipalities that a change in the definition of where a sale is received versus where it is processed could have.

3. Any revenue changes for municipalities that result from the change in definition of where a sale is received versus where it is processed should be mitigated by a “hold harmless” trust fund.  The mitigation plan and the requirement of a trust fund should be included in the enabling legislation.

4. The mitigation fund should be funded by new revenues to the State and treated like Income Tax receipts, not subject to appropriation.

5. If it is determined that the dual sourcing system is unconstitutional, the State would automatically withdraw its membership from the SSTP.
I expect you to keep me apprised/informed of your position prior to a vote being taken on this issue.
Sincerely,

Mayor

