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NATIONAL RETAIL FEDERATION

EQUITABLE COLLECTION OF RETAIL SALES TAXES

An overview

The growth of consumer shopping on the Internet is expanding at a rapid rate. In 1999,
39 million Americans shopped online. up 17 million from 1998. The total value of goods and
services traded on the Internet is expected to reach $300 bitlion by 2002. The unique nature of
the Internet, including the lack of physical stores and the ability to sell intangible goods,
chaﬁges the frontier in which transactions are conducted. Although the Internet has not
rcmeved thc necessﬁy for govcmmcnis to tax, for reta:iers to caiicm the ta.x or the

more prob!ematac lt has caused greater dlsparzty in ceiiecﬁon obizgataons for tmd:tzonah
“brick and'mortar” retailers and electronic retailers. Traditional retailers must collétt and

remit taxes at the pomt of sale, while online and catalog businesses must only collect taxes in

states where they have a physical presence, giving the online retailer a competitive advantage.

The Nuational Retail Federation (NRF) supports an equity-based tax policy with
equal collection obligations across all retail channels, whether the transaction is made in a
traditional store, through a traditional store’s own Web site, by a strictly e-commerce retailer
orthrough any other type of remote seller.

BACKGROUND

Under current faw, 45 states and the District of Columbia impose sales and use taxes
on remote commerce on purchases of tangible goods. Due to the mmplexi{y of'the sales and
use taxes, the state and local gevemments that imposed these taxes require retailers to collect
them at the point of sale from consumers. Retailers must then remit these taxes back 1ot the
state or local governments immediately.

Under the 1967 U.S. Supreme Court case National Bellas Hess, the Court held thata
state or iocal government cannot cens’{i{ut%maﬂy require a retailer to coliect and remit use
taxes unless the business has “nexus” (a physical presence) within the state. In: 1992, the
Supreme Court reaffirmed in lei that an-out-of-state mail order house without outlets or sales
representatives in the state is not: required to collect and pay use tax on goods and services
purchased for use in the state, reaffirming National Bellas Hess. The Court ruling based its
decision on due process considerations and reiterated Congress’ authority to regulate or change
interstate commerce policy.

In October of 1998, recognizing the ability of electronic commerce to influence our
national-economy, Congress imposed a three-year moratorium on any new or discriminatory
federal or state tax on the Internet or electronic commerce. The moratorium gives Congress
the opportunity to evaluate state, local, and international taxation of the Internet and electronic
commerce. Congress believes “fair and administrable rules” for taxing and regulating the use




of the Internet and electronic commerce should be developed. To that end, an Advisory
Commission on Electronic Commerce (ACEC) was created and tasked with studying
electronic commerce tax issues and recommending to Congress, within 18 months. model
legislation that will govern tax treatment of the Internet, electronic commerce. and remote
sales. The Advisory Commission is expected to issue its report in April. 2000, while the
moratorium sunsets in October of 2001.

HOW CURRENT LAW IMPACTS RETAILERS

Under the current sales and use tax system, traditional brick and mortar stores find
themselves at a competitive dasaévamage to their Internet and catalog counterparts because
they must collect sales taxes on most in-store sales. Obviously, retailers who are not required
to collect sales taxes have a price advantage with consumers, With retailers achieving only a
modest 2-4 percent net profit on sales, remote sellers who are not currently required to collect
sales and use taxes (which average 6-8 percent) have an unfair pnc;ng advantage over their
brick-and mortar coumerparts

Some reta:!f:rs have becn forced to create separate dot-com subsidiaries in an cffm*t to
diminish this competitive disadvantage. This strategy eliminates the requirement for sales tax
collection in states where the sabsadlary does not have a physical presence. There are many
disadvantages to setting up separate subsidiaries and companies who do so are concerned about
their tax liabilities.

HOW THIS IMPACTS CONSUMERS

Though consumers are required to remit use taxes on out-of-state sales, historically
states have not enforced colicction of use tax claiming. significant compliance burdens or for
poittica reasons, _Gwen the expies;on of Internet sales, states are concerned with future
revenue loss as consumers buy more over the Internet. Instead of relying on taxpayers to remit

“use” taxes, States want o require retailers to collect sales taxes on out-of-state purchases.

In addition, low-income consumers who do not have access to the. intemci are
disadvantaged because they cannot make purchases fmm electronic retailers who do not.collect
sales taxes, These are aftm the md:vnduals who can Ieast afferd the burden of a £ax -

State and local governments also claim that more than $3.3 billion in tax revenue is lost
annually from mail order sales and the amount from the Internet may be much greater. This is
lost revenue that could be used for funding education, transportation, and law-enforcement in
the state and local governments.

HOW NRF DEVELOPED ITS POSITION

Historically, the National Retail Federation has remained neutral regarding the taxation
of remote commerce following the National Bellas Hess and Quill Supreme Court cases. The
extraordinary growth of Internet sales. coupled with the creation of a Congressional panel to
evaluate taxation of the Internet required NRF 1o reevaluate its position. In developing its
position, the NRF first presented the issue to the NRF Taxation Commitiee, which passed a
resolution in support of a level playing field with conditions. Following the action of the




taxation committee, the NRF Policy Council addressed the issue and also voted in support of a
feve! playing field. Because of the magnitude of the issue, the General Counsels forum also
considered the issue prior to the board vote. The NRF position was overwhelmingly agreed to
by the Board of Directors in January, 2600.

'NRF’S POSITION

While NRF opposes the imposition of any new taxes on the use of the Internet or any
other channel of distribution. NRF believes all retailers, regardless of the channel or channels
in which they do business, should be treated equaly. Equity should be ensured regardless of
whether the transaction is made in atraditional store, through a traditional store’s own website,
by a strictly e-commerce retailer or through-any other type of remote seller. Tax policy should
be channel-neutral.

In moving toward a system in which purchases through all channels of commerce are taxed the
same(i.e. tax equity), the folowing conditions must be met:

Restructuring of Sales and Use Tax Systems ~.
Diramatic restructuring of existing state sales and use tax systems is necessary ..

if collection obligations are to be expanded. This includes simplicity and
uniformity in tax administration, definitions, and classifications (e.g. the tax
base. uniform tax returns, simplified procedures for audit, bad debt deduction.
assessment and appeals, etc). In addition, this system must maintain income

tax nexus protections and provide for destination based sourcing.

Coliection Allowances for Sellers
The complexity of state sales and use tax. systems imposes significant
" ¢ompliance burdens and costs on multistate sellers. States who expect others to
coliect  their taxes for them must provide and maintain mechanisms to

compensate others for those efforts.

State and Local Responsibilities

The decision 1o impose, and the obligation to collect, sales and use taxes
resides in the states. Currently, taxpayers are obligated 1o remit use taxes 1o
their state"if sales taxes were not paid on out-of-state purchases at the time of

sale. State -enforcement of this tax has been negligible. States have a
responsibility to inform and educate their citizens about these obligations, in
particular, the consumer’s responsibility to pay the use tax under current law.
States impose taxes, not retailers. Retailers are merely required 1o collect sales
taxes on behalf of the state and local governments.

The National Retail Federation (NRF) is the world's largest retail trade association
with membership that comprises all retail formats and channels of distribution including
depariment, specialty, discount, catalogue, Internet and independent stores. NRF members
represent an industry that encompasses more than 1.4 mitlion U.5. retail establishments,
employs more than 20 million people -- about 1 in S American workers -- and registered
1999 sales of $3 trillion. NRF’s international members operate stores in:more than 50
nations. In its role as the retail industry's umbrella group, NRF also represents 32 national
and 50 state associations in the U.S. as well as 36 international associations representing
retailers abroad.




NATIONAL RE‘I‘HL FEDERATION

RETAILERS SUPPORT A LEVEL PLAYING FIELD FOR ALL"
- OPPOSE ANY NEW TAXES ON REMOTE COMMERCE -

As you know, the NRF Board of Directors adopted a policy position calling for equal
sales and use tax collection obligations for all retailer delivery channels on January 18, 2000.
NRF believes tax palzcy should be channel-neutral. NRF feels that all retailers, regardless of the
channel, or channels, in which they do business, should be treated equally with respect to
collection obligations required by state sales and use taxes.

NRF does not support any new taxes on remote commerce or the Internet. Under current
law, 45 states:and the District of Columbia i impose sales and use taxes on purchases of tangible
goods. Due to the compiexﬁ:y of these sales and use’ taxes, the states and local govemmems that
imposed: these taxes require retailers to collect them at the point of sales from CONSUMmeErs.
Retailers must then remit these taxes back to the state or local governments immediztely.

Based on two separate Supreme Court rulings, the Court held that retailers cannot be
required by a state or local govemment to collect sales and use taxes from the purchaser unless
the retailer has a “physical presence” within the state of the purchaser. Although the retailer is
not required to .collect the sales tax in these instances, the consumer (i.e. the taxpayer) is required
by state law to'remit a “use” tax (i.e. the sales tax) fo their home state. Many states inciude a line
at the bottom of their state income tax-returns for taxpayers to disclose if they made any out-@f—
state purchases. - If sales taxes were not paid on these out-of-state purshases at the time of sale,

. '-'the taxpayer miist velumarﬂy remit these' !;axes to thc state:  States use revenue from the sales and

“use” taxes to provide government services to its taxpayers.

Though consumers are required to remit use taxes on out-of-state sales, historically
states have not enforced collection of the use tax claiming significant compliance burdens or for
political reasons. However, given the explosion of Internet sales, states are concerned with
future: revcnue loss as consumers buy ‘more over the Iaternct Instead of relymg ontaxpayers 1o
remit “use” taxes on the backend, States want to require retailers to collect sales taxes on out-of-
state purchases on'the front end. NRF is only asking that retaﬁers have the same ceiiett;on
obhgatmns regardiass of how a product is dcilve,red NRF’s pos porting e col

Intemat



NATIONAL RETAIL FEDERATION

MYTHS AND FACTS
ON
INTERNET TAX POLICY

MYTH: Advocates of tax equity support new online taxes.

FACT: No,currently consumers are expected 1o remit taxes on purchases made on the Internet or
by catalog to their home state on state income tax fi lings each year. The National Retail
Federation believes tax equzty should be ensured regardless of whether the transaction is made in
a traditional store, by an e-commerce retailer or through a catalog. By doing so, consumer
conftzsaon is eiammated and the piaynm fi eEd is leveled forall retailers.

MYT H: Taxation of saies of goods and services online will cause a decrease in consumer
purchases on the Internet.

FACT: Studies show consumers shop online for good product selection, competitive prices, and
ease of use, not because sales taxes are not collected on these types of purchases. Detriments to
buying online include consumer concerns over credit card security and privacy.

MYTH: Congress has imposed a three-year tax moratorium on sales-on the Internet.

i &CT In 1998 Congress enacted the internet Tax’ Freedem Act. prch:baimg any new or
--.dzscrimmatery taxes from being imposed online: The Att created an Advisory Cemm;sszon 10
study and determine whether access, bit, or sales and use taxes should be applied to the Internet.

MYTH: The Interriet is in 'it'iﬁfziﬁcyand its growth should not be stifled by taxation,

FACT: Consumer shopping onime in the: Umtcd States is growing at a rapid rate. thween 1998
and 1999 the number of shoppers on Web sites increased from 17 mitlion to 39 million. Spending
online is expected to reach $300 billion by 2002. At this exponential rate, the Internet will
continue to grow regardless of equitable collection of taxes on online sales.

MYTH: State and local governments don’t need the additional revenue that would result from
taxation on line.

