
Articles 

Sales and Use Taxes: Investigating the Administrative and 
Compliance Costs for U.S. Small Businesses 
Amy Cardillo 1 , Andrew Holt 1 , Scott Schlaufman 1 

1 Department of Accounting, Metropolitan State University of Denver 

Keywords: sales tax, Colorado, accounting, micro business, regulatory burden, compliance, costs, tax, small business 

https://doi.org/10.53703/001c.28148 

Small Business Institute Journal 
Vol. 17, Issue 1, 2021 

Since the 2018 ruling from the Supreme Court on South Dakota v. Wayfair, the issue of 
sales tax collection and its impact on small and micro-sized businesses has become 
increasingly debated. Investigating how small business owners currently deal with their 
sales and use tax collection burden is beneficial for aspiring entrepreneurs wishing to 
learn best practices and state regulators desiring to help ease the compliance burden. This 
study explores the accounting and administrative burdens that the collection of Colorado 
sales and use taxes place on small and micro-sized entities, how small business owners 
attempt to efficiently and inexpensively navigate the requirements, and the role 
regulatory agencies play in helping navigate this regulatory burden. The project utilizes 
an interpretivist perspective using data obtained from 50 semi-structured interviews with 
small and micro-sized business owners and managers in Colorado. In addition, 6 
interviews were conducted with representatives from various Colorado tax-regulatory 
agencies to investigate the levels of sales tax support and guidance currently being 
provided, and 2 interviews were conducted with tax and accounting professionals to 
provide a better understanding of the compliance issues. Despite some assistance from 
tax regulatory agencies, small and micro-sized entities in Colorado face sizeable 
accounting and administrative regulatory burdens from the sales tax process that 
consume valuable management time. In the end, the most common way small businesses 
manage their cost and regulatory compliance burdens is through the use of an accountant 
or bookkeeper. 

INTRODUCTION 

Since the June 21, 2018 Supreme Court ruling on South 
Dakota v. Wayfair, the discussion of sales tax collection and 
its impact on small businesses within the United States 
(U.S.) has become increasingly heated. This Supreme Court 
decision, as well as other debates about sales tax, are most 
commonly viewed from the perspective of large retailers, 
such as Wayfair and Amazon. However, the impact on the 
small and micro-sized business owner often remains unex-
plored. The Wayfair decision has granted states the author-
ity to impose sales tax on retailers if it does not impose un-
due burdens on interstate commerce (Bishop-Henchman et 
al., 2018). An equally important and unexplored concern is 
the potential impact of sales tax compliance on small retail 
entities. 

This paper explores how the owners of U.S. small and mi-
cro-sized businesses manage the accounting and adminis-
trative burdens of sales and use taxes and seeks to deter-
mine whether the 2018 Supreme Court ruling has further 
increased tax-related compliance costs for such entities. To 
achieve these objectives, the study analyzes interview data 
from small and micro-sized business entities registered and 
operating in the U.S. State of Colorado, a state which relies 
comparatively heavily on revenues obtained from sales and 

use taxes. For the purposes of this study, small and micro-
sized entities are defined as businesses with fewer than 50 
employees. As regulatory and compliance agencies in Col-
orado typically provide small businesses with educational 
and technological assistance for tax-matters, the study also 
investigates the role these institutions play in facilitating 
sales-tax compliance. These institutions include home rule 
cities, which are governments that levy and collect sale and 
use taxes separately from the state. Thus, the overall goal 
of the study is to gain a better understanding of potential 
challenges in the sales tax system utilized by the State of 
Colorado and to determine how successful small business 
owners navigate these challenges. 

Intertwined with the sales tax burden is that of use taxes. 
While this study focuses primarily on sales tax, use tax is 
also relevant. The Wayfair decision, as well as prior cases 
surrounding sales tax, concentrated heavily on use tax 
when discussing sales and purchases outside of a state. Use 
tax is required to be paid to the state if a purchase of an 
item is made outside of the domicile state but will be used 
in the domicile state. Colorado first began collecting use tax 
on sales of online retailers, but brick and mortar retailers 
are also subject to use tax. Online retailers that sell to cus-
tomers in Colorado must notify their customers of poten-
tial use tax and must file a report with the Colorado Depart-
ment of Revenue. The report includes the names of local 

Cardillo, A., Holt, A., & Schlaufman, S. (2021). Sales and Use Taxes: Investigating the
Administrative and Compliance Costs for U.S. Small Businesses. Small Business Institute
Journal, 17(1), 12–22. https://doi.org/10.53703/001c.28148

https://doi.org/10.53703/001c.28148
https://doi.org/10.53703/001c.28148


residents, their addresses and amount spent on their pur-
chases (Erb, 2016). 

BACKGROUND TO THE STUDY 

Sales taxes within the United States are a crucial part of the 
country’s economic structure. A 2012 study estimated that 
sales tax accounted for nearly one-third of state taxes and a 
quarter of state and local taxes (Bruce, 2013). Sales and use 
taxes in the US are highly complex because the tax rates are 
not only different in every state, but can also be different in 
each locality of every state. Due to the complexity of sales 
tax, the “reliance on vendors is necessary because it would 
be infeasible for state revenue departments to collect retail 
sales taxes on ‘countless’ transactions on their own” (Cor-
nia, 2000, p. 1327). 

