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COMMONWEALTH OF PENNSYLVANIA
OFFICE OF THE COVERNOR
HARRISBURG

THE GOVERNOR Apnl 12, 2000
The Honorable Trent Lott The Honorable J. Dennis Hastert
Majority Leader Speaker of the House '
United States Senate U.S. House of Representatives
The Capitol, §-230 The Capitol, H-232
Washington, DC 20510 Washington, DC 20515

Dear Senator Lott and Speaker Hastert:

* Lunderstand that Congress may soon consider proposals addressing the Internet Tax
Moratorium set to expire next year. Technology has been a central focus of my administration
since I took office 5 years'ago. From education to public safety, our commitment to information
technology is helping Pennsylvania to remain competitive in the global economy and preserve
the high quality of life in the Commonwealth. Internet based commerce is changing the face of
how we do business in Pennsylvania and providing rapid access to a whole new world of
information.

To foster the electronic boom I support an extension of the current Moratorium on access,
multiple, or discriminatory taxes. The Internet has been growing at a record pace and I believe
the moratorium has facilitated that process by assuring that commerce over the Internet is not

~ singled out and taxed in new and creative ways. Thatis why I proposed and the Legislature
- approved a repeal of Pennsylvania sales taxes on computer services as well as a tax prohibition
on Internet access charges. More recently, in my 2001 budget, I have proposed a Sales Tax
Holiday for Commonwealth residents who buy personal computers.

Pennsylvania is rather unique because we continue to manufacture goods. Thus,
technological advances are often applied to many of those goods produced in Pennsylvania.
Decisions on the taxation on Internet commerce therefore, are very complex and must balance
the needs of both Internet and Main Street based businesses.

The report submitted by the ACEC Business Caucus to the Advisory Commission on
Electronic Commerce acknowledged that “In addressing whether and how the Internet should be
subject to taxation, a major priority should be reducing or removing access barriers to perhaps
the most advanced and useful medium of communication and commerce yet devised”. [ concur.

[ also agree with the Caucus position that the system taxation of remote sales should be
simplicity, efficiency and faimess---and that “(o)ur system of federalism mandates that the
burden to produce such a system falls on the states™.




My concerns with the report include their preemption of the state role, albeit for allegedly
a period of five years, during which time the Caucus recommends that Congress pass laws
preempting state sovereignty. We, state and local elected officials, are best suited to reach a
consensus on what changes need to be made to our sales and property taxes without creating a
competitive disadvantage for any of our businesses. The magnitude of the undertaking is only
equaled by its importance. States must work with local governments and its stakeholders---
consumers, telecommunication and other remote businesses as well as our Main Street business
to address these challenges.

As Congress considers legislation on Internet taxation, I hope that 2 guiding principle will
be fair competition between Main Street businesses and Internet businesses. An extension of the
Moraterium will provide us more time to asses the situation and ensure that we do no harm to
either side. I strongly urge that when considering the impact of electronic commerce on our
economy, any changes to the state tax structure should be done gradually and with consultation
of all stakeholders.

Sincerely,

"/7;*-‘ 4""7""

Tom Ridge
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STATE OF NORTH DAKOTA
ORFICE OF THE GOVERNOR
800 £, Saulwverd Avenue
BISMARCK, NORTH DAKGTA 54605-0001

ol 1701) 328-2200
EDWARD T. SCHARER FAX (7011 328-2206 DD (701) 328-2887
GOVERNOR E-MAIL: govemorPpionser.stetend.us
April 7, 2000

The Hoporabie I, Dennis Hastert
Speaker of the House

2263 Raybura House Office Building
Washington, DC 20515-1314
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certain goods.
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It is complex, I know: We should avoid deing anything 1o stifle the growth of the Interner and
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Governor
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OFFICE OF THE GOVERNOR