FACT: According to the National Governors® Association, more than 40% of state revenues
come from sales taxes. If taxes are not collected by online and catalog retailers, state and local
governments could lose more than $10 billion in revenues by the year 2003. Much of sales tax
revenue goes towards essential services such as education, law enforcement and transportation
which communities benefit from. Without this additional revenue, states have felt the need to raise
taxes to fund these programs. The additional revenue may actually allow States to cut taxes.
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FROM ’I'HE NATIONAI. RETAIL FEDERATION

For Immediate Release
Contact: Pamela Rucker / Scott Krugman (202) 783-7971

NATIONAL RETAIL FEDERATION ANNOUNCES SUPPORT FOR EQUITABLE APPLICATION
OF EXISTING SALES AND USE TAXES

New York City, January 19, 2000 — The Board of Directors of the National Retail Federation (NRF)
has approved a policy position calling for state sales and use tax equity across all retail channels.

NRF beimves all rctaiicrs regardless of the channei or.channels i in which they do business, be treated
equally with rcspect to coiiectmn obhgatmns curreat requirﬁd by cx;stmfr state sales and use tax laws.

sactien is made in a: tradztional store, through a

Equity shouid be ensured rcgardfess ef whcthcr the't
tra::htmnai storc s own websai;e bya strzctiy c-comrnerce retaiier or through any other type of remote seller.
“Consumers today have an unprecedented range of choices abeut how to make purchases, from

visiting stores to browsing catalogues to e-shopping,” noted NRF Presadcnt and CEQ Tracy Mullin.

mounts to an unfair

“Exempting some catalogues and electronic merchants from cailectmg safes tax
subsidy that penalizes .brxck»and-mortar._mx_erchants, as well as state and qu ities that rely on sales
tax revenue.” :

“NRF behevas tax pe!:cy should:be channel neutral”, addad M __mg equal co%iecimn L

ebixg&txons (ie. mqmrmg retaaiers to collect state sales and use taxas y cxmt) for all retail

k2

distribution channels merely levels the playing field for rﬁtazlszs & ustomers.

“While expanding retailers’ collection obligations, states must educate taxpayers about the

responsibility to remit use taxes under current law,” a ided Vv ullin. “In addition, retailers must be adequately

compensated for collecting and remitting sales and iise taxes or the states.” Currently, .rfztal-ie:rs;am forced to

absorb significant compliance costs and other burd ihzy attempt to collect sales and use taxes on behalf
of the states. _
The National Retail Fedarat‘i@;if(NRF) is the world's largest retail trade association with

ormats and channels of distribution including department, specialty,

membership that comprises all rg
discount, catalogue, Internet and independent stores. NRF members represent an industry that encompasses

more than 1.4 million U.S. retail establishments, employs more than 20 million people -- about 1 in 5

American workers - and registered 1999 sales of $3.0 triflion. NRF’s international members operate stores
in more than 50 nations. In its role as the retail industry's umbrella group, NRF also represents 32 national
and 50 state associations in the U.S. as well as 36 international associations representing retailers abroad.
For more information about NRF, visit our Website at www.nrf.com.
The World’s Largest Retail Traude Association
Liberty Place, 325 7th Street, NW « Suite 1000 « Washington, DC 20004 « 202-783-7971 « Fax 202-737-2849
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NATIONAL CONFERENCE ¢f STATE LEGISLATURES

The Farum for America’s Idras

Paul 8. Mannweiler
House Republican Leader
June 13, 2000 Indiana; President, NCSL

John B, Pheips

Clerk of the House

Florida House of Representatives
Staff Chair, NCSL

The Honorable Scott Jensen

~ Assembly Speaker i William T. Pound
Wisconsin State: Assembly R Executive Divector
State Capitol, R{:om 211 West
P.O. Box 8952

Madison, Wzscensm' $3708-8952

Dear Speaker Jensen,

Thank you for you letter regarding the National Conference of State Legislatures' efforts to oppose
congressional attempts to extend the current moratoriurn on Internct access taxes, which does not expire unti
October 21, 2001. ‘We share your concern about higher taxes and as the chairs of our legislative chambers
. fiscal comm ittees, we'have endeavored 1o ensuré that our states only raise the revenues needed 1o funcnon
and wheaever possible have returned surplus funds to our constituents. . :

First, let us make clear that NCSL has not taken, nor will take a position on whether or not states should
impose a tax on Internet access. As you know our primary responsibility is to protect cach state’s
constitutional and traditional authorities. In the case of the moratorium, NCSL's position is that the right of
sovereign states to set their own tax policy is one of the Key tenets of federalism, and therefore only the state
iegzslatures shm:!d be making pahcy on state taxatam.

The fcderal legislation passed by the House of Representatives, whose votes we distributed, would in effect
make Wisconsin's vote to repeal the transaction tax on Internet access meaningless. NCSL is not advocating
that there should be a tax on Internet access, rather that each state should be able to exercise its sovereign
right to decide whether or not to institute such a tax, as the Wisconsin Legislature has done. Furthermore,
allowing Congress to dictate state sales tax policy may well be an open invitation for further congressional
interference.

As for H.R. 3709 itself, the bill would not only preempt state authority, but it would employ strokes so broad
it could easily cause unintended negative consequences. The principal problem with a 5- -year extengion of the
moratorium on state Internct access taxes, is that technologies are converging with such specd that in a short
time consumers will likely be able to receive cable television and make Jong distance telephone calls through
the Internet. Under H.R. 3709, Internet Service Providers would be able to package all of those services s
"Internet access,” making transactions on which many states now impose a tax, exempt. Such a system would

Penver Washington

1360 Broadway, Sulte 700 444 North Capirof Street, NW, Sulte 315 Wehsite www.nesl.org
Denver, Colorado 89202 Washingion, D.C 20001 Email info@nest org
Phane 303 830 2200 Fox 303.863.8003 Phone 202.824. 5400 Fox 202737 1069
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put traditional phone companies at a serious competitive disadvantage, and would dramatically reduce
revenues currently collected by the states,

Morcover, H.R. 3709 would repeal the grandfather clause in the original Internet Tax Freedom Act, which
protected taxes already in place in 11 states, such as Wisconsin, The repeal of the grandfather clause was a
major factor in the Congressional Budget Office declaring H.R. 3709 an unfunded mandate under the
provisions of the Unfunded Mandate Relief Act of 1995.

Certainly each state isina unique fi nancml position {0 deal with potential loses of current revenues, While
many states are running surpluses, there are others that are not able to forgo incoming revenue and maintain
core services. Indeed there are states that are heavily dependent on sales taxes that are already inrisk of a
deficit situation. “For example, under HR. 3709 Tennessee would lose $12.5 million this year and $20 millien
the following year, which would precipitate a budget deficit. In such cases, H.R. 3709 could have the
unintended impact of forcing states 1o raise other taxes to offset the loss in revenue. NCSL will continue to
argue xhat the state legislators, fully acceun:ab!e 10 the;r constitucms should be the only ones making
demszsns Qn state taxes

Wa wauld aii weicome further discussxon W;th yon on thls issue. We can apprec:ate your desire t{a craft tax

- pohcy that 18 in the best itterests of Wasconsm voters, and we hope that YOu ¢an appreciate NCSL's policy to

cnsarc state leg:siazors have ability to eonzmue to-do the same.

Sincereiy,

Senator Joanne Emmons
Chair, Michigan. State Senate Finance Committee
Chalr, NCSL AFI Cmnmcma and Communications Committee

Sm;,atar Stcw::n Rausz:henbﬂrger

of Telceommumcanons and Electmmc Commerce

Representative Matthew Kisber

Chair, ’I’ennessee State: He;zse Finance and Way & Means Committee
Co-Chair I‘éCSL Executive Task. Force on State and Local Taxation
of Te}ecommumcanens and Electmmc Commerce

Denver Washington

1560 Broadway, Suite 700 444 North Capitol Street, NW. Suite 515 Webzite www.nesl org
Denver, Colarade 80202 Hashingron, D.C. 10001 Email info@resiorg
Phone 303.830.2200 Fax 303 863.8003 Phone 2006245400 Fax 202737 1069
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Collectors of taxes fret over online loophole

But report says impact of e-commerce on states isn’t as drastic
as feared

By Doris Hajewski
of the Journal Sentinel staff

Last Updated: fuly 6, 199%

Buy a $1,000 necklace from a local jeweler, and you’ll pay an extra $56 in

Columnists Wisconsin and Milwaukee County sales tax.

Obituaries

Letterto Editor Find the same necklace on the Internet and you’ll pay a shipping charge, but if
Weather the seller doesn’t have a physical presence in the state, you’ll save that $56 in

taxes.

As Internet commerce grows in popularity, tax collectors are worrying that
more and more people will take advantage of that loophole. If that happens,
state tax coffers will shrink in direct proportion to the boom in e-commerce,
they say.

"This one’s a biggie," says Wisconsin Revenue Secretary Cate Zeuske.

Last month, state officials from across the country met in Williamsburg, Va.,
to start figuring out how to head off the expected drain on their tax bases.

Gov. Tommy G. Thompson has estimated - and he admits he was just
guessing - that Wisconsin could lose up to 40% of its sales tax base to Internet
commerce. Zeuske says there’s no way to tell how much our state would have
collected if everyone who bought something on the Internet from an out-of-
state company in 1998 had ’fessed ap and paid Wisconsin the taxes due on the
transactions.

=" These purchases, the same as with catalogs, are not tax-free. There’s a line on
Wisconsin’s income tax form that asks filers to report what they bought from
out-of-state sellers and to pay what is called a "use tax."

http://www.jsonline.com/news/State/jul99/tax0707069%a.asp 06/13/2000
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But tax collectors acknowledge that this sales tax honor system has never
brought Wisconsin, or other states that operate the same way, their due in use
taxes.

In an effort to quell the Internet tax frenzy, Congress last year passed the
Internet Freedom Act, imposing a three-year moratorium on new Internet
taxes while a commission studies the question.

It took months for the first meeting in Williamsburg to happen, because of

bickering and jockeying for places on the new panel. The National Retail
Federation, the retail industry’s Washington-based professional and lobbying
organization, sought a seat on the commission, but neither the NRF nor any
retailer was included.

The NRF has protested the snub but isn’t taking a position on whether the
federal government should get involved in collecting sales tax on Internet

* transactions. NRE members, many of whom are traditional brick-and-mortar

retailers also selling online, have divergent opinions on the question, the NRF
5ays.

Lands’ End, which got $61 miilion of its $1.4 billion in total sales from the
Internet last year, believes the government should treat e-commerce the same
as other selling channels, said Thane Ryland, a spokesman for the catalog
retailer.

Avoiding the Tax

Tn many ways, the Internet tax issue is nothing new. For years, catalog
shoppers who buy from companies that have no operations in their state have
avoided paying taxes on their purchases.

Wisconsin residents, for example, will pay sales tax if they buy a turtleneck
from Lands’ End, which is based in Dodgeville. If they buy the same item
from L.L. Bean, the Maine cataloger won’t attempt to collect a tax for
Wisconsin. The same would be true for a Maine resident buying from Lands’
End.

States know that they’ve been losing tax revenue from catalog shoppers for
years, but they haven’t been particularly militant in trying to collect it. It’s
different when it comes to the Internet, they say.

“The amount and rapid explosion of Internet commerce just shines a very
bright spotlight on this issue that’s been around for 30 years,"” said Harley
Duncan, executive director of the Federation of Tax Administrators in
Washington, D.C.

http://www._jsonline.com/news/State/jul99/tax0707069%a.asp 06/13/2000
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But a major national accounting firm says that so far, those fears are
overstated.