Despite such a large reliance on sales and use tax on a 
national level, few research studies have explored the bur-
dens that tax collection imposes on small businesses. In 
the National Small Business Association’s 2017 survey of 
small business regulations (National Small Business Asso-
ciation, 2017a), only 8 percent of small businesses reported 
sales tax as the most burdensome tax from an adminis-
trative perspective. However, the report also asked respon-
dents about other potential burdens related to sales tax. 
When specifically discussing sales tax, 57 percent had “sig-
nificant concern” about navigating various state tax rules 
and deadlines, 56 percent had the same level of concern 
about keeping abreast of state tax rate and payment date 
changes, and 45 percent of respondents had significant con-
cern about the threat of tax liability resulting from inad-
vertent errors and the threat of increased audits (National 
Small Business Association, 2017a, p. 10). The report also 
estimated that one-third of sales tax filers spent at least a 
full work week each year on sales tax compliance issues. 

The 2017 Colorado Department of Revenue Report esti-
mated that one-third of the State of Colorado’s income is 
based on sales tax and that home rule cities rely on sales 
tax for up to 80 percent of their revenue each year (Colorado 
Department of Revenue, 2017, p. 4). Because of the reliance 
on sales tax, Colorado’s sales tax structure can be compli-
cated. As of 2013, there were 294 different sales tax juris-
dictions within the state, including 69 home-rule cities, 51 
counties, 152 statutory cities and towns, as well as special 
districts. As a result, sales tax rates may vary within a city 
or zip code due to overlap between taxing jurisdictions. In 
total, there are currently approximately 756 different sales 
tax rates and bases within Colorado (Colorado Department 
of Revenue, 2017, p. 2). 

Colorado uses information from multiple databases to 
help businesses determine their tax rates. Nevertheless, a 
state-conducted audit of tax year 2014 discovered that 
nearly 11 percent of reviewed businesses were found to be 
paying tax to the incorrect jurisdiction, which resulted in 
$3.3 million in over-collection and $3.8 million in under-
collection (Colorado Office of the State Auditor, 2015, p. 1). 
Each of these jurisdictions may also change what is or is not 
taxable at their specific sales tax rate. At a state level, Col-
orado offers exemptions on 15 categories of items such as 
food for home consumption, farm equipment, and property 
used in space flight. Individual jurisdictions have the ability 

to remove these exemptions and apply their sales tax to that 
specific category. For example, while the state may not tax 
groceries, cities may still impose their tax to the sale. These 
exemptions can vary widely from place to place, as can the 
definition of items under each category. 

The collection of these taxes can be equally complicated. 
While the state collects for smaller cities and a majority of 
the counties, home rule cities require businesses to make 
separate payment directly to that governing body. Busi-
nesses must acquire a separate sales tax license for these 
cities and pay them directly. The remittance methods can 
also vary by location, with some cities opting for online re-
mittance only, while others may only take paper payments, 
and others offer both methods. Navigating this complex and 
cumbersome taxation process is challenging, but despite 
this fact, small and micro-sized entities in Colorado are re-
lied upon to accurately collect a significant portion of Col-
orado tax revenues. 

Colorado governments have started to recognize these 
burdens. In 2017, the Colorado state legislature created the 
Sales and Use Tax Simplification Task Force. The purpose of 
the task force is to simplify the entire taxation process by 
adopting uniform definitions for product types and evaluat-
ing the feasibility of implementing a centralized remittance 
system that would allow businesses to pay taxes to state-
collected entities and home-rule cities from one place. Pos-
itive strides, discussed later in this paper, have taken place 
that may begin to help alleviate sales tax compliance bur-
dens, but the road is still steep. 

LITERATURE REVIEW 

Regulation plays a key role in many aspects of society. 
Kitching writes that the primary purpose of regulation, 
from the perspective of government, is to maintain and 
enhance the conditions that enable an advanced market 
economy to function (Kitching, 2008, p. 800). He continues 
by writing that, “as far as any particular small business is 
concerned, regulation can affect it directly or indirectly” 
(Kitching, 2008, p. 801). An example of direct influence in-
cludes tax payment. 

Regulation, if not designed and implemented properly, 
can adversely affect small businesses. Patton suggests that, 
“small businesses are a vital source of economic growth in 
the United States. Reducing their cost for complying with 
the tax code may free up resources to expand, hire new 
employees, and contribute to the growth of the U.S. econ-
omy” (Patton, 2016, p. 7). Since tax payment directly affects 
a small business, it causes certain burdens to the business 
and its owners. Research has highlighted that tax compli-
ance burden includes time and money spent by the business 
to meet its tax obligations (Patton, 2016). Patton (2016) 
continues, writing that, “time spent on tax activities can in-
clude working with a paid professional, tax planning, keep-
ing records, completing forms, submitting forms, learning 
tax laws, and working with IRS on tax issues while monetary 
burden can include expenses for hiring a paid professional 
to file taxes, investing in a tax software system, paying for 
payroll services, and legal fees” (p. 7). Furthermore, in a 
study by the IRS about the cost of regulatory compliance, it 
was apparent that as a business grows, so does its overall 
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compliance cost (DeLuce, 2007). 
Within the NSBA’s 2017 Small Business Regulations Sur-