STATE CAPITOL

SANTA FL NBW MEXICO 87303
GARY E. JOHNsSON (505} 8273000
GOVERNOR
April 12, 2000
The Honorable Trent Lott The IMonorable Thomas A. Daschle
Majonity Leader Minarity T.cader
United States Senute United States Scnate
The Capitol, Room S-230 The Capitol, Room §-221
Washington, D.CC. 20510 Washington, D.C. 20510
The Honoruble 1. Dennis Hastert The Hunorsblc Richard A. Gephardt
Speaker o Minority Leader |
L1.8. House of Represcntatives U.S. House of Represcntatives
The Capitol, Room H-232 The Capitol, Room H-204
Washingion, D.C. 20515 Washington, D.C. 20515

Vear Scnater Lott, Senator Daschlc, Speaker Hastert and Representative Gephardt:

I ure writing to urge support for a fair and equitable system to ensure that all Main Street retail

stores and Inlernet commerce can compete on a level playing field and to cnsure that all

Americans c¢an join us in supporting the Intcrnet 8s part of our new cconomy, and 1o urge you Lo L
reject the Advisory Commission on _F_.I_ec_;rp_n.ip__.;ﬁiommﬁf*??_.(A(_:I_E_C)sr_cport,' Iz:stcad_qf;;j'ropbsing & oo
~mieans addressing the requirements laid aut in the law to recommend a new state and local sales

tax system 1o ensurc a level playing Geld and to protect the sovereignty of statcs, the rcport
proposes unprecedented inlerference into the rights and responsibilities of the citizens of New

Mexico and their ability to determine how they want o finunce vita! pubhic services and

mnfrastructure. :

The new economy offers incredible opportunitics. 1t imposes a great responsibility on all of us 1o
cohance clectronic commerce, hut not at the cxpense of our small, Main Street businesses. In a
world like this, if remote sales over the Internet are taxed differently than intra state sales, we will
have a system bascd upon a tangle of legal maneuvering that will create separations between lacal
merchunt and ther Intemet counterparts, and a playing ficld that will be viewed ay inherently
unfair. Such unfawrness, if left 1 fester, will bring tontempt and non-compliance. It is hard o
argue with the need for an enonmous straplification of statc and local sales taxes that can pave the
way oward a level playmg field that does not discriminate between methods of access. Congress
aceds o ensure we in New Mexico can move toward a level playing field. Tt needs 1 make sure
the foderal government does not act n g way that permanently discriminates aEainst our small
busincsses and rerailers,

The must important reason [ oppose this proposal 1s that it would substantially interferc with stawe
sovereigaty. The U.S. Consulution wus very clear in both ensuring stau; sovereignty and creating
a critical balance between federal and state authority. For well over 200 years the federal



Page 2

government has respected state sovereignty and has been extremely careful not to interfere with
the states’ ability to independently rajse revenues. This proposal would dramatically undercut
thiz precedent.

It is hard to think of any more fundamental responsibility of governments and ejected officials in
our nation than that of determining which taxes and fees are utilized to pay for the services that
our citizens want and need, It is my responsibility, working with our stic legislature, to
determinc what taxes 1o cut in New Mexivo—not anyone else's. Owr state rclies primarily on
sales, property, and income taxes—all areas proposed for mandated federal cuts by the report.
Such a proposal would intrude very deeply into the rights and responsibilities of our state and
local governments.

Sincerely,

Gary E. Johnson
Governor

Cc: The Honorable Pete Domenici
U.S. Senator

The Honiorable Jeff Bingaman
U.S. Senator



STATE CaAPITOL
600 DexTER AVENUE, Room N-104

OFFICE OF tHE GOVERNOR MONIGOMERY, ALABAMA 36130
DoN SEGRLMAN ' (334} 242-7100
GOVERNOR STATE OF ALABAMA FaX: (334) 242-0937
April 11, 2000

The Honorable Trent Lott The Honorable J, Denis Hasrert

Majority Leader Speaker of the House

United States Senate U.S. House of Representatives

The Capitol, 8-230 The Capitol, H-232

Washmgmn, D.C. 20510 Washington, D.C. 20515,

Dear Senator Lott and Speaker Hastert,

I am writing to express my grave concerns regarding the Advisory Commission
on Electronic Commerce (ACEC) proposal that was included in the Intemnet Tax Freedom
Act (ITFA). I believe the proposal represents an attempt by the federal government to
take control of fiscal policy away from the states, and I strongly urge you to reject the
report.