In a report last month called "The Sky Is Not Falling,” economists from Ernst
& Young maintained that "a revenue crisis is not at hand." They estimated the
sales and use taxes not collected in 1998 from the increase in out-of-state
sales due to the Internet at $170 million, or only one-tenth of 1% of total state
and local government sales and use tax collections. The Ernst & Young study
was commissioned by the e-Commerce Coalition, which includes America
Online Inc., Anderson Consulting, Cisco Systems, First Data Corp., Intuit,
Microsoft, Time Warner and Wal-Mart,

The stady found that an estimated 80% of current e-commerce is business-to-
business sales that are either not subject to sales and use taxes or are
effectively subject to use tax payments by in-state business purchasers.

Ab_oi_zt 63% of Internet business-to-consumer sales are intangible services,
such as travel and financial services, or exempt products, such as groceries
and prescriptions drugs, which are not subject to state and local sales and use
taxes. Business-to-consumer (retail) sales over the Internet were estimated at
$20 billion in 1998, less than three-tenths of 1% of total consumer spending.

Some current e-commerce sales result in sales and use taxes from sellers, who
remit sales tax to states where they have a physical presence, and some buyers
comply with use tax rules and actually report their purchases.

‘Enst & Young concluded that only about $2.6 billion, or 13%, of all Internet
“rétail sales have potential salés and use tax collection issues.

E-commerce Worries States

Wisconsin gets one-third of its general purpose revenue from the sales tax,
which totaled $3 billion in 1998. With the strong economy, sales tax revenue
has increased in recent years, but the rate of increase is slowing, Zeuske said.

States that rely more heavily on the sales tax, Florida, for example, where
70% of the state budget is funded with its sales tax, have more worries about
the Internet.

And even though the lost revenue is slight now, with the growth of the
Internet, there is reason for states such as Wisconsin to be concerned.

As technology advances and it becomes cheaper to go online, more
households will do so, Zeuske said. Now, only about 25% of the households
in the United States have access, according to recent studies.

That gives e-commerce more growth potential than catalogs, Zeuske said,
because consumers will be able to order from a huge number of retailers

http://www _jsonline.com/news/State/jul99/tax07070699a.asp 06/13/2000
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without having a catalog in their homes.

The Internet also adds complexity to the sales tax issue, said John Healey,
managing director of the Deloitte & Touche Center for Multi-State Taxation
at the University of Wisconsin-Milwaukee.

"The sales tax has been geared to tangible personal property," Healey said.

But consumers can download software products directly from sellers, via the
Internet. If a traveler downloads something to a laptop computer, it’s uncertair
which state has the right to tax the transaction, he said. Is it the state where the
traveler was staying, or the person’s home state, or perhaps a third destination, -
where the product will be used?

When the Federation of Tax Administrators met in Milwaukee last month, it
came-out in fayvor of expanding the duty of retailers fo collect sales tax from
. their customers, even when the retailer has no presence in the customers’
~ states. - : ' ' B '

The administrators acknowledged that, in order for this to happen, more
un'ifozmity would be needed in sales taxes. Now, with so many counties and
municipalities levying their own sales taxes on top of their state sales taxes, a
national retailer such as Lands’” End could have as many as 30,000 different
tax rates to deal with.

One thing that everyone seems to agree on is that there won’t be a quick or
easy answer to the tax question. Most experts expect the three-year
_moratorinm will:be extended while legislators try to figure it out. -

" In the meantime, Mark Na'chbar;'pértnéf in éharg'e of Deloitte & Touche’s
interstate tax group in Chicago, recommends that businesses prepare for the
potential that they will be asked to do more to help the tax man get his due.

Appeared in the Milwaukee Journal Sentinel on July 7, 1999,
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~Talk of online sales tax premature
.; From the Journal Sentinel
Last ._I.I;ﬁ.dated: Dec. 6, 1999
: Woﬁi_ed_ that Caésar f_ni_éh_t_ not be getting his due and that consumers might be
keeping more money in their pockets, state government officials nationally are

in a tizzy over the possible loss of sales tax revenue as a result of growing e-
commerce on the Internet.

Editorials

"This one’s a biggie," says Wisconsin Revenue Secretary Cate Zeuske. Forme:
fiscal conservatives Gov. Tommy Thompson and Rep. Scott Jensen (R-Town
of Brookfield) apparently agree and have come up with a plan for a state
Internet sales tax. Their time would have been better spent coming up with a
plan to draw more high-tech commerce to the state.

Lolumnists

It turns out that Tnteinet sales are nowhere near the levels needed to drain
government coffers of sales tax revenue, and most sales are of a kind that
wouldn’t be generating sales taxes anyway, according to a recent study,
appropriately titled "The Sky is Not Falling." The money that’s being missed
is insignificant.

And while more people probably will buy online eventually, they will also
continue to buy in stores, where they can see and feel the product, talk to a
human clerk and enjoy the social experience of shopping. In fact, online sales
could drive up sales across the board, and that makes for a healthy economy
and greater wealth for everyone.

In addition, there are some real problems with creating a fair tax system on an
enterprise as new and far-flung as the Internet, which crosses state and
national boundaries at the click of a mouse.

Education . - .
ki hncibiie:d  Until there’s a real revenue gap, maybe it's best to keep things as they are and
=" even extend the national three-year moratorium on an Internet sales tax until

% lawmakers can figure out a rational and fair system - if that’s possible.

hitp/fwww, json_lineicom/news/editoriais/dec99/revwedit120699.asp 06/13/2000
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- Clinton to shop online for gifts and arges others to do same

State fears losing money on e-sales

Thempson backs plan for taxing online sales

By Dennis Chaptman
of the Journal Sentinel staff

Last Updated: Nov. 27, 1999

Madison - The threat to Wisconsin’s treasury from the point-and-click
explosion of Internet commerce has Gov. Tommy G. Thompson lining up
behind a new plan to collect sales taxes from online sales.

Christmas shopping season, once limited to the post-Thanksgiving running of
... the bulls in shopping malls, is increasingly a matter between man‘and mouse.
% That has government officials like Thompson quaking as they look for ways
to cut their losses.

"I am so worried about this e-commerce and what it could mean for the state,”
Thompson said. "About 30% of our revenues come from sales taxes. We
could be decimated. We're losing about $100 million right now, we think,
from e-commerce.”

While convenient for shoppers, e-commerce poses a direct threat to
Wisconsin sales tax collections, which annually amount to nearly $3.3 billion.
Every button-down shirt, snowboard and compact disc sold on the Internet
can deprive Wisconsin of its 5% sales tax on purchases.

KNG OF
24 3

Nationally, a split has developed over how - or whether - to tax online
transactions.

Thompson 1s lending support to a plan by Utah Gov. Mike Leavitt to create a
/ simplified e-commerce tax system using a third party to collect the taxes.
{ » s Leavitt will propose the system next month at a meeting of the National
Advisory Commission on Electronic Commerce in San Francisco.

http://www jsonline.com/news/State/nov99/tax28112799a.asp 06/13/2000
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"I signed on because there was nothing else out there," Thompson said. “This
is a stopgap measure fo try to prevent the kind of landslide that’s coming from
all of the people who want no tax at all on e-commerce.”

Department of Revenue Secretary Cate Zeuske said the debate could have
profound consequences for state and local government financing.

"States can’t sit back and do nothing while e-commerce grows at warp speed,”
she said. "If we lose $100 million this vear and multiply that a few years out,
you start to threaten things state government has provided for. There will be
tough choices down the road.”

Zeuske noted that the direction of tax policy would be felt locally, because 53

- Wisconsin counties levy their own half-percent sales tax.

g U.'S."Sup'refne Court rulings say states cannot compel remote sellers - catalog
-+ and Internet retailers without a physical presence in the state - to collect sales

taxes.

That means that retailers such as Lands’ End, based m Dodgeville, have to
collect the tax from Wisconsin residents, but outfits such as etoys.com do not.
Technically, shoppers are responsible for declaring taxes on their purchases
from remote sellers, but few do.

Congress in 1998 slapped a three-year moratorium on new Internet taxes
while the advisory. commzssmn studies the issue. That study 18 resultmg ina

g natlonal sp]xt

Virginia Gov. Jim Gilmore, the commisston chairman, wants to prohibit sales
taxes from being levied on e-commerce to promote the growth of the industry.
Taxation opponents claim that the Internet could be vulnerable to about
30,000 taxing authorities in the United States alone.

Collecting and -administering taxes for that immense patchwork of states and
localities - many with overlapping and often changing taxes - would create a
vast nightmare, they say. In making his proposal this month, Gilmore said
government should promote the growth of the Internet.

"It is the most transforming technological development since the Industrial
Revolution, and its growth must not be thwarted by taxation,” Gilmore said.
His plan also calls for federal help for states to compensate them for lost sales
taxes. It would give $1.7 billion to states in the first year, increasing to $3.4
billion in 10 years.

Those who favor taxation argue that if a company can fit you with a pair of
pants of a certain size, color and style, it can also identify your tax district and
how much to charge.

http://www_jsonline.com/news/State/nov99/tax28112799a.asp 06/13/2000
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Leavitt wants a third-party administrator to collect and distribute taxes on
Internet purchases.

The administrator, for a fee, would calculate the taxes in the locality where
the goods would be delivered and make sure governments were reimbursed
for the taxes due.

"Free trade means level playing fields, not special advantages,” Leavitt said.
"The prohibitionist campaign is an effort to give an unfair competitive
advantage to one group of sellers. It is protectionism cloaked as free trade.”

In a letter to the national commission, two state legislators who are studying
the issue urged a simplified tax system that would safeguard state coffers.

"Creating a tax-free zone on the Internet would be the beginning of the end of
the state and local sales tax,” wrote Matt Kisber, a Democrat who is chairman
of the Finance Committee in the Tennessee House, and Illinois Senate
Appropriations Committee Chairman Steven Rauschenberger, a Republican.

Instead, they urged a plan that would minimize the administrative burden on
sellers, eliminate tax audit exposure for firms using certified software to
impose the tax, and establish uniform definitions of goods and services that
sellers could rely on.

"The most viable option for states to preserve the sales and use tax is for the
states to simplify and modernize their tax structure,” they wrote.

Zeuske said tax simplification might involve a nationwide rewrite of aknot of -
sales tax codes. For instance, Minnesota does not tax clothing, but Wisconsin
does. And New York state doesn’t tax clothing that costs less than $100,
except shoes.

If states cannot protect their sales-tax revenue, some worry that the income
tax might have to pick up the slack, which could result in a decline in the
national savings rate. And if the federal government steps in to levy an across-
the-board tax, states might also object.

"As a citizen, | feel that is threatening to states’ rights," said Zeuske. "Some
things are better left to states to decide what to tax."

The issue has seeped into the presidential campaign.

Siding with Gilmore 1s U.S. Sen. John McCain (R-Ariz.), a White House
hopeful who was instrumental in pushing for the three-year moratorium.
Republican presidential front-runner and Texas Gov. George W. Bush says he
is willing to consider the panel’s recommendations.

The University of Texas recently reported that the Internet generated more

http://www jsonline.com/news/State/nov39/tax28112799a.asp 06/13/2000
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than $300 billion in U.S. revenue in 1998, a third of which was e-commerce
related. That makes the U.S. Internet economy larger than the entire
economies of most countries. In fact, when compared to other nations, the
Internet economy would be the 18th largest in the world.

No one questions the explosive growth in online commerce.
Lands’ End, the Dodgeville clothing seller, did $61 million in Internet sales
during the fiscal year that ended last January, up from $18 million the

previous year.

And, if Lands’ End is able to maintain its current sales pace, the firm could do
$152 million in Internet sales in the year that ends this coming January.

"Our sales are growing rapidly," said Charlotte LaComb, Lands’ End director
of investor and financial relations. "We would hope the regulations stay the
same for Internet taxation as they are for catalogs.”

If that cannot be done, LaComb said, a simplified tax is preferable.

"If they have multiple tax policies and tax rates, it can be very complicated,”
she said.