vey, 58 percent of respondents viewed federal regulations 
as the most burdensome to their business, and 23 percent 
saw state regulations as being burdensome (National Small 
Business Association, 2017a). In the NSBA’s 2017 Small 
Business Taxation Survey, the largest burdens posed by the 
federal tax code were ranked as follows; financial cost to the 
business (38 percent), complexity and the concern over get-
ting audited (22 percent), administration of tax forms and 
the time it takes (14 percent), and amount of paperwork 
that must be completed (8 percent). As financial and ad-
ministrative issues are major issues for most small busi-
nesses, sales tax represents one of the most burdensome 
taxes that most small businesses face after income taxes, 
payroll taxes, and state and local tax compliance (National 
Small Business Association, 2017b). A 2004 study con-
ducted by PricewaterhouseCoopers, LLP (PwC) found that 
the average sales tax compliance cost for small businesses 
within the United States (US) was more than six times 
greater than that of large retailers (PricewaterhouseCoop-
ers, LLP, 2004). Pedro Alfonso, NSBA Chair, and Todd Mc-
Cracken, NSBA President, suggest that “while the financial 
tax liability for small firms is a huge issue, administrative 
complexity continues to pose an even bigger problem”, and 
that “unfortunately, the current U.S. Tax Code is becoming 
an insurmountable hurdle for the growth of existing busi-
nesses and creation of new firms” (National Small Business 
Association, 2017b). 

PROBLEM AND PURPOSE STATEMENTS 
PROBLEM STATEMENT 

The general problem to be addressed is to ascertain how 
the burden of sales tax compliance is currently being man-
aged by small business owners, especially after the changes 
introduced by the Wayfair decision. State legislatures ac-
knowledge that Colorado receives an “F” when scoring its 
ease of sales tax compliance. Consequently, Colorado is at-
tempting to make regulatory changes to reduce sales and 
use tax compliance costs (Frieden & Nicely, 2018). Since 
small businesses are subject to sales and use tax laws, un-
derstanding how successful small business owners manage 
the compliance cost processes may offer valuable insight to 
both regulators and aspiring entrepreneurs. 

PURPOSE STATEMENT 

The purpose of this qualitative study is to acquire an under-
standing of how Colorado small business owners perceive 
and manage their sales and use tax compliance process. 
When small business owners were asked who in the busi-
ness spent the most time on regulatory compliance, forty 
percent responded that the owner was personally respon-
sible (National Small Business Association, 2017a). While 
larger firms usually rely on tax professionals to manage 
tax compliance issues, the small business owner personally 
manages these compliance and regulatory burdens (Na-
tional Small Business Association, 2018). 

Relatively little literature is available on sales and use 
tax compliance, as other tax and regulatory burdens weigh 

more heavily on the small business owner (National Small 
Business Association, 2017a). However, with the recent 
Supreme Court ruling on the Wayfair case, an increased fo-
cus on sales and use taxes has already started to occur (Lus-
combe, 2018). As new regulations emerge, the small busi-
ness owner is continually tasked with staying abreast of the 
changes and facilitating the additional workload that may 
accompany those changes. Understanding how a successful 
small business owner manages this process may not only 
help offer guidance to emerging entrepreneurs, but may 
also help enlighten regulators to burdens not easily discov-
ered through purely quantitative methods alone. 

The specific aims of this paper are to investigate the fol-
lowing research questions. 

By adding new findings to the limited research presently 
available on the topic, the study will reveal new insight 
about the problems small businesses face and how they suc-
cessfully manage their sales tax compliance responsibili-
ties. 

The next section outlines the research design and 
methodology for the study. Separate sections then examine 
the interview data from the perspective of both regulators 
and small businesses. The conclusion section then draws 
these together to explain how the study contributes to the 
existing literature on understanding how sales and use 
taxes affect small businesses. 

METHODOLOGY 

This study will use a narrative research approach by con-
ducting personal, semi-structured interviews with approx-
imately 50 successful Colorado small business owners and/
or managers, defined as businesses with under 50 employ-
ees. The overall aim of the interview is to understand the 
owner’s perception of the sales and use tax process and how 
she or he manages the process, and to recommend on ways 
to improve the compliance process. This study will also in-
terview state regulatory personnel with the aim of under-
standing what the state is attempting to do, if anything, to 
help ease the compliance burden. 

The project adopted an interpretivist perspective using 
interviews to explore “data on understanding, opinions, 
what people remember doing, attitudes, feelings and the 
like, that people have in common” (Arksey & Knight, 1999, 
p. 2). A survey-based study was rejected due to its inability 
to elicit detailed data from the respondents since the sub-
ject matter concerned the tax compliance practices of in-
terviewees who may be reluctant to be truthful about such 
issues in a formal survey. Semi-structured interviews were 
conducted with two populations of interviewees: tax regu-
lators and business owners/managers of small and micro-
sized entities. 

In total, 165 businesses and 11 regulatory agencies in 
Colorado were approached as potential interviewees. From 

1. How do Colorado-based small businesses successfully 
manage the burden of the collection and payment of 
sales and use taxes? 

2. What role do governmental agencies play in assisting 
small businesses with the collection and payment of 
sales and use taxes? 
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these contacts, a total of 58 interviews of 20-40 minutes 
were completed with interviewees, including: 

Interviewees were given information about the nature 
and purpose of the research, and permission was required 
to record the interviews. They were made aware that the re-
port would include anonymous quotations and that identi-
fying information would be removed prior to publication of 
the final report. Most of the interviews were recorded, and 
interviewees were offered a copy of the final research re-
port. 

The 49 small and micro-sized businesses within the in-
terview sample were located in a variety of locations within 
the Denver metropolitan area and represented a wide range 
of industry-types, including retail, food and beverage, gen-
eral merchandise, miscellaneous services, non-profits and 
on-line retailers. All 49 companies employed fewer than 50 
employees, with the majority having between two to eight 
full-time staff. Additionally, nearly half of the businesses 
have been in business for more than five years 

Most small business interviewees were from entities that 
collect more than $300 per month in sales tax. Identifying 
this characteristic is vital. Entities that collect more than 
$300 per month in sales tax must file monthly sales tax 
returns, while those that collect between $15 - $300 per 
month in sales tax must file quarterly (Colorado Depart-
ment of Revenue, 2017). 