As Governor, I have pursued responsible, conservative fiscal policies. In some

. instances, targeted tax ‘cuts are an important part of this State’s overall financial plan..

‘However, these are dacxsmns that must rest with the State, and not with Congress. As

you may know, any such measure would potentially infringe on this State’s ability to
support public schools. Therefore, I am unequivocally opposed to any attempt by the
Federal government to interfere with the states’ rights to collect sales taxes,

In addition, while I appreciate the policy challenges posed by the new global
ecopomy, I have concerns with Congress establishing a series of tax breaks for a few
special interests. This is particularly true when doing so would undermine a more-than
200-year tradition old of respecting states’ sovercignty. Agam, I ask you not to advance
any effort to take control from the states and send it to

)

Don Siegelman
Govemor

A
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The Honorable Dennis Hastert
Speaker of the House
U. 8. House of Representatives

Washington, DC 20515

Dear Speaker Hastert,

PRFTVI Wt e

Frank K_éatz‘ng
Covernor

April 10, 2000

As you prep#re to consider legislation conccrﬁing taxation of sales made on the Internet, I
ask that you consider thase important factors:

.. Second, Congress should not-

re-empt the ste fes on this issue, Each state has its own

' "uni'quc tax strucnure. It would be a mistake 1o impose 2 “one size fits all” standard on 50 separate
states and the District of Columbia. We currently do not have & national sales tax; saleg taxes

Third, no matter what form le
creation and preservation of a leva] P
where one state or one region or one

gislation ulimately takes, it must have as a central goal the
laying field. It would simply be unfair to establish a system
industry has a special advantage,

STATE CAPITOL BUILDING OKLAHOMA CITY, OKLAHOMA 72105 « (405) 521-2342 » Fax (#05) 521-3153



' !
I appreciate the leadership you have shown bn this issue and ask that your future astions
and deliberations be fully informed by the needs ofithe states and the requirement of faimess to
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PARTICIPATING/OBSERVER STATES

At its March 2000 meeting, the rules adopted by the Streamlined Sales Tax Project
anticipated two levels of activity in the Project as dictated by the executive and legislative
branches in each interested state. “Participating” states represent those states in which
the Governor has signed an Executive Order or the legislature has passed legislation
authorizing state personnel to participate in the discussions of the Project. Participating
states are also voting representatives in the Project. “Observer” states represent those
states that have expressed an interest in the Project’s mission but have not received the
executive or legislative authorization to become a Participating state. Observer states
participate in all Project meetings but do not have voting status within the Project.

As of February 26, 2001, the following list represents Participating and Observer states in
the Project.

Participating States (32) Observer States (7)
Alabama. -~ California
Arkansas Colorado
Hinois Connecticut
Indiana Georgia
Towa Idaho
Kansas New York
Kentucky Pennsylvania
L.ouisiana
Maine
Maryland
Michigan
Minnesota -

Mississippi
Missouri
Nebraska
Nevada

New Jersey
North Carolina
North Dakota
Ohio
Oklahoma
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Washington
West Virginia
Wisconsin
Wyoming




ORGANIZATIONS AND COMPANIES THAT HAVE TESTIFIED BEFORE THE
PROJECT, ATTENDED PROJECT MEETINGS OR VOLUNTEERED THEIR
EXPERTISE TO THE PROJECT'S WORK GROUPS

Azko Nobel, Inc.
Albertsons
Alcoa
American Automobile Leasing Assn.
American Bar Association
American Electronics Association
American Express Company
American Management Systems
Apria Healthcare, Inc.
Arthur Andersen LLP
AT&T
ATRACS Corporation
Bureau of National Affairs
Boerio and Company, CPAs
Burr Wolff
Carnegie Mellon University
CCH Incorporated
Chevron U.S.A., Inc.
- Citigroup
Clifton Gunderson LLC
Committee on State Taxation
Consumer Healthcare Products
-+ Association (CHPA) - -
Dean Foods o
Dollar General Stores
Dryden Matrix Technologies
DuCharme, McMillen & Associates
EDS Corporation
Electronic Commerce Association
Equipment Leasing Association
Ernst & Young
Esalestax.com
Federated Department Stores, Inc.
First Data Corporation
Food Marketing Institute
General Electric Company
Grocery Manufacturers of America
Group 1 Software
Halliburton Company
Hewlett-Packard Company
Ilinois Tool Works, Inc.
Independent Systems & Programming
Internet Tax Fairness Coalition
Internet Tax Group

Interstate Solutions, LLC

1.C. Penney Company, Inc.