Assembly Speaker Scott Jensen (R-Town of Brookfield) hopes the
commission will establish a way to fairly tax Internet purchases.

i
S———

"Whether a sweater is sold in a store, a catalog, or over the Internet, there
should be the same level of taxation," Jensen. saad "We need to create alevel
piaymg field that treats all retailers the same.” =~ .
He stressed that government should not push a punitive tax on e-commerce

that would stunt development of the industry. But he is also concerned with
conventional small businesses.

"I am more concerned with the impact on Main Street businesses than I am
with the impact e-commerce will have on state revenues,"” Jensen said. "If
some giant Internet retailer has the ability to buy larger quantities and offer
lower prices and not be taxed, they will have a huge advantage.”

Appeared in the Milwaukee Journal Sentinel on Nov. 28, 1999,
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| Thompson warns Internet will cut sales tax
revenue

By Craig Gilbert
of the Journal Sentinel staff

May €}6 1999

Washmgton -~ Appearing before a Senate panel, Gov. Tommy G. Thompson-
said he feared the growth in Internet commerce would cost Wisconsin and other
_statss a fortunc in uncollected sales taxes.

"t's gomg to get worse," Thcmpson saad "We are so fearful of a sztuation
where states have to go to the federal government to get all our revenue.’

On the second day of a two-day Washington trip, Thompson testified before the
Senate Governmental Affairs Committee on the subject of federalism.

; During his testimony, he brought up the subject of Internet commerce and its
. impact on state revenue. It was something, he said, "that has really bothered

17

Internet taxation is a hotly debated issue. Congress last year passed a three-year
_ moratomum on new Intemet taxes while a new commission studies the qaestion.
- After the hearmg, ’I‘hompson suggested states u}tlmateiy could 1ose up to 40%
of their sales'tax base to Internet commerce, although he admitted the figure
was a guess. In Wisconsin, sales.taxes account for roughly a third of the state’s

tax revenue, according to the Wisconsin Taxpayers Alliance; in most states the
figure is higher.

'-ir;faerﬁét
maga;mma_

He said the government may have to come up with revenue-sharing
arrangements among states on Internet commerce. He said governors
themselves were divided on the issue but that any fair solution will transcend
state boundaues and require federai actxon

Emmi / Prlnt this stery

{Keyword search: %i

http://www.jsonline.com/news/may99/0506tommy.asp 06/13/2000



TRRRRET Wisconsin Counties Association

- T
MEMORANDUM
TO: The Honorable Joint Committee on Information Policy
FROM:  Allison Kuja MVCA Legislative Associate
DATE: June 14, 2000
RE: Sales Tax and the Internet

The Wisconsin Counties Association (WCA) has serious concerns regardmg the future of
the sales tax as aviable revenue source for state and county government in Wisconsin.

Consumer purchasing of goods by way of the Internet, phone and mail order has literally
brought the goods and services of the world to the homes of consumers. Americans are
taking advantage of these convenient ways of shopping in record numbers. According to
the U.S. Department of Commerce, Internet traffic alone is doubling every one hundred
days. In addition to the explosion in Internet use, electronic commerce has grown more
than 700% over the past five years. The proportion of retailers selling on the Internet
tripied in just one year, from 12% in 1997 to 30% in 1998.

-Th;s tremend@us shzﬁ in pufchasmg fmm trad:twnal bm:k and m@rtar retaﬂers to remﬁte
sales creates serious problems for state and local governments. To date, 53 Wisconsin
counties have elected to impose a one-half percent sales tax. The sales tax comprises
about one-third of the State of Wisconsin’s General fund. Past history has indicated that
when the state has experienced significant strains on its budget, the result has been a
reduced commitment to county government funding. If sales tax collection is hampered,
it is likely that all local governments in Wisconsin will experience reduced state aid.

The current system of state and local tax administration is complex and burdensome,
Differences in tax law among the states, coupled with the extensive use of the tax by
local governments in many states, impose a significant compliance burden on multistate
sellers, a burden for which they are not compensated in many instances. Substantial
changes are necessary if the sales tax is to continue as an integral part of the state and
local revenue system.

Under current law, the State of Wisconsin must have “nexus” with a business in order to
require that business collect sales tax. Wisconsin nexus rule states that retailers engaged
in business in the state, unless otherwise limited by federal statute, for purpose of the

sales tax, requires retailers to register and collect a state tax if the retailer is subject to the
state’s jurisdiction. Due process requires some definite link, some minimum connection

100 River Place, Suite 101 * Monona, Wisconsin 53716 ¢ 608/224-5330 ¢ 800/922-1593 ¢ Fax 608/224-5325

Mark M. Rogacki, Executive Director

Mark D2, O"Connell, Chief of Staff Darla M. Hium, Deputy Director
Craig M. Thompson, Legislative Director Lynda L. Bradstreet, Administrative Director



between the state and the person, pmperty or the transactwn to seek a tax. If this
minimum- connection nexus, is estabhshed out—of-state sellers are required to collect tax.

The federai gmemment has 1mposed a moratorzum on Iniemct taxes because of the
complex and burdensome local tax system, Vamus legzsiatwe pmp{)sais affecting
Internet sales could mgmﬁcaﬁﬁy reduce state. and local govemment ability to collect sales
taxes. Substantial changes are necessary if the sales tax is'to continue as an integral part
of the state and local revenue system. ‘Sales tax laws must be made significantly more
uniform across the states, and the admmastratlon of the fax musi‘ be substantialiy
overhauied and s1mp11ﬁed ' R : :

Whaie the WCA Board Of Ii}arectors wﬁi m‘)t take an ofﬁciai posltzen on Intemet Sales
Tax until its June 23, 2000, the. WCA Taxation. and Finance steering Committee has
 examined the 1ssue a,nd made the feilowmg reccmmendatmn te ths WCA Board of
;{)ﬂeg{grs o L : : S o . :

. 1 '-_'lSupport leglslatmn thai Woulé reqmre aii saies transacﬁons are ireateé the same as a
s transacuon that is camed eut in persen, on the phone by mail, or on the Intemet

2. Support federai 1eg1siatmn that would perm;t the collection of state and local taxes on
remote sales conducted at the point ef purchase.

3. Oppos& Iagzsiatmn that would preempt siate and local authority to make fundamental
deczsmns about tax stractures,

4. Support legislation that would reqmre iechn@ie gy to be utilized, which-can
S fadmzmstar even the most complex tax sysiem Wlth ease and efﬁczency

Itis ﬂlS{) 1mportani to note that the Natmaai Assamatmn Qf Counﬁes the Natmnal leag:ue
_ of Cmes and the US Conference i}f Mayears agme on the above 'fonr generai prmczpals

WCA urges the State ef Wlsconsm to cooperaie wath other states to éevelop a slmphﬁed
more uniform sales tax structure in an effort to better prepare for possible implementation
ofa natzonmwade system for sales tax coilectzon that also preserves state and local
sovereignty.

If you have any questions please do not hesitate to contact me at 1-800-922-1993.
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Dockers

www.dockers.com
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fir of khakis, and Dockers is
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Eddie Bauer
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Fashionmall.com
www.fashionmall.com

Living up to its name, here’s a
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fashion retailers for men,
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Gap Online

WWw.gap. pom

Why face crowded malls
when you can easily shop ar
Gap Online? From
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site offers the casual clothes
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J. Crew
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Kaufman’s Tall and
Big Men’s Shop
www.kaufmans, com

For more than 38 years, rall,
big, hard-to-fir men have gone
10 Kaufmar’s, Now, Kaufman's

- comes to them. With the size

chart, choosing stylish, brand-
name, king-sized business, for-
mal, easual and loungewear is
easy. Need accessories (belrs,
socks, ries) and shoes? Stop
here. Bvery purchase is 10% off
Kaufman’s “brick and mortas”
prices, many fems are available
in “regular” sizes for others on
your list, and theres a 30-day
satisfaction guarantee.

SERYICE b db SELECTION Ak
SEARCHABILITY Ak




Amazon.com--Earth’s Biggest Selection Page 1 of 2

amazoncom.
R

y a customer? in to get recommendations.

Auctions: concert tickets, Croc Week

Hot in zShops
Pentium laptops auction, Amazon.com Qutlet
" from $500 This Sunday is Father's Day. Already a customer?
=" Running behind? Send a _gift Sign in to see what's
geﬁi&MM&@Eﬁ! New for You

Top Sellers in Books
. From Dawn to Decadence - 500
Years of Western Cultural Life,
1500 to Present
1 the last half-millennium, as the ==
oted cultural critic and historian
slacques Barzun observes, great :
revolutions have swept the * More New Releases
‘Western world. Each has brought
‘profound change--for instance, # 1,238%

| All Prodiucts

Heaith, Mind & Body

e Books

+ Music
« DVD & Video

» Electronics the remaking of the commercial and social % o You Want to Be a
« Software worlds wrought by the rise of Protestantism " Wizard (Magic Carpet
e Toys _and by the decline ;}f hereditary monarchies - Books).
L Aidee. Games And €&Ch Barzun ints, is... Read more o :; 4{?:;;'38 Duane
(3
*» Tools & . ) . )
Tools & More Top Sellers: i .
Hardware > Top ¢ ‘ . £ Verdi Heroines - Arias
. Riding With The King ~ Eric Clapton, Alda, etc/
« Lawn & Patio BRB. Kﬁlg Gheorgiu, Chailly
i . . ~ Giuseppe Verdi
« Kitchen Jimmy Bujffett - Tales From PP ;
N : {Composer), et al
+ Health & Beauty Margaritavision VHS ~ Jimmy Buffett & 6.683%
o : : . :
« Home Living 2% Big Mouth Billy Bass by Gemmy % Transformers 3 Pak
« Auctions Industries Inc. Volume 3 VHS

+ sothebys. ~ Transformers

amazon.com New Releases in Books & FI8Y%
« zShops Flags of Qur Fathers €% Dr. Strangelove or

‘The Battle of Iwo Fima, fought in DVD

e winter of 1945 on a rocky ~ Peter Sellers
island south of Japan, broughta ~ * See the Movers &
rocious slice of hell 1o earth: in
month's time, more than 22,000

Shopping Services

» Buy or redeem a gift i 'Japanese soldiers would die

certificate. defending a patch of ground a third the size

» Get e-mail of Manhattan, while nearly 26,000

recommendations from  Americans fell taking it from them. The e

our editors. hattla was o farning naiat in tha Dot meee undate vour own.

http://www.amazon.com/exec/obidos/subst/home/home.html/002-1992833-0647242 06/14/2000



Amazon.com~-Earth’s Biggest Selection

» Apply for the
Amazon.com NextCard
Visa,

Eraiildte Wby O tidg ll!]ls y\}llll LS 3 9 W1 W

More New Releases:
In Music

o NGl BN C

Page 2 of 2

Wy You have no items
** in your Shopping
Cart

Special Features
e Earn Gift Certificates

& In Tovs & Video Games
& In Electronics

* Friends & Favorites
* Amazon.com
Anywhere

e Help a Charity

Parguet Pride

Just in time for the NBA Finals comes a once-in-a-
lifetime sale of more than 20 autographed panels from
the legendary Boston Garden parquet floor. They
represent some of the most memorable moments in
basketball history, so take the floor {or at least a piece of
it) by-bidding on your own memento of the Celtics’ legacy. Make a fast
break over to sothebys.amazon.com.

Associates
Sell books, music,
video, and more from

A new way to find stuff

at Amazon.com? Take a More to Explore:
fook. Tell us what you * More sports memorabilia
think. « Gifts for guys

More to Explore
* AMazon,co.uk

» Amazon.de

&g
Visit our Harry Blues guitar

- Potier Store and

«IMDb EErs Al rolier »lore ; legends B.B. King
e Pets.com pre-order your copy - and Eric Clapton
e eZiba.com ~of the newest ~have.cometogether -

for amix of old and new in
Music.

volume in the series.