Of the businesses interviewed, 53 percent used a dedi-
cated software package at point of sale to help charge and 
track sales tax receipts, and a further 12 percent used com-
puter-based spreadsheet packages to assist with tax record 
keeping. Forty-two percent of business owners acknowl-
edged the use of third-party accounting and tax advisors to 
help manage the collection and payment of sales tax collec-
tion. This regulatory compliance cost is potentially a bar-
rier for entry into the small business marketplace, but the 
use of third-party accounting and tax advisors appears to be 
the most common method for small business owners to deal 
with their sales tax compliance burdens. 

FINDINGS 

The interviews were analyzed using a thematic approach, 
which entailed identifying themes from interviewee’s re-
sponses and grouping them into categories that share a 
common characteristic. The themes were first identified 
separately for both the government interviews and the busi-
ness interviews. Further analysis was done to identify where 
themes from the interview sets may have overlapped. The 
next sections report on the sales tax-related themes discov-
ered during the interviews. 

FINDINGS FROM THE REGULATORY INTERVIEWS 

All local regulatory interviews were conducted with repre-
sentatives with home rule cities. To better understand the 
tax structure and the responses, a brief discussion of Col-
orado’s taxing entities is necessary. Colorado’s taxing enti-
ties can be broken into four different groups. 

These taxes overlap with each other, meaning that in one 
transaction, a business may be required to collect and remit 
RTD, CD, state, and county tax through the state portal, in 
addition to a separate city tax. There are 756 possible taxing 
combinations within the state of Colorado due to the taxing 
structure of the state. The Colorado Sales and Use Tax Sim-
plification Task Force estimated that sales tax within Col-
orado produces 69 percent of municipal tax revenues which 
is much higher than the municipalities of other states, esti-
mated at 17 percent. 

The themes discovered during the interviews, including 
the regulatory perspective on the small business burdens 
created by sales and use tax, will now be discussed in more 
detail. 

Reliance on sales tax. As noted above, Colorado’s home 
rule cities rely very heavily on sales tax, which was some-
thing clearly noted by all government representatives. Sales 
taxes are the number one driver of revenue for the cities; so 
collection is paramount. 

“Ultimately we need it to fund the services we provide … 
if we have a 1 percent variance in our sales and use tax, 
that’s 2.3 million dollars that we lose out on.” 
(Government 5) 

Problems auditing small business sales tax collec-
tions. The primary methods home rule cities use for en-
forcement are a mix of comparative statements and audits. 
The comparatives use previous data, either from the busi-
ness being audited or a similar type of business, to find po-
tential issues. Full sales tax audits of small businesses were 
surprisingly rare, both due to the huge number of such en-
tities and the fact the regulatory agencies had limited staff 

• 50 representatives of small and micro-sized entities 
(2 interviews within one business) 

• 6 representatives from Colorado-based tax regulatory 
agencies, including interviewees from the Finance 
and Tax & Licensing Department and the Colorado 
Sales and Use Tax Force. 

• 2 tax professionals / certified professional accoun-
tants 

1. Self-collected home rule cities/counties — these are 
government entities that administer and enforce their 
city-specific sales and use tax. The methods of en-
forcement and collection are up to the specific gov-
erning body. Remittance of this tax goes directly to 
the government instead of through the state. 

2. State-collected cities/counties — these are govern-
ment entities that have specific sales tax but rely on 
the state for enforcement. All remittance is done 
through the state website and then disbursed to the 
respective entities. 

3. Regional Transportation District (RTD) and Scientific 
and Cultural Facilities District (CD) Taxes — these 
are state-collected taxes that apply to specific areas 
within the Denver metropolitan area. RTD taxes go to 
the regional transportation district and CD taxes go to 
the Cultural Facilities District. 

4. Special District Taxes — Similar to the RTD and CD 
taxes, these are state-collected taxes for different 
purposes, such as local improvement districts or 
transportation systems around the state. 
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“The problem for us is that we only have three auditors 
and 6,000 businesses. They average 20 to 30 audits a year, 
so they’re really going after the big guys.” 
(Government 4) 

In addition, regulators were more concerned with inves-
tigating businesses with higher, material taxable liabilities. 

“We engage in audits, more of the bigger businesses, but 
at times the smaller businesses. Again, it’s hard to know 
that every single business is paying the right amount be-
cause we can’t audit everybody. We just don’t have the 
manpower to do that.” 
(Government 2) 

Confusion on tax rates and exempt items. The gov-
ernment representatives interviewed indicated that it was 
generally easy to determine the sales tax rates within their 
city. The larger concern is with exemptions on different 
kinds of items. While the state exempts certain classes of 
items from taxation, every other taxing jurisdiction can 
choose whether those items can be taxed within that juris-
diction. 