Jones Day Reavis & Pogue

KPMG LLP

Kraft Foods

Lowe’s

Mastercard International, Inc.
McDonald’s

Michael, Best & Friedrich, LLP
Micro General/Fidelity Natl. Financial
Microsoft

Midwest Hardware Association
National Association of Realtors
National Confectioners Association
National Retail Federation
National Soft Drink Association
Nationtax Online, Inc.

Natl. Automatic Merchandising Assn.
NPRC, Inc.

Pitney Bowes

Qwest

Sara Lee Corporation

‘Sears Roebuck & Company

Sherwin-Williams . .

Sprint

State Tax Notes

Stephens Law Firm

TaxNet Systems, Inc.

Taxware International

Texas Taxpayers & Research Assn.

The Chocolate Manufacturers
Association

Toys “R” Us, Inc.

Tribune Company

University of Georgia Law School

USAA _

Verizon Services Group

Vertex, Inc.

Wal-Mart Stores, Inc.

Wheels, Inc.

Williams Communications

Williams Companies

Zucker, Scoutt & Rasenberger, LLP



Seiected Quotes
Streamiined Sales Tax

“Correster believes that the Streamlined Sales Tax Project is the only viable effort with the ability
to preserve state sales taxes.”

“The Streamlined Sales Tax Project has momentum, wide buy-in, and timing on its side.”

2000 Forrester Research, Inc.
November 2000

"The National Retail Federation believes that the Streamiined Sales Tax Project drait
proposal...has taken the first big step %o laying the ground work for a major overhaul of the
current sales and use tax system...”

Maureen Riehl, Esq.
National Retail Federation

(This is the) "last best chance for states to determme the future equity and retevance of sales
and use taxes in the new economy.”

Wayland Waggoner
Albertson’s, Inc.

"You have demonstrated to the nay sayers that more than hatf the states can work together o
: -accompi;sh slmphf catlan of. the;r tax system...
: ' Jae Brooks National League of Cmes

"This project has gone further and made a more sincere effort than all previous groups that
grappled with the issue.”

"With regard to the exemption administration proposal, we believe that this is a shining example
of the state participants' ability to question the current system and find an easier, less
cumbersome, more rational solution.”

"Truly innovative...”
Diann Smith, General Counsel, Commitiee on State
Taxation (COST)

“Significant progress in many areas of this enormous undertaking..."
Robert Jenner, Toys "R" Us, Inc

"Tremendous strides have been made toward a more workable system, even toward many of
those simplification goals set forth by the Advisory Commission on Electronic Commerce.”
David Builington, Wal-Mart Stores, Inc.
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Making Net Sales Tax Pay

eCommerce growth exposes deficiencies in sales tax laws.

By Jeremy Sharrard

o
i

State reforms, Web-based collection technologies, and the
With John C. Mclarthy \ .

hanging complexion of online retail will ultimarely force

o3

Michael . Tavilla

rerailers to collect taxes on all remote sales.

THE LANDSCAPE

* The Net brings focus to the sales tax debate.

» LHfores wo reform sales taxes have emerged on a number
of fronts,

ANALYSIS
* The Streamlined Sales Tax Project is at the center of sales
tax reform efforts.

* States will gain the ability to collect taxes from remote
sellers. - '

ACTION
* Dot Coms should get their heads in the tax game.