Text Oniy

Gift Certificates

- Get help redeeming a gift
certificate

- Order a gift certificate

Where's My Stuff?
- Track your recent orders
- Use Your Account to view or

change your orders

Need Help?

- Forgot your password? Click
here.

- Visit the Help Desk.

1-Click Settings | Shopping Cart | Youwr Account | Help | Site Guide 1 Qur Privacy Policy

Join Associates | About Amazon.com | Join Qur Staff | Sell Items

Legal Notices © 1996-2000, Amazon.com, Inc.

hitp://www.amazon.com/exec/obidos/subst/home/home html/002-1992833-0647242 06/14/2000



drugstore.com - online ph.a.'rmaéy & drugstore, prescriptions filled Page 1 of 2

amazon.com.
Aot hadd

; Wﬁicgmﬁ-ta'dmgstcm.com: Ce
- {sign i

" s First time here? Get some quick tins
ways to shog our store.

* Getfree newsletters & expert adw:e

&WJ
= Read abeut our new e AdAL pr_ogé

: ‘ visit ;}Lﬁ‘f‘ | |
. 24-hr, clistomer care - ' @hﬁfmaﬁy
- drug prices - - - ERrE A L
& information fxdrugsiorencm
-help Avoid long lines.
We give you:

« easy refiits

» e-mall reminders
. d@invery o ye:}ur
ooy

i_eam more

Father's Day is June 18. -
SRR {’:‘we a glft from a spemai

stops ac |

EEPSL LiveWell | Buyal
committed e
%{3 L iéﬁi?iy ﬁh;pp].

Experience ourlow drug
‘prices,and get $10:off future
nonprescription purchases
as a thank you (first-time

Pharmacy customers only),

Mentadent Tpe

salon auai - o _ Now s2.49

Paul Mrt&&éf Nexxus,

Raodlcan and mavo

Adva nitac

http://www.drugstore.com/default.asp?scic=0&aid=2&aparam=th5270&trx=8056 06/14/2000



drugstore.com - online pharmacy & drugstore, prescriptions filled Page2 of 2

EOVCONABNGIT By RAS I E I

FREE wil

hot saleinthe
summertime

Get ‘'em while they're hot--
you{ favorite products are on medicing cabinet * beauty * wallness
sale. Click here 1o see some

cooi prices up to 50% off.

- privacy policy
- shipping policy

- about our prices

flotes * associte p

Corporate information  Employment  Contact drugstore.com

Information on this site is provided for informational purposes and is not meant to substitule for the advice providet
physician or other medical professional. You shouid not use the information comained hersin for diagnosing ot tre:
problem or disease, or prescribing any medication. You should read carefully all product packaging. i you have or
have a madical problem, promptly contact your health care provider, Information and statements regarding dietary
not been evaluated by the Food and Drug Adminisiration and are not intended 1o diagnose, treat, cure, or prevent

Please see our Terms of Use
Copyright © 1999-2000 drugstore.com, inc. All rghls reserved.

http://www.drugstore.com/default.asp?scic=0&aid=2&aparam=tb5270&trx=8056 06/14/2000



living.com - Your home. Your desigﬁ. Page | of 2.

o | e

amazoncom.

5555 SRR ame to fiving.com, Subscribe to.our newsletter and you could win a $4,000 shoppii
Bedroom - - - livikhg. etirning custamers, please sign in.

Dining Room ' S - : :
Family Room-
Home Office
Kitchen
-.meg Rmzm

S4,000 Shoy -
Enter our swee
chance o win

ﬁh&&b?Q%MWni '

Bed & Bath : .
Decorative Home Surrpmpr Dle
Furniture Save up to 40
Kids - items.
Lighting

Rugs

5%&;} with Style Finder : e
Amencan Country - Get fiooreé i:my «
Classic coflection of &re
Mission runners, and |
New: {:auntry L R

.h..“

More to BExplore Fing Your Sh
ift'CQnter y _
ind:the perfect gify for
VEry occasion.
oom-Designer
asign & roem on-
cresn in minaies.

i Free per_:éonalized advice from Gur best seiiiﬂg fur'raiture; ;
hopping spree. our design team. | bedding and accessories. . Bring home a loo

http://amazon.living.com/index jhtml?scic=0&pCode=1031861 06/14/2000




living.com - Your home. Your design. Page 2 of 2

Contact Us Need help? Your Account
Call: Toll-free, 1-888-784-1671, Freguently Asked Questiong Sign in to your agcount
24 hours a day, seven days a weak Forgot your password? Track recent orders

Email: customercare@amazon.living.com Take & Site Tour

100% Safe Shopping Guarantee o partifted ;
Your credit card transactions are 100% - g,{?%?éﬁﬁs
safe and secure. Guaranteed, & 97 e

Home « Style Finder - Magazine - Design Center - Gift Center « Help » About Us - Great Jobs - Privacy & Security - Site To

©1999-2000 bving.com Ine, Al rights reserved. living.com is a trademark of living.com Inc.  Terms and Conditions of L

http://amazon.living.com/index.jhtml?scic=0&pCode=1031861 06/14/2000




Amazon.com: buying info: Harry Potter (dek 4) Page 1 of 3

amazoncom, - . Y | ner

ﬂarry_’ Pottar (Book 4)
1 K.

' '_ist Price: $25:95
ur Price: $15.57
ou Save. $10.38 (40%)

L Shopping with us is

ee larger photo 100% safe

‘Explore tt s book

huymg info (We ) set one’up for you)

: e!’ Ages 89-12 . ' View my W;sh List
Seemoreby this |20, C 752 pages (uly 8, 2000) |
aUthor Arthur A, Levine ‘Books; ISBN: 0439139557
all books by 1. K. This item will be released on July 8, 2000, You may order it now and we
Rowling will ship it'to you when it arrives.

Customers also 0 o e naRty SRR A

hought
h ook Amazon.com Sales Rank: 1
these books Popular in: United Kingdom (#14) The Clorox Company (#12) . See
these -gther items more
. thwghts o Customers who bought this book ziso bought:
whgmgkdp_ﬁiz;mgg
circles o He Shall Thunder in the Sky; Elizabeth Peters
e-mail_a friend » Spindle's End; Robin McKmley

about this book The Wide Window (A Series of Unfortunate Events, Book 3
Lemony Snicket

Beowulf; Seamus Heaney(Translator)

Calling All -Miaggies

Click here for more suggestions...

Auctions and zShops sellers and our other stores

Visit our Harry Potter recommend:
Store where you can

read an author e HARRY POTTER & THE PHILOSOPHER STONE UK HB
;;tfxeoﬁi S';i;;r . (Current bid: $12.50)

more fantésy o Harry Potter and the Prisoner of Azkaban (Rowling)

adventureSI and HC/DIMINTAS 1st {?Tifle: $7500)

order the fourth » Ceiva Internet-Enabled Photo Frame (Price: $284.99); in Electronics
book. & Software

While You Wait... Editorial Reviews

http://www.amazon.com/exec/obidos/ASIN/0439139597/ref=b_bh.../002-1992833-064724  06/14/2000



Amazon.com: buying info: Harry Potter (Book 4) Page 2 of 3

Waiting for

Amazon.com
the next

= Harry Potter? What 'vyil} happen to Harry Potte}* next? It's the talk of the town--the whole
Try these excellent world is abuzz! While you're waiting for the July 8 release date, reread the
fantasy adventures  1irst three books in the series, write a book review, or head for our Harry
for older readers. Potter Store, where you can discover more recommended fantasy -
adventures, splendid wizard toys (including a snowy ow! that looks like
Hagrid), and Harry Potter e-cards!

Video Games Sgcre

+ Explore our Harry Potter Store
« Discover more fantasy adventures
e Visit our Children's Books section

: Customers who bought titles by 1. K. Rowling also
Rush Hour Game  Dought titles by these authors:
by Binary A;rt_s :

Diane Duane
‘Seamnus Heaney
Michael Crichton

Ergak,mgﬂ,guri

. & 5 & "

Look for similar books by subject:

Browse for books in:
o Children's Books > Ages 4-8 > General
¢ Children's Books > Ages 9-12 > General
e Chﬂdren s Book@ > Authorq & Iilustrators AL > R ) > Rowhng 1. K >
GeneraI : E

Ir:l@r_dggiﬁ:x
o Children's Books > Series > Fantasy & Adventure > Harry Potter >
Hardcaver

s Children's Books > therature > Sc;ence Eicuon, Fantasy. Mystery &
Horror > ‘\/ivsterie% Eqpionage & Detecﬁves

Horror > ~Sc1.ence Flcimn. Famasv & Magic
o Children's Books > Reference & Nonfiction > School & Education >
General

Search for books by subject:

L7 Mysteries, Espionage, & Detective Stories
7 Children: Grades 4-6

[ Children's 9-12 - Fiction - Fantasy

I~ Juvenile Fiction

http://www.amazon.com/exec/obidos/ASIN/0439139597/ref=b_bh.../002- 1992833-064724  06/14/2000




Amazon.com: buying info: Harry Potter (Book 4) Page 3 of 3

[ Science Fiction, Fantasy, & Magic
I School & Education

[ Humorous Stories

% S

i.e., each book must be in subject 1 AND subject 2 AND ...

s ] am the Author, and I want to comment on my book.
e I am the Publisher, and I want to comment on this book.
e Correct errors and omissions in this listing.

Where's My Stuff? Gift Certificates Need Help?

- Track your recent orders - Get help redeeming a gift - Forgot your password? Click
- Use Your Account to view or  certificate here.

change your orders - Order g gift certificate - Visit the Help Desk.

Text Only

Tools & Hardware | Lawn & Patio | Health & Beauty | Home Living | Auctions | sothebys.amaz
Cards | 1-Click Settings | Shopping Care | Your Account | Help | Sell Iterns

Computers & Internet | Children's Books | Business & Investing

" 'Amazon.co.uk | Amazon.de

http://www.amazon.com/exec/obidos/ASIN/04391 39597 /ref=b_bh.../002-1992833-064724  06/14/2000



WISCONSIN LEGISLATIVE COUNCIL STAFF MEMORANDUM

One East Main Street, Suite 401; PO. Box 2536; Madison, W1 537012536
Telephone: (608) 2661304
Fax: (608) 2663830
Email: leg.council@legis. state. wi.us

DATE: June 14, 2000

TO! MEMBERS OF THE IOINT COMMI’I'I’EE ON INFORMATION POLICY AND
S 'TECW@LOGY o

FROM: John Stoimnberg, Staff Scxenust _.

SUBIECT; Introdacnon to the Sales and U A Taxation of Electronic Commerce

This memorandum, prepared at the request of Senator Robert Jauch, cochair of your committee,
provides an introduction to the ongoing national policy debate associated with the application and
collection of sales and use taxes on electronic commerce. The memorandum was prepared in conjunction
with your committee’s hearing on June 14, 2000, relating to the effect of electronic commerce. -upon other
busmesses and upon sales tax revenues.

" Currently, 45 states impose a sales or use tax on goods or services purchased or consumed in the
state. These taxes make up between 21% and 58% of the state’s total tax revenues, with the higher
percentages bemg in states that do not have a state income tax.