“A small business that doesn’t have a background in tax 
struggles with that. They say ‘Oh, this stuff is nontaxable,’ 
so they’ll file the state return and use the same numbers 
for the (city) return. Well, they neglected to pay taxes on 
stuff that’s taxable here.” 
(Government 5) 

“Colorado has a very fragmented system. Sales tax re-
quirements in (city) are different than (neighboring cities) 
and all over the place, so that definitely causes confusion, 
especially for those people that operate multiple facilities 
throughout the region. That’s a real concern.” 
(Government 3) 

“From a staff perspective, it gets confusing as well. At least 
on the economic development side, we’ll have prospects 
that come in and ask about sales tax, what will they pay 
sales tax on, what won’t they pay sales tax on, sometimes 
it’s not a cut and dry answer. We’re going back and saying 
‘What category does this business fit in?’ … We’re con-
stantly going back to the code and looking to make sure we 
are following our own rules.” 
(Government 1) 

One government official also raised concerns with com-
pliance on items such as candy, which can be subject to 
different taxes based on its jurisdiction. The definition of 
“candy” can vary between locations. During the interview, 
this government representative pulled out a grocery bag full 
of items and asked the interviewers to help decide what 
was “candy” and what was not. An item like a Kit Kat bar, 
which contains flour-based wafers covered in chocolate, is 
not taxed as a candy because it contains flour, where a bag 
of M&Ms does not and will be taxed as a candy. Similarly, 
items with similar packaging and branding may or may not 
be subject to tax based on a small list of ingredients. 

Sales tax education and understanding for small 
businesses. All of the government representatives inter-
viewed for the project suggested multiple ways for small 
business owners to better understand the sales tax system. 
All the interviewees stated that their city offered online 
and/or in-person educational classes and provided auditing 

assistance to new businesses. Many of the cities also have 
small business development centers, which offer an array 
of resources for upstart businesses. One government official 
even noted that meetings with new businesses can be rela-
tively simple, depending on their records. 

“A lot of these are pretty quick. The biggest challenge in 
the small business environment is the computer system. 
Some have good ones, some have cash registers.” 
(Government 4) 

Businesses of concern. Delivery-based and mobile busi-
nesses, such as food trucks and sign companies, were the 
types of business that all the government representatives 
consistently described as being at the most risk for sales tax 
related errors. These types of businesses usually operate in 
multiple jurisdictions, thereby compounding the difficulty 
of sales tax compliance. 

“Home Depot charges (city) tax because you bought it 
there but a printing press company, a guy who installs so-
lar, someone who does heating and air conditioning. De-
pending on how they define their item, they can technically 
be selling it at a different location and it’s a completely 
different tax. … We get a lot of pushback from those com-
panies going ‘What the hell?’” 
(Government 3) 

“If I’ve got QuickBooks or some other system that’s so-
phisticated enough, ok. But if I’m a small business person 
humping it to make money, I may not take the time to fig-
ure it out. All of a sudden I do a $500 job and a $10,000 
deal here, a $10,000 deal there, I don’t know whose it is 
and that becomes hard.” 
(Government 3) 

Push for online filing. Within Colorado, there is no 
standard system that small businesses use for remitting 
sales tax receipts. Although the State has an online portal 
for the state-related monies, each of the home rule cities 
uses their own bespoke systems. Some collect through in-
dependent online filing systems, while some still only offer 
paper remittance, and others offer both. Despite the differ-
ing systems, there was a strong preference for online sys-
tems, even if cities have not fully implemented them. 

“Not being able to offer that for a lot of businesses is a nui-
sance to them that they have to file on paper. I think a lot 
of people want to get out of that. It’s just an extra, cum-
bersome process.” (Government 5) 

One government official said online systems have the 
potential to eliminate overpayment or underpayment of 
taxes. 

“The online calculator basically helps to eliminate mis-
takes. If you key in sales, it’s going to calculate everything 
for you.” 
(Government 4) 

Steps towards simplification. While there may be 
points of confusion, governmental agencies throughout 
Colorado have started working together to help simplify the 
sales tax process and facilitate better understanding of the 
rules by both regulators and businesses. The Colorado Mu-
nicipal League, a nonprofit and nonpartisan organization 
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that acts as a voice for the cities and towns around Col-
orado, is in the process of implementing a project to stan-
dardize definitions for 106 different items and categories of 
items. The standardized definitions have been adopted by 
53 different cities and towns as of August 14, 2019. 

“Over the last three-plus years now, there’s been an effort 
to standardize our sales tax definitions so that ‘grocery 
food’ means the exact same thing in all 79 cities. Some 
may tax it, but the definition is standardized, which elim-
inates some of the gray of ‘what do you mean by it’, is it 
really taxable or exempt. We’ve really done a lot of work to 
standardize definitions.” (Government 2) 

Additionally, Colorado legislature formed a Sales and Use 
Tax Simplification Task Force prior to the 2017 session. The 
task force investigated multiple ideas, including both the 
standardized definitions project and the potential for a sin-
gle website that would allow business to remit their tax to 
both the state and the home rule municipalities. The gov-
ernments believe that this would make compliance easier 
for business owners, especially those who owe tax in multi-
ple places. 

“Currently somebody like that would have to pay each city 
separately. They’d have to go into each website to remit 
online or, in some cases, mail in a paper form and a check 
and they have to do it all over the place. We’re trying to 
work towards a platform online where those businesses 
can go in, and in one shot they file their returns for all their 
obligations and do one wire transfer into that portal and 
have the portal disburse the funds to everybody and make 
it easier for them.” 
(Government 2) 

As of September of 2020, Colorado now has a single web 
portal for sales tax collection where businesses can look up 
sale and use tax information as well as file and remit to 
all jurisdictions at one time. Uniform definitions have not 
yet occurred and only a small portion of jurisdictions have 
signed on to use the portal (Joint Technology Committee, 
2020). However, this is a positive step in helping to simplify 
the taxing burdens for small business owners in Colorado. 