WHAT IT MEANS
* Real-time tax collection will create economic indicators,
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Making Net Sales Tax Pay
THE LANDSCAPE

The Net Brings Tax Debate To The Fore

State governments had given up on going after sales taxes on catalog

purchases. But looming revenue losses from eCommerce combined with

eroding tax bases have spurred them into action. States are now working
together to simplify their sales tax systems in hopes of collecting taxes on

all remote sales.

ONLINE TRADE’S GROWTH HAS CAPTURED TAX ATTENTION

Sales tax laws that date back to the 1930s are ill-equipped to preside over the borderless
world of eCommerce (see Figure 1). Their shortcomings will become even more starkly
apparent as online trade explodes -~ with US business-to-consumer (B2C) and business-
to-business (B2B) eCommerce growing to $207 billion and $2.7 trillion, respectively, by
2004 (sce the September 2000 Forrester Report “Online Retail’s Ripple Effect” and see
the February 2000 Forrester Report “eMarketplaces Boost B2B Trade”)

- Net sales exacerbate tWQ issues that have long piagued pubhc tax admlmsz:rators and .
tax counsels at retail companies: 1) uncertainty about how to tax commeérce in which
the buyer and seller are in different states, and 2) administering and complying with
an increasingly complex and varied web of sales tax laws. But the debate over how to
collect taxes on Web transactions has moved to center stage because:

* Eroding tax bases bring a sense of urgency to the debate. The economy has
tilted toward services -- which are largely untaxed - and only 40% of consumption
is presently subject to sales taxes, according to one estimate. To compensate, states

have steadily raised rates. When sales taxes were first introduced during the Great
Depression, rates were below 1%; now they are estimated to average 6% nationally.

Even in good economic times, states fear their surpluses will evaporate unless new
revenue sources are found.

* Physical-presence requirements limit tax collection. The Supreme Court has
ruled that a firm -- online or offline -- must have nexus, physical presence, within
a state or it can’t be required to collect sales taxes from customers in that state.
Consumers are supposed to pay taxes on anything they purchase from a catalog
over the Internet, but no one does. States have done lictle to collect these “use
wxes” or educate consttuents about them.

WEOOD Forrester Respgech, ing Keproguchon Froninited




Making Net Sales Tax Pay
THE LANDSCAPE

Figure 1 The Evolution OF Sales Tax

The Depression farces states to find new revenue sources
1932 . Mississippi is the first state to introdiice a sales tax 1o help increase lagging revenues and
broaden its tax base
1967
1992
1998
2000

Source: Forrester Research, Inc.

»eCommerce tax myths predominate. Many believe -~ incorrecdly -- that the
Internet Tax Freedom Act (ITFA) passed by Congress in 1998 made the Internet
tax free. It did mot. Consumers are charged taxes on Internet purchases from
companies that have nexus in their state, and they are supposed to pay use taxes
on the rest of their online purchases. ITFA legislation rherely prevents states from
adopting new Internet-specific taxes.

The Net Has Emerged As A Catalyst For Long-Languishing Tax Reform Efforts

The states have been confronted with a buzz about eCommerce and predictions that Net
sales will soon dwarf catalog sales. In this environment, previously unpalatable proposals
to reform the US sales tax system have been resuscitated:

* The Streamlined Sales Tax Project (SSTP) owns the most mindshare. States
are working to create model legislation intended to simplify their current buffet of
more than 7,500 tax codes (see Figure 2). Tax administrators from 27 participating
and 12 observing states comprise the group and have high hopes for simplification
efforts (see Figure 3).




Making Netf Sales Tax Pay
THE LANDSCAPE

Figure 2 The Strearniined Sales Tax Project’s Agenda

Streamlined Sales
Tax Project (SSTP)
+ Established in March 2000
« Comprises tax

administrators from
39 states

Source: Forrester Research, Inc.

« Renegade state initiatives dot the landscape. Tndividual states have alreéady begun
working on their own to expand collection of taxes from remote sellers. Earlier
this year, the California legislature proposed expanding the definition of physical
presence in the state for the purpose of tax collection (though Gov. Gray Davis
subsequently vetoed it).