The advent {}f mterstate sales to the pubhc by national retail chains and maai order sales in the
1950s and 1960s raised a number of policy and legal issues which culminated in two U S, Supreme Court
decisions (National Bellas Hess v. lllinois Dept. of Revenue (1967) and reaffirmed in Quill Corp v. North
Dakota (1992)) that held that a state cannot compel a mail ‘order business to collect sales taxes from the
business’s customers located in the state unless the business has a physical presence (such as sales
personnel) or “nexus” in the state. These rulings do not prevent a state from imposing a use tax on its
citizens and businesses on goods and service purchased from out-of-state firms, as the rulings address
collection of the tax. In Wisconsin, except for motor vehicles and certain other items for which proof of
sales tax payment is required as a condition of registration, individuals are required to account for and
pay their use taxes on their state income tax returns. While this method of coilectmg use taxes may be
legal, due to the expense and impracticality of extensive auditing of returns, it is difficult to effectively
collect use taxes, especially for sales to individuals.

The dramatic growth of electronic commerce through the Internet, and projections that this
growth will continue at a high rate, have raised a number of concerns relating to whether states should be
able to collect sales or use taxes on electronic commerce sales, and if so, how. These concems include:

* Tax fairness between businesses and between customers. Businesses that have to
collect sales taxes, such as those with retail stores in a state, are placed at a competitive
disadvantage with a firm that sells the same goods remoteiy via the Internet because the
tax makes the total cost of the goods more expensive and administrative expenses
associated with the tax collection may not be reimbursed completely by the state. Also,



customers with on-line access have an advantage over those that do not in being able to
purchase goods or services for which the seller does not collect the tax.

» If sales and use taxes are not collected on electronic commerce, the potentially signifi-
cant decrease in state and local government fax revenues, especially as electronic
commerce continues {o grow.

» The high administrative burden placed on a business selling nationwide in complying
with the present patchwork of state and local sales and use tax systems with conflicting
applicability, inconsistent rates and varying reporting requirements.

» The effect on the Internet as a marketplace of the imposition and collection of the
sales tax. Some argue that application of the taxes to electronic business will increase
their expenses and the accompanying regulations will stifle the growth and open nature
of electronic commerce on the Internet. .

« In light of the booming national economy, whether states and local governments need

 the. ailditional revenues that would arise from collecting sales and use taxes on elec-
* tronic commerce, especially given the potential growth in revenues from other taxes.

Another issue that is often raised in discussions on the application of sales and use taxes to
electronic commerce is the application of these taxes or state telecommunications taxes to Internet access
services (for example, America OnlLine’s service that links a personal computer to the Intemnet).

B. WISCONSIN SALES TAX COLLECTIONS

According to the Department of Revenue (DOR), of the $9.7 billion collected by the state in
general purpose revenue taxes between July 1999 and April 2000, about $2.5 billion, or 31% of the total,
.. was sales and use tax receipts. . See Figure 1. During this period, counties and local stadium districts .

The DOR estimates that in 1999 Wisconsin consumers purchased between $290 million and
$386 million in goods and services via electronic commerce. The department currently projects that in
five years, that is in 2004, these sales will expand to between $4.3 billion and $5.8 billion. The DOR
also estimates that in 1999 there were about $2.1 billion in sales to Wisconsin businesses through
electronic commerce and that this figure will grow to $30.7 billion in 2004. These electronic commerce
sales, the DOR estimates, reduced Wisconsin sales tax revenues by $9 to $14 million in 1999.

Figure 2. Estimated Electronic Commerce Sales (o

Figure 1. Sources of State Tax Receipts Wisconsin Consumers and Businesses
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collections between July 1999 and April 2000. g, 0. Personal communication, Department of Rev-

enue (June 2000).
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The Federal Internet Tax Freedom Act was enacted on October 21, 1998, as part of PIL.
105-277. The Act did all of the following:

» TImposed a three-year moratorium ending October 21, 2001 on the ability of local and
state governments {o impose new taxes on Internet access services and any “multiple or
discriminatory taxes on electronic commerce.” The first prohibition does not apply to
the sales tax that Wisconsin imposes on Internet access services as Wisconsin's tax
existed prior to enactment of the Act. The second prohibition does not apply to or limit
the application of general sales taxes to electronic commerce transactions.

» Expressed Congress’s position through a “sense of Congress” that no new federal taxes
should be placed on the Interet or Internet access during the moratorium and that the
President should seek bilateral, regmnal and mu}txlaterai agreements to remove bamers
to giobal electromc commerce. S :

. Created the Advzsw'y Commtsswn on Electromc Commerce and diracted it to study
the federal state, local and mtematmna} taxation or’ tariff treatment of transactions
using the Internet and Internet access and related issues. The Commission presented its
final report to Congress on April 12, 2000. However, the Commission was not able to
reach the re_qu_:rﬁd 2/3 majority to make formal recommendations relating to the sales
and use taxation of electronic commerce.

A number of bills have been introduced into the current session of Congress relating to Internet
taxation. These include the House Approved H.R. 3709, which extends the current tax moratorium for
five years while removmg the grandfather protection for previously established Internet access taxes.

A number of national Grgamzatmns that represmt or a551st varmus state oﬁ’imais are presenﬂy:' '
addressmg issues relating to the sales and use taxation of electronic commerce. Both the National
Governors’ Association {NGA) and the National Conference of State Legislatures (NCSL) have endorsed
the crcataen of a streanﬂme sales tax admmzstration system with voiuntaty participation by sellers.

Currently, i6 states are participating in the Streamlmed Sales Tax Praject which is developing
model legislation to implement the streamlined sales tax administration endorsed by NGA and NCSL.
These states are assisted by- 16 additional “observer states” and other interested parties, including busi-
ness representatives. The DOR is actively participating in this project, as Diane Hardt, Administrator,
Income, Sales and Excise Tax, DOR, is a project cochair.

E. ALTERNATIVE LEGISIATIVE STRATEGIES

Figure 3 depicts the basic ~ Figure 3. Legislative
- . . S{rategiﬁs ALTERNATIVE
alternative strategies that the Legis- LEGISLATVE
lature could pursue in addressing
the taxation of electronic commerce.
Some of these strategies may be
pursued simultaneously.

STRATEGIES,
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E.__FURTHER INFORMATION

The following Internet sites contain additional information relating to the sales and use taxation
of electronic commerce:

¢ Advisory Commission on Electronic Commerce:
http:/fwww.ecommercecommission.org/index.htm

¢ ¢-Freedom Coalition: http:/fwww.e-freedom.org/

+  Fight Internet Taxes, a campaign of the Heritage Foundation:
hitp:/fwww fightnettax.com/

« NCSL’s Task Force on State and Local Taxation of Telecommunications and Electronic
Commerce: hitp:/fwww. ncsl.org/programsffiscal/tctelcom.htm

« NGA: 'kz;p;}’/m;;tig_a;;_org/_i’r'z_'tgmet/e_quality.asp

* National Tax _Assoc_iati_on._ Co_mﬁmhié-ations and Electronic Commerce Tax Project:
http:/,_’_x_vww.-n};dd.cohy’nfq[nitairitro.htm

« No Net Tax, a project of Max Tax, sponsored by the Committee for New American
Leadership: Arip://www.nonettax.net/

«  Streamlined Sales Tax Project: http:/fwww.geocities.com/streamlined2000/

If you have any questions relating to the sales and use taxation of electronic commerce, please
feel free to direct them to me at the Legislative Council Staff offices.

JES:durviwwpksm




WISCONSIN LEGISLATIVE COUNCIL STAFF MEMORANDUM

One East Main Street, Suite 401; PO. Box 2536; Madison, WI 53701-2536
Telephone: (608) 2661304
Fax: (608) 266-3830
Emait: leg.council@legis state. wi.us

DATE: Junc 14, 200{)
- TO: o -MEMBERS OF THE . JOINT CDMMITTEE ON INFORMATION POLICY
' ' AND- TECHNOLOGY '
FROM: - John Stoizenberg, Staff Scientist, 4@4_/

SUBJECT:  Additional Background Information on the Sales and Use Taxation of
Electronic Commerce

The June 14, 2000 Legislative Council Staff Memorandum to you, entitled Introduction
to the Sales and Use Taxation of Electronic Commerce, includes the addresses of Internet sites
that provide information on the policy issues associated with the collection of sales and use taxes.

. on'electronic ‘commerce.: “Attached to this mamorandum are the f{)llowmg rept)rts by tha Con—i’i.' By

gressional Research Service which provide additional information on these issues:

I. “Internet Transactions and the Sales Tax,” Order Code RL30431 (updated May 3,
2000). '

2. “State Sales Taxati_on of Internet Transactions,” Order Code RS20577 (May 10,
2000). : _ .

JES:rv:ksm

Attachments



Order Code RL30431

CRS Report for Congress

Received through the CRS Web

Internet Transactions and the Sales Tax

~ Updated May 3, 2000

Steve Maguire
Analyst in Public Finance
Government and Finance Division

Congressional Research Service % The Library of Congress
{3




ABSTRACT

. The purpose of this report is to describe state sales and use taxes and the potential effect of
. Internet transactions on the administration and revenue generation of the tax. Pending
iegislatxon will not be reviewed in depth. Topics covered include state and local tax rates,
state tax base, efficiency and equity of differential sales taxes, and sales tax revenue data for
the fifty states and the District of Columbia.  The moratorium on new Internet taxes as part
of the Internet Tax Freedom Act of 1998 (ITFA) is discussed briefly as is the proposed
extension and expansion of the legislation. The Advisory Commission on Electronic
Commerce, formed as a part of ITFA, is a source of additional information on the taxation
of electronic commerce. This report will be updated as legislative events merit.



Internet Transactions and the Sales Tax

Summary

The creation and subsequent activities of the Advisory Commission on Electronic
Commerce has focused attention on the issue of Internet taxation. The debate
generally focuses upon the administration of the sales tax and electronic commerce.
Under present law, interstate vendors that do not have ‘substantial nexus’ in the state
of a purchaser’s residence are not required to collect the sales and use tax on Internet
transactions. In most cases, the state requires the purchaser to voluntarily remit a use
tax to their home state. However, voluntary compliance with this requirement is quite
low. Thus, states feel that the growing share of Internet transactions relative to
traditional retail transactions will lead to a deterioration of their tax base and thus
revenue. This report examines the sales and use tax in general, provides state by state
sales tax revenue reliance estimates; and lists state and local sales tax rates. This
report will be updated as legislative events merit.
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Internet Transactions and the Sales Tax

Introduction

This report serves as an introduction to the economics of the sales and use tax
and the growth of electronic commerce. Presently, forty-five states (and the District
of Columbia) require that retail outlets add a fixed percentage to the sales price of all
taxable items (inclusive of federally imposed excise taxes). In addition to the states,
there are numeérous localities and special taxing jurisdictions comprising an estimated

6,400 different sales tax rates in the United States.' Fortransactions physically taking
place at the ‘store or retail outlet, collection of the sales tax is straightforward. The
- :'3-vendor simply applies the appropﬂate tax rate. However, with the expanding
acceptance of .the Internet as an alternative to traditional retail transactions, the
collection of the sales and use ‘tax has become an issue of significant importance to

vendors, sub-national governments, and consumers.

There are currently seven bills addressmg the taxation of Internet based
commerce awaiting congressional action? Three of the bills would extend the
moratorium (generally for five years after the current moratorium expiration in
October of 2001) on multiple or discriminatory taxation of internet sales: S. 2255
(McCain), 8. 2028 (Wyden), and H.R. 3709 (Cox). A fourth bill, FL.R. 4267 (Hyde),
~extends the moratorium and incorporates most of the recommendations of the
Adwsmy Commission of Eieci:romc Commerce. Yet another bill, H.R. 3252 (Kasich

ey and Boehner), makes the moratorium_ permanent A sixth bill, $. 2401 (Gregg and -

Kohl), codifies nexus standards which are currently defined primarily by Supreme
Court rulings. And a final bill, 8. 1433 (Hollings), introduces a federal sales tax of
5% on all Internet and mail order sales. The proceeds from this tax would be
coﬁected by the federal government then redistributed to ‘the states by an
apportzonment formula loosely based on population and. poverty.rate. For a more in-
- depth. review of pending legislation, see CRS Report RL30412, Internet Taxation:
Bills in the 106" Congress.