Other tax issues raised. While most of the interviews 
focused on sales tax, use tax was a high concern for nearly 
all the interviewees. The tax essentially levies a sales tax 
on an item purchased outside of the taxing area, with the 
idea that if the item had been purchased there, it would 
have been subject to the sales tax. Like sales tax, use tax can 
vary between places. One government representative inter-
viewed only had a small number of items subject to use tax 
in his jurisdiction, while the others interviewed had a much 
broader scope of use tax and placed it as a high priority. 

“That is the most prevalent situation where businesses un-
derpay is in use tax area and that’s the primary revenue 
that our auditors find when they conduct audits of busi-
ness.” 
(Government 2) 

With that in mind, multiple government representatives 
said smaller businesses tend to pay the required sales tax on 
the front end of a transaction. 

“A lot of smaller businesses, it’s more likely they’ll be pur-

chasing things they use in their business from a local re-
tailer. The audit staff definitely pays attention to, and has 
on their work plan, ways to look at the businesses that 
have a use-tax obligation.” 
(Government 1) 

“The bigger businesses have figured it out and complied 
pretty well. A lot of the smaller businesses choose to just 
pay sales tax up front.” 
(Government 4) 

DISCUSSION OF THE REGULATORY INTERVIEWS 

Colorado’s regulatory bodies recognize that there are weak-
nesses in the sales and use tax collection system and have 
started to proactively make changes that will allow them to 
collect their share of revenue, while also making things eas-
ier for the businesses that must remit the taxes. The stan-
dard definitions project should allow for more clarity about 
what items fall under which categories, and having each 
jurisdiction fully embrace the statewide remittance system 
could make compliance significantly easier for businesses 
operating in multiple jurisdictions. 

FINDINGS FROM THE INTERVIEWS WITH SMALL 
BUSINESSES 

During the small business interviews, several common is-
sues emerged: (1) proper filing of sales tax; (2) administra-
tive support; (3) interaction with the regulators; (4) sales 
tax collection for cash businesses; and (5) the risk of a sales 
tax audit. The themes of the interviews with the small busi-
nesses are below. 

SALES TAX FILING 

There are different sales tax requirements within the state 
of Colorado dependent upon amount of revenue, type of 
business, or location of the business entity. All businesses 
have the option of either filing their stated state sales tax 
returns online or on paper, however, some municipalities 
still require paper filing. (At the time of this study, the 
statewide portal was not yet in use so the interviewees had 
only had experience with the current online system). The 
2017 Annual Report of the Colorado Department of revenue 
found that 82 percent of returns were filed online. This is 
a dramatic increase from 2013 where only 50 percent of 
businesses filed their sales tax returns online. With most 
of the businesses interviewed filing either monthly or quar-
terly, a minimum of four filings per year allowed the inter-
viewees ample opportunity to form opinions about the fil-
ing requirements. While utilizing online filing is done for 
convenience, the general feedback of the online system was 
negative for those businesses that filed their own sales tax 
returns. 

“The website is atrocious, clickable items are determined 
by color but you have to move your mouse across the page 
to see if something can be clicked on. We are a trapped 
party we have to figure this out. If you evaluated their web-
site and presented it in a way an independent person could 
figure it out, it would be better.” 
(Retail Store 12) 
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Those who filed their own sales tax returns generally re-
ported a confusing and negative experience with online fil-
ing. However, those who used sales tax software, a spread-
sheet package such as Excel, or tools built into online sales 
platforms, did not find the actual filing of taxes difficult. 

“It was a piece of cake. I just filled out the information 
on their online form and submitted it. They verified I was 
living at the address, was going to do this and that, and 
mailed it to me and I was ready to go.” 
(Online Retailer 1) 

Small business owners that used a software package to 
track sales tax use provided that it was not the dollar 
amount of sales tax that negatively affected their busi-
nesses, but rather the time it takes to file. 

“In [my line of work], it is commonplace to have a hundred 
clients a year – each in their own city/county combination. 
At the end of the quarter, it takes me a solid weekend to 
compile all the jobs I had into Avalara, and make the ap-
propriate payments.” 
(Retail Store 16) 

“The first year I did it, I underestimated how long it was 
going to take to make the payments to all the governments. 
Each one had their own system and it took an entire week 
to figure each one out.” 
(Service Provider 1) 

Some of the small business owners also expressed that 
doing business in other jurisdictions would be too compli-
cated and time consuming with the different tax rates. As a 
result, they only operate where they are comfortable. 

“When I was looking into opening a second location in 
Longmont a few years back, I was shocked at all the ad-
ditional licenses I needed to acquire and additional ex-
penses.” (Service Provider 2). 

ADMINISTRATIVE AND TECHNICAL SUPPORT 

Over half of the small business owners and representatives 
interviewed used a software package or Point of Sales sys-
tem to track their sales tax obligations. An additional 12 
percent used readily available software packages, such as 
Excel or QuickBooks, to track their own sales tax obliga-
tions. 

“We use a POS System that tracks every single transac-
tion, it tracks every single discount, every single voided 
transaction. It also breaks down individual line items. On 
our end it’s really easy because we have this automated 
system, we’re not in the Stone Ages where we have to cal-
culate everything on paper.” 
(Food and Beverage 4) 

Most notable was the fact that over half of the small busi-
ness owners interviewed retained an accountant or book-
keeper to track and remit their tax obligations. When look-
ing at small business owners who had been in business for 
over five years, more than 92 percent hired an accountant 
or bookkeeper to handle their tax requirements. However, 
all who did pay for outside help indicated that the cost was 
substantial, which is prohibitive for small business owners 
that do not have the income to support paying for adminis-

trative help. 

“Having someone do accounting work for you is a big cost. 
If you can do it all yourself, you can save a lot of money, 
but it’s not easy to do it all yourself.” 
(Food and Beverage 2) 

“Administrative costs are my biggest [non-COGS] expendi-
ture. Between dealing with insurance companies and with 
paying my CPA to prepare my quarterly taxes, compliance 
costs are about to run me out of business.” 
(Service Provider 3) 

Some businesses did not hire an accountant or a book-
keeper at first, but when their sales started to increase, they 
realized that the administrative burden of sales tax filing 
was too much for them to handle. 

“I had to hire an American accountant to manage all of 
the U.S. taxes. I was making it work until I hit a trade 
threshold which added additional requirements. I worked 
a deal with my chartered accountant, so she only takes a 
flat percentage of each [product] sold, making [compliance 
something that] I can afford.” 
(Online retailer 3) 

“I don’t even want to think about all the overhead costs 
I’ve spent on CPAs to figure out who I owe, and how much 
I owe.” 
(Retailer 17) 

INTERACTION WITH REGULATORS 

In discussing interactions between regulators and the small 
business owners, the interviewees’ immediate response was 
to describe audit experiences. Because only five percent of 
the small businesses included in the study, had been au-
dited for tax purposes, the majority of the businesses had 
little to no interaction with regulators. Of the audited busi-
nesses, all had been operating for more than five years and 
filed their sales tax monthly. However, as sales tax in Col-
orado was a major revenue source for the state, cities, and 
counties, small business owners clearly saw pressure for 
their entities to comply with relevant sales tax laws. 

“When you screw up from not knowing you are flagged in 
that system forever. They’re gonna keep an eye on you. 
They’re gonna come after you again.” 
(Gen Merch Store 8) 

“Regulators are pretty vigilant during events. They go 
around and make sure everybody is collecting and charg-
ing sales tax.” 
(Retail Store 6) 

However, ideally, interactions with regulators should in-
clude more than audit experiences. The regulators who 
were interviewed indicated that the various municipalities 
offer multiple areas of education and support for small busi-
ness owners. When further pressed regarding interaction 
with regulators, many of the small business owners indi-
cated that they did not receive support, that they were not 
aware of the services, or that they chose not to utilize the 
services provided. 
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“I vaguely remember seeing ads for ‘Contact these people 
if you want support’ but no one in the government took the 
time to reach out to me.” 
(Online Retailer 1) 

“I know that exists but it, to me, has the stigma of the 
DMV. Like, I don’t want to go down there and wait an hour 
to ask a couple of questions and they might belittle me or 
talk down to me, so I would rather ask someone I know or 
find information on the internet”. (Food and Beverage 2) 

It is apparent from these responses that there is a discon-
nect between what the local municipalities offer for small-
business support and how the small business owners view 
this interaction with the regulators. Open communication 
without fear of retribution would create a substantial im-
provement in the regulator to small-business-owner rela-
tionship. 

CASH BUSINESSES 

For businesses with Point of Sale systems, credit-card pro-
cessing, and CPAs or bookkeeping software, sales tax com-
pliance, as discussed above, is costly, but less burdensome 
in regards to time. However, the businesses interviewed 
that deal mainly in cash seldom have sophisticated ac-
counting software, so these businesses creatively manage 
their sales tax burdens. According to Colorado’s Sales and 
Use Tax General Information and Reference Guide, “the law 
requires that you list sales tax separately from the purchase 
price of the items you sell on all invoices, billing and busi-
ness records” (Department of Revenue, 2017, p. 2). However, 
this may not be the case for most small cash businesses in 
the study that will usually offer one cash price, in which 
sales tax is included. 

“I do my price, I do a percent for tax and do another for 
profit. Usually people think better when they don’t pay 
tax.” (Gen Merch Store 6) 

Cash businesses from the study included small busi-
nesses with seasonal stands and bazaar vendors. Most of 
their sales are cash payments, which commonly involve a 
flat rate for their sales instead of the purchase price and 
sales tax together. Many of the cash businesses stated that 
they would “cover” the sales tax charge if customers paid 
in cash. If a customer paid with a credit card, sales tax was 
then charged as it is reflected in the credit card processing 
system. 

One cash business owner admitted that they did not re-
port the actual amount of cash received, “I report an esti-
mate of cash; some of it gets lost or stolen” (Food and Bev-
erage 6). This business owner reported that he had been 
operating for more than a decade, and with various loca-
tions. He said, due to the logistics, they cannot keep track 
of all cash receipts. Thus, they use estimates based on past 
years to file for sales tax. 

CONCLUSIONS AND RECOMMENDATIONS 

Although this study only includes interviewee data from 49 
small business owners and managers within a single metro-
politan geographical area, it was apparent that better com-

munication, better record keeping and a more convenient 
sales tax remittance system would greatly improve the re-
lationship between small business owners and regulatory 
agencies. Additionally, the potential for more accurate 
sales-tax remittance would also be appreciated. The pur-
pose of this study was twofold: to determine 1) how Col-
orado small businesses successfully manage the burden of 
the collection and payment of sales and use taxes, and 2) 
what role governmental agencies play in assisting small 
businesses with the collection and payment of sales and use 
taxes. The findings and recommendations are summarized 
below. 