The first section explains the operation of the sales tax from the tax
administrator’s point of view. The second section provides an overview of the
economic aspects of sales taxes and how Internet transactions, or ‘Internet taxes,’
have changed the role of the sales tax in state and local government finance.

' Goolsbee, Austan and Jonathan Zittrain, “Evaluating the Costs and Benefits of Internet
Transactions,” National Tax Journal, vol. 52, no. 3 {September, 1999) p. 413-428. In
addition, research by Vertex Inc., a private company that collects and sells jurisdiction tax
data to vendors, found that over the last six years an average of 639 jumsdmtzons implemented
tax rate changes a year.

? The probability of additional bills being introduced after the publication of this report is
relatively high.



The Administration of the Sales and Use Tax

State and local governments that impose a general sales tax on transactions
typically calculate the tax asa fixed percentage of a retail good’s purchase price. In
theory, the sales and use tax is seen in part as a benefits received tax on businesses
and consumers for state and local expenditures such as fire protection, road
maintenance, education, and police protection. Most states require’ monthly
remttance of the sales tax and often offer discounts to businesses that pay early or
have total sales exceeding a given amount.’” Many states require that vendors with a
substantial nexus maintain an active sales tax revenue account with the state revenue
department.”

Sales Tax Pyramiding. However, not all transactions are taxed. Business to
business transactions are in some cases not subject to the retail sales tax with the
understanding that the purchascr is using the good as an input to production.
Including business to business transactions leads to ‘pyramiding’ of the sales tax. For
example, a coffee shop that pays a retail sales tax on the purchase of their wholesale
coffee beans, then imposes a retail sales tax on coffee brewed for the final consumer,
the total sales tax paid for the cup of coffee would exceed the statutory rate.

In addition to some business purchases, many individuals and organizations are
exempt from the sales tax. Entities wishing to claim the sales tax exemption are often
issued a certificate indicating their tax-free status and are required to present their
verification at the point of transaction. Non-profit organizations, such as those whose
mission is religious, charitable, educational, or promote the public health, are often
the beneﬁczanes of saIes tax~exempt status.

Suhstaniml Nexus. Out—of—state busmesses w;theut substantaal nexus in the'
taxmg state are not required 10 collect state and local sales taxes on transactions
involving customers in the home taxing state. The United States Supreme Court has
held that a state has no jurisdiction to require a vendor to withhold that state's sales
and use taxes unless the vendor has a "substantial nexus" with the taxing state.’ The
residence of the purchaser is not a sufficient nexus. However, the Court has also held
that Congress, under its power to regulate interstate commerce, could grant
Jurisdiction to the states to reqiire the collection of use taxes.

Because interstate Internet transactions do not have the sales and use tax added
to their price by out-of-state vendors, Internet retailers and catalogue retailers are
thought to have a competitive advantage over traditional "bricks and mortar' vendors
who are required to collect the tax. The equitable treatment of all vendors is the

* Seventeen of the forty-five states with a sales tax do not offer a vendor discount. A gross
receipts tax is similar to a general sales tax.

* Generally, substantial nexus means physical presence.

* There are two decisions that clarified the taxation of out-of-state vendors. In National
Bellas Hess v. Hlinois Department of Revenue (1967) the court established the substantial
nexus argument. In Quill v. North Dakota (1992} the court upheld the nexus arpument and
further specified the physical presence standard for substantial nexus,



objective of many of the proposed changes to the administration of the sales and use
tax.

In short, the sales and use tax is collected by vendors if the vendor has
substantial nexus in the (non-tax-exempt) purchaser’s home state. Usually, the
vendor must remit all sales taxes monthly and often receives a discount for timely
payment. Or, in the case of very large retailers, a rebate is offered to encourage
accurate and timely reporting. If the vendor does not have substantial nexus the
consumer 1s required to remit a ‘use tax’ to their state government. All states with
a sales tax also impose a use tax though compliance is very low. Thus, contrary to
what some observers say, Internet purchases are not ‘tax free.”®

The Economics of the Sales and Use Tax

In 1932, Mississippi was the first state to impose a general state sales tax.’
During the remainder of the 1930's, an era characterized by declining revenue from
income and corporate taxes, twenty-three other states followed suit and implemented
a general sales tax to compensate for the lost revenue.® At the time, the sales tax was
relatively easy to administer and could raise a significant amount of revenue with a
relatively low rate.® Given the relative success of the sales tax, almost all other states
added the sales tax to their tax infrastructure by the late sixties. Use taxes are in
practice analogous to the sales tax though the tax is on the use of the product
purchased rather than the transaction. The last of the forty-five states to enact a
general sales tax (along with a use tax) was Vermont in 1969.

The revenue a sales tax generates depends upon the chosen rate and the base to

-which the rate applies.. The more narrow the base the higher the rate must be to raise

an equivalent amount of revenue. States often have somewhat similar consumption
expenditures included in their tax base, however, they are far from uniform. Tax rates
also vary considerably from state to state depending in part on their reliance on other
revenue sources. Following is a brief economic analysis of the sales tax and the
challenges electronic commerce poses for the administration of the tax.

Efficiency. A commonly held view among economists is that a *good’ tax (or
more precisely, an efficient tax) is one that does not significantly distort behavior.
Broadly speaking, individuals should make the same relative choices before and after

® The much discussed moratorium on Internet taxation applies to any multiple or
discriminatory taxes targeted explicitly at Internet retailers. The sales and use tax is not a new
tax.

7 The use tax, the companion to the sales tax, was added in 1938. In the early years of the
sales tax, states began with general sales then added the use tax to capture revenue from sales
made out-of-state. Eventually, states adopting a sales tax included the use tax in the initial
legislation.

¥ Fox, William F., ed., Sales Taxation: Critical Issues in Policy and Administration, Sales
Tax Trends and Issues, by Ebel, Robert and Christopher Zimmerman (Westport, CT: Praeger,
1992), p. 3-26.

* The highest rate in 1934 was 3%. . At the time the 3% rate was considered quite high.



a tax is imposed. The greater the distortions in behavior, the greater the economic
welfare loss.

Products purchased over the Internet, which escape use taxation (i.e., the
consumer does not remit the required use taxes), are generally preferred to the
products offered at traditional retail outlets that are required to collect the tax.
However, if the transaction costs associated with the Intemnet purchase, e.g. shipping
and internet access, exceed the sum of the traditional transaction costs (time and
transportation) and the apphcab}e sales tax, the consumer will choose the traditional
means of transaction. Note that the shippmg costs added to Internet purchases are
analogous to the transactions costs associated with traditional ‘main street’ shopping,
not to the sales taxes imposed.

Equity. The sales tax has often béen criticized-as a regressive tax, or a tax that
: .dlspropomenateiy burdens the poor.! Assummg the Internet shopper is relatwely
" better off and does not remit use:taxes as prescmbed by state law, they can avoid
* paying tax ‘on’ a significant portion of their consumption ‘expenditures.’!  Those
~ without Internet access at home or work, on the other’ hand, are not afforded the same
opportunity to ‘evade’ the sales and use tax. In'this way, electronic commerce may
actually exacerbate the regressiveness of the sales tax, at least in the short run.

Tax Base. In theory, the base of a comprehensive consumption tax should
include all income that is not saved.”? The sales tax, which is often thought of as a
consumption tax, is perhaps better identified as a transaction tax on tangible personal
property. Most states only fax tangible goods purchased at the retail level. Services,
such as iegai and medkcai are expendlmres often omitted from the sales tax base.”

e Idealiy, thf: saies tax bas¢ is broad enough to avmd drasuc ﬂuctuatmns inthe -
s revenue stream - Given that siate: budgets must be ‘balanced annually, a consistent

revenue stream is 1mpor€am for fiscal stability engendered by a broad base sales tax.
With the shift in the United States froman economy based on transactions of tangible
personai pmperty to infangible produets and services, the sales and use tax base will
~continue to Darrow. ' 1t is then likely that sales tax revenue will also begin to show
. greater volatility.” Ho_wever ‘the move from arms-length transactions to Internet

" A regressive tax collects a smaller percentage of personal income as income increases.

" Goolsbee and Zittrain (1999) found that the average Internet user had on average two more
years of education and $22.000 more in f&mily income than non-Internet users,

A common identity in the econornics of income accounting is the foltowing: C=Y-8. Or,
censnfnptmn (C) equals income (Y) less saving (S).

" Only two states tax medical services, Hawaii and New Mexico.

" Bruce, Donald and William Fox, “E-Commerce in the Context of Declining State Sales Tax
Bases,” (February, 2000). Mimeo, University of Tennessee, Knoxville.

¥ States without groceries in the sales tax base, considered a relatively constant expenditure,
are more vulnerable to cyclical shocks to the sales tax base.



transactions for services, such as financial, legal, or medical services, does not portend
a large loss in state and local sales tax revenue.'®

Table 1 presents a rough estimate of the potential sales tax base for the fifty
states, their localities, and the District of Columbia.’’ Unfortunately, reliable
estimates of consumpnorx expendztures at the state level are not available. Thus, we
offer state personal income in 1998 as a proxy for the potential base of the
consumption tax. The last column is the tax rate on unadjusted personal income (in
addition to any existing personal income taxes) that would be necessary to achieve the
revenue produced by the current state sales tax.

Tax Rate. Sales tax rates low enough to avoid altering consumer behavior
create fewer distortions than do high rates, However, state sales tax rates vary
consxderably as-do the local rates plggywhacked onto the state levy. Mississippi and
‘Rhode Island have the highest state sales tax rate of 7%.. Oklahoma and Louisiana
have the hxghest potcntaai combined state and local rate 0f'9.5%. The h1gher rates in
these states create and even larger wedge between those that must collect the sales
tax and those that do not. Clearly, residents in the high sales tax jurisdictions gain
more from Internet purchases (and tax evasion) than do those in small low tax states.

. Table 2 presents the sales tax rates for the fifty states, their localities, and the
District of Columbia. Also reported in Table 2 is the reliance on the states on the
general sales (and gross receipts) tax (as measured by CRS). The Bureau of
Economic Analysis (BEA) also collects data on excise taxes and selective sales, We
do not report these receipts because they are typically collected at the wholesale
stage, not at the point of retail transaction. For example, the gasoline excise tax is

“typically. paid by the carrier {tanker tmck) at the point of collection (the. end:of the. -

o . pipeline), not retail sale. ‘Even though gross receipts taxes have more in common with.

traditional business taxes, the BEA combines them with general sales taxes. Six
states, indicated by italics in Table 2, identify their retail sales tax as gross receipts or
general income tax. The base of the gross receipts is sometimes broader than the

- retail sales tax. Depcndmg on the vendor, revenue generated by Internet transactions
wath out of state purchasers may or may not fail under the gross receipts tax.

Sa!es Tax Re!xance. Based upon our caicuiatiens the states most reliant upon
general sales and gross receipts taxes, with over 57% of total revenue derived from
the tax, are Tennessee, Washington, and Florida. This result is not surprising: these
states do not have a personal income tax. In fact, the top six states in terms of
reliance upon the general sales tax do not have a personal income tax.

States without a personal income tax are identified in italics. Alaska is dissimilar
from all other states given the absence of personal income taxes and sales and use
taxes. States without a sales and use tax are represented in bold. Ordinal rankings
in terms of reliance appear in the last column of Table 2.

' According the Boston Consulting Group, sales of financial services were second to sales of
computer goods in the first six months of 1998, Goolsbee and Zittrain (1999).