CONCLUSIONS AND RECOMMENDATIONS FOR SMALL 
BUSINESSES 

To ease the burden of sales tax compliance for the Colorado 
small business owner, the answer found within these in-
terviews is, unfortunately, costly. The small business own-
ers interviewed that had been profitable for longer than five 
years overwhelmingly used the help of an accountant or a 
bookkeeper to manage their sales and use tax burden. This 
cost is burdensome to many and potentially prohibitive for 
those looking to start a small business. 

While the primary desire of small business owners is 
to successfully manage their own operations, this cannot 
be accomplished without acknowledging and understand-
ing the regulatory piece of the business. Home rule cities in 
Colorado rely heavily upon sales tax collection in order to 
maintain the operations of the city. Additionally, a signifi-
cant portion of the state government is also funded through 
sales tax collection. While taxation is seldom, if ever, a pos-
itive topic of conversation, without the support of state and 
local governments, many small business owners would be 
unable to be successful. This study has shown that open 
communication with local governments and proper record-
ing keeping can be beneficial, not only to help small busi-
ness stay in compliance, but also to help the locality in 
which the small business is located. 

Although many of the small business owners interviewed 
indicated that trying to deal with the government can be 
daunting, concerned and engaged small businesses would 
be better served if they attempted to openly communicate 
any questions or concerns to their local government. This 
study revealed that many of the home-rule municipalities 
have auditors or small business advocates to help business 
owners that have questions or concerns about regulatory 
compliance. The local city governments have a vested inter-
est in collecting the appropriate sales tax from its business 
owners. They provide personnel who are trained and willing 
to help answer questions, hear concerns, and help reduce 
management anxiety. In addition to communicating with 
the local government, small business owners should also 
place more importance on proper record keeping for tax 
collections. Manual data collection systems, such as a log 
book, maintaining an Excel spread sheet, or keeping a Word 
document are a cost effective way to keep track of business 
transactions. For a marginal cost, a point of sale system or 
accounting software can also help a small business owner 
maintain proper records. Professional bookkeepers or ac-
countants are also available for those business owners who 
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need this level of expertise. Whatever the method, proper 
records can be the difference between an easy audit and 
a difficult one. Many of businesses interviewed stated that 
once they had a good accounting system in place to record 
sales tax, the system was easy to follow. Taking the time 
to implement and maintain a proper and thorough record-
keeping system will save time in the future, as calculating 
and remitting the proper sales tax will be easy to perform. 

CONCLUSIONS AND RECOMMENDATIONS FOR 
REGULATORS 

Regulatory agencies understand the importance of sales tax 
on their revenue, so have attempted to ease the burden 
by offering electronic filing for small businesses, yet some 
businesses still find sales tax filing, especially online, diffi-
cult. Although regulatory bodies provide free trainings for 
small businesses to understand sales and use tax filing and 
remittance, business owners tend to shy away from these 
trainings simply because of the notion that an interaction 
between an ordinary individual and a government represen-
tative is not comfortable. 

While many small business owners may not view the lo-
cal or state government favorably, these government agen-
cies offer many services and tools for small business own-
ers. As stated above, the revenue from sales tax collection 
is vital for government solvency. This study has shown that 
many of the owners interviewed stated that they had little 
or no contact with any of their taxing governments, even 
though some described the remittance of sales tax as bur-
densome. As regulators are aware that few business owners 
willingly interact with them, this study has shown that local 
and state governments could engage in more community 
outreach, as well as create a more user-friendly tax remit-
tance system. 

Local and state governments could attempt to find better 
forms of small business community outreach as it may be 
valuable to help encourage compliance, as well as boost 
their reputation with the small business community. While 
classes are regularly offered, attendance is low because the 
small business owners must research to find the informa-
tion. Regulators could reach out to small business owners, 
either through personal visits to their places of business, 
mailers or phone calls, which advertise the classes offered 
(often at no cost). Regulators could also schedule “non-au-

dit” visits where the sole purpose is to help business own-
ers with sales tax questions and to help them become com-
pliant without penalizing them if deficiencies are found. If 
regulators wanted small business owners to fear the govern-
ment less, providing help without fines and penalties would 
more rapidly help achieve this goal. 

The emergence of the nonprofit Colorado Municipal 
League is also a positive development for the small business 
owner. As this nonprofit is working to standardize defi-
nitions for taxable items, and many cities and towns are 
adopting these definitions, the determination of what is 
taxable and what is not will help ease the complexities of 
compliance for businesses that operate in multiple jurisdic-
tions. 

The newest online sales tax compliance portal is another 
move in the right direction. As more jurisdictions embrace 
its use, the potential to help small business owners to stay 
in compliance with their tax requirements is greatly en-
hanced. However, until definitions are standardized and ju-
risdictions embrace the one sales tax system, the burden of 
successful sales and use tax compliance will continue to be 
placed upon the small business owner. 

LIMITATIONS OF THE STUDY AND IDEAS FOR 
FURTHER WORK 

The main limitation of the research is that data was ob-
tained from 50 interviews with small and micro-sized en-
tities in a single U.S. State. Additionally, very few online 
retailers were interviewed, allowing limited, if any, discus-
sion on the impact of the Wayfair ruling. This does not de-
tract from the objectives of the paper, which were to better 
understand the burdens that sales and use taxes place on 
small businesses, what successful small business owners do 
to navigate their compliance burdens, and the role that reg-
ulatory agencies play in helping the small business owner 
navigate the sales and use tax process. Nevertheless, it is 
desirable to follow up this research with more extensive in-
terview data obtained from small business owners and on-
line retailers across the USA. 
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