' Assuming all states had a uniform base, which they do not.



A permanent ban on sales and use taxes on Internet sales would affect states
proportionately to their reliance on the sales and use tax for revenue. States that rely
heavily on the sales tax also have generally higher rates which exacerbate the
difference between the afier sales tax retail price and the Internet price. Alternatively,
states with low rates (and in turn less reliance) would tend to have a smaller ‘wedge’
between the two means of transaction. Returning to the efficiency discussion earlier,
residents in the high rate-high reliance states would tend to recognize the greatest
welfare loss given their expected change in behavior.

If sales taxes were eliminated entirely, states may turn to an additional tax on
personal income to help balance their budgets. Assuming this course of action is
pursued, i.e total elimination of the sales tax, Table 1 offers the minimum personal
income tax rate necessary to yield equal revenue. The calculation also assumes that
all personal income is included in the income tax base.

Conclusion

" The Advisory Conimission on Electronic Commerce submitted their final report
to Congress in early April of 2000.  The final report included three recommendations
or findings: 1) to close the digital divide, 2) to explore internet privacy issues, and 3)
to support making permanent the international tariffs at the earliest possible date.
However, the commission did not arrive upon the necessary two-thirds vote for six
additional ‘policy proposals’. The six ‘policy proposals’ included a five year
extension of the moratorium on multiple and discriminatory taxes and clarification of
nexus rules.

+. Ultimately, climinating the sales and use tax on a select type of transactions and . .
*not others will likely lead to distortions in consumer behavior. *These distortions
‘would be minimized by taxing all transactions, regardless of mode, at the same rate
(perhaps even zero). Whether this can be achieved with the current sales and use tax
structure is an open question.



Table 1. Potential Sales and Use Tax Base of the Fifty States

GSGR
State State Tax as
(italics =no GSGR? State Personal Percent of
personal income Tax Revenue | Clothing in | Groceries Income Personal
tax)} 1998 Base (in in Base 1998 income
(bold=no sales tax) (3000's) 2000) (in 2000) ($000's) “1998
(a) (& (<} @ (e) (H
Alabama 1,570,650 Y Y 93,566,943 | 1.68%
Alaska 0 n/a n/a 15,823,391 | 0.00%
Arizona 3,050,111 Y N 108,086,511 | 2.82%
| Arkansas 1,513,673 Y Y 51,762,820 | 2.92%
1 Califomia 21,301,860 |° partial N 900,899,903 | 2.36%
| Colorado 1,530,832 Y N 114,449,124 | 1.34%
| Connecticut 3,031,699 | partial N 123,430,960 |  2.46%
Delaware 4 n/a n/a 22,257,563 0.00%
District of 855,000 Y NY 19,525,661 | 4.38%
Columbia®
Florida 12,923,644 | holiday N 386,654,430 | 3.34%
Georgia 3,993,493 Y N 191,864,830 | 2.08%
Hawaii 1,425,352 Y Y 31,268,323 | 4.56%
o {Maho - S 652,843 | - partial CUY L 25,901,148 | 252%
- Vlitinois 5596046 | Y ve o |349029419 | 1.60%
Indiana 3,166,706 |  partial N 143,362,349 | 2.21%
lowa 1,528,824 | Y N 68,719,683 | 2.22%
‘Kansas 1,619,246 Y Y 65,854,217 | 2.46%
Kentucky 1,981,290 Y N 84,833,878 | 2.34%
Louisiana 1,981,231 Y Y* 93,429,786 | 2.12%
Maine 830,758 Y N¢ 28,619,679 | 2.90%
Maryland 2,161,233 Y Y 154,163,998 | 1.40%
Massachusetts 2,962,535 | partial N 202,252,019 | 1.46%
Michigan 7,572,789 Y N 255,038,802 | 2.97%
Minnesota 3,243.611 partial N 130,736,634 | 2.48%
Mississippi 2,034,804 Y Y 52,283,212 | 3.89%
Missouri 2,627,839 Y ye 132,935,487 |  1.98%
Montana ] n/a nfa 17,826,735 3.00%
Nebraska 919,750 Y N 41211643 | 2.23%
Nevada 1,771,955 Y N 47794729 | 3.71%




GSGR
State State Tax as
(fralics =no GSGR® State Personal Percent of
personal income Tax Revenue | Clothing in | Groceries Income Personal
tax}) 1998 Base (in in Base 1998 Income
{bold=no sales tax} ($000's) [ 2000} {in 2000} {$000's) 1998
New Hampshire 0 nfa n/a 34,625,867 | 0.00%
New Jersey 4,766,195 | partial N 275,531,478 1.73%
New Mexico 1,454,913 Y Y 24,753,112 5.88%
New York 7,615,376 hotliday N 575,767,817 1.32%
Neorth Carolina 3,272,774 h'e Y 182,035,666 1.80%
North Dakota 309,139 Y N 13,854,813 2.23%
‘Ohio 5,531,207 Y N 282,920,265 | 1.96%
Oklahoma 1,328,295 | Y Y 70,469,389 | 1.88%
Oregon 0 n/a n/a 81,309,693 1 0.00%
?enﬁsyivania 6,313,056 partial N 322,705,796 1.96%
Rhode Island 525,672 partial N 26,614,157 1.98%
South Carolina 2,162,858 Y Y 82039415 2.64%
South Dakota 442,549 Y Y 26,388,645 2.710%
Tennessee* 4,027,787 Y Y | 128,244,793 3.14%
Texas 12,474,161 holiday N 494,543,763 2.52%
Ueh o oocbooapmuoe Yo Y (44297077 | 2.88%
Vermont 194501 Y TN 14,309,450 1.36% -
Virginia 2,225,021 Y Y 186,685,782 1.19%
Washingzon 6,909,239 Y N 159,673,674 4.33%
West Virginia 856,276 Y Y 35,086,721 | 2.44%
Wisconsin 3,047,406 partial N 131,546,684 2.32%
Wyoming 335,383 Y Y*® 11,169,256 3.00%
Sources: Columns (b) and (e): Bureau of Economic Analysis. Columns {¢) and (d): State Tax
Handbook 2000. Column (f}: author’s calculations.
Notes: * General sales and gross receipts tax {(GSGR). * General sales and gross reccipts data are
from the annual report of the District of Columbia municipal government which is not directly
comparable to the other states. “Only capital income is included in the personal income tax. ¢ Snack
food excluded from exemption. *Subject to a reduced rate. " Exemption is partially suspended: *

Some snack foods are taxable,




Table 2. Reliance of State and Local Governments on the
Sales and Use Tax

State | Total Potential | Total State | GSGR® GSGR
{italics=gross State & Local Tax State Tax Tax as
receipts tax) State Combined revenue Revenue Percent Reli-
{bold=no local Rate Rate 1998 1998 of Tax | ance
tax)} 2000 2000 {5000's) {($000's) Revenue | Rank
A{a) (b) (©- (@ (© 0 (®)
“Alabama St08 5,734,128 | 1,570,650 | 27.39% | 37
‘Alaska ) ' 1,186,235 0] 0.00% | 47
Arizona 5 | 5516 6,949,270 | 3,050,111 | 4389% | 9
| Arkansas | 4625 | 6125108125 | 4,056,582 | 1,513,673 | 3731% | 13
Califomia | 6 | 72510825 | 67,713433 | 21,301,860 | 31.46% | 27
| Colorado” . 3 410675 5,898,349 | 1,530,832 | 25.95% | 39
| Connecticut e 9393604 | 3,031,699 | 3227% | 23
Delaware 0 1,981,473 01 000% | 48
District of 5.75 5.75 2,444,800 855,000 | 34.97% | 16
‘Columbia®
Florida 6 61075 22,513,115 | 12,923644 | 57.41% | 3
- Georgia 4 5t07 11,589,495 | 3,993,493 | 3446% | 20
| Hawaii 4 4 3,176,246 | 1425352 | 44.38% | 8
Clddahooc s L sre7 02,057,378 4 - 652843 | 31.73% | 26 | .
Hilinois L6250 70875 v 19771284 | 5596046 830% | 34 |
Indiana 5 5 19,747,426 | 3,166,706 | 32.49% | 22
| lowa - 5 6 4,802,531 | 1,528,824 | 31.83% | 25
‘Kansas 49 591074 | 4647921 1,619,246 | 34.84% | 19
| Kentucky 6 6 | 7115149 ] 1,981,290 | 27.85% | 36
| Louisiana 4 7095 | 6082026 | 1,981,231 32.58% | 21
Maine 5% 5 2,369,820 830,758 | 35.06% | 15
Maryland 5 5 9,190,482 | 2,161,233 | 23.52% | 42
Massachusetts 5 5 14,488,496 | 2,962,535 | 20.45% | 45
Michigan 6 6 21,692,742 | 7,572,789 | 3491% | 18
Minnesota 6.5 65t 7.5 11,503,928 | 3243611 | 2820% | 35
Mississippi 7 7 4,343,435 | 2,034,804 | 46.85% 7
Missouri 4225 1472507475 | 8222326 | 2627839 | 31.96% | 24
Montana 0 ¢ 1,331,895 G 0.00% 49
Nebraska 5 5106.5 2,633,216 919,750 | 34.93% | 17
Nevada 6.5 657 3,228,206 | 1,771,955 | 54.89% | 4




State Total Potential | Total State GSGR® GSGR
(italics=gross State & Local Tax State Tax Tax as
receipts tax) State Combined revenue Revenue Percent | Reli-
{bold=n¢ local Rate Rate 1998 1998 of Tax ance
tax} 2000 2000 {3000%) {$000's) Revenue | Rank
New 0 0 1,008,518 0| 0.00% 50
Hampshire )
New Jersey 6 6 15,604,971 | 4,766,195 | 30.54% | 30
New Mexico 5 5125 to 3,574,537 | 1,454913 | 40.70% | 10
6.9375
| New York 4 7to 8 36,154,533 | 7,615370 | 21.06% | 44
North Carolina 4 6 13,869,426 | 3,272,774 | 23.60% | 41
North Dakota 5 6to7 - 1,078375 | 309,139 | 2867% | 32
Ohio 5 55107 17,642,836 | 5,531,207 | 31.35% | 28
Oklahoma 4.5 595 5,300,829 | 1,328295 | 2506% | 40
Oregon 0 0o 4,999,091 0] 0.00% | s1
' Pennsylvania 6 6107 20,629,483 | 6,313,056 | 30.60% | 29
Rhode Island 7 7 1,783,913 525,672 | 29.47% | 31
South Carolina 5 5to6 5,683,148 | 2,162,858 | 38.06% | 12
South Dakota 4 5t08 833,662 442,549 | 53.08% 5
Tennessee 6 7t08.75 6,996,120 | 4,027,787 | 57.57% 2
| Texas 625 | 67510825 | 24,629,000 | 12,474,161 | 50.65% 6
fuwn 7 L ars ] swswers 3457679 | 1277,126 | 3694% | 14
| Vermont L 957,656 194,501 | 2031% | 46
Virginia 35 45 10,542,966 | 2225021 | 21.10% | 43
Washington 6.5 Tt08.6 11,806,170 | 6,909,239} 58.52% 1
West Virginia | 6 6 3,011,990 856,276 | 28.43% | 33
‘Wisconsin =~ | . 5 5to55 | 11,149,754 | 3,047406 | 27.33% | 38
Wyoming 2 4106 855,716 335,383 | 39.19% i1

Sources: Columns (b} and (c): Federation of Tax Administrators. Columns {d} and {e): Bureau of
Economic Analysis. Column (f) and (g): author’s calculations.

Note: * General sales and gross receipts tax (GSGR). * General sales and gross receipts data are
from the annual report of the District of Columbia municipal government which is not directly
comparable to the other states.