* Many have stepped up use tax collection efforts. A number of states have
made short-term efforts to recoup lost sales tax revenue. Some, such as Maine
and North Carolina, include a line on their income tax return forms prompting
taxpayers to report taxable out-of-state purchases. North Carolina and Connecticut
have also entered into agreements with other states to share audit information and
go after negligent purchasers.

*The ITFA extension clouds the issue. In 2001, Congress will consider whether
to extend the current moratoriam mandated by TTFA on new Internet-specific
taxes. Sen. John McCain (R-AZ) has favored permanently enacting the moratorium
on new Internet taxes. Meanwhile, Sen. Byron Dorgan (D-ND) has thrown his
energy behind legislation that would sanction states’ abilities to collect use taxes if
enough of them simplify their tax codes.

FPEEY REsearch, i, Kepr




Making Net Sales Tax Pay
THE LA\EDSCAPE

Parficipating states* (27)
Observing states™ (12)
Not involved (6)

[ No sales/use tax {5)

* Participating states are those
that have issued an executive order
-or enacted legislation allowing
participation
** Observing states may attend
-hearings and have their input
recorded just as participating states,
but they exercise no voting power

3-2 : What states think will happen

The timeis rtght foir reform
“Thiere is much more cooperation in the
Str _amfrned Saies "i”ax ?rcuect Praject than

gc_:od and have

It ina much simpler

mentis to a simpler
ion, Basierfiling

e rules in general.”

problems, but Ican't see anyone as agamst
simplification.”

Based on interviews with 27 state and local tax administrators

Source: Forrester Research, Inc.

Brobibiian

arrester Ressarch, nc, Reproduciion




Making Net Sales Tax Pay
ANALYSIS

ANALYSIS

Remote Sellers Will Ultimately Collect Taxes
After decades of wrangling, the one-two punch of watered-down
simplification and improved tax collection technology will be enough

to compel Congress to mandate that remote sellers remit use taxes --
but not before 2005.

A LACK OF VIABILITY WILL DERAIL MOST SOLUTIONS
States” sales tax laws reflect 70 years of logrolling by parochial interests. Thhe labyrinth
of issues under discussion, tangled legal precedents, and the political combustibility of
any tax changes will imit the impact of most proposed reforms.

* Federal proposals will go nowhere. Federal legislators are loath to open the

sovereignty can of worms that comes with any new law regarding sales tax collection
on remote sales. They would risk angering taxpayers and the states, while receiving
no federal revenue in return. F O BOW, federai 1egislatzon will only serve as a cIub
o spur state action,” ' A e : B

. Rex:egade states won’t be able to go it alone Efforts by states hke Cahforma
to expand collection will merely scare away businesses and mire states in legal
challenges from angry retailers. With more than 7,500 individual ax jurisdictions
in the US, reform must combine a critical mass of them, or businesses will just
relocate to jurisdictions that fit their needs. Forrester believes that any significant
effort to reform sales tax must include at least 20 states.

*Supreme Court action will be little more than a wild card. Some believe that
a state-audit of an e-tailer not collecting taxes will make its way to the Supreme
Court and generate 2 ruling on nexus and eCommerce that will resolve the debare.
But judicial resolution won't come before years of appeals make their way up
through the courts. Even if the Supreme Court acts, the judicial branch has shown
its strong preference that Congress legisiate any redefinition of nexus.

Strearnlined Sales Tax Effort Controls The Debate

Despite the Streamlined Sales Tax Project’s limited visibility and even more limited
resources, Forrester believes that the SSTP is the only viable effort with the ability to
preserve state sales taxes. The group has assumed the central place in the debate by

NMOVERMEER 20060 QLG Forrmgter Hosaorch, i, Reproducion Frob




Making Net Sales Tax Pay
ANALYSIS

* Targeting long-problematic administration and tax code complexity.
Differences among individual states” and tax jurisdictions’ product definitions
have grown more complex as states have carved out exemptions to attract business.
And sellers are burdened by administrative tasks like authenticatng and storing
tax-exemption certificates. In response, the SSTP is creating common definitions
for goods and looking at automating and transferring the burden of proof for
exemptions to buyers.

* Bringing a broad coalition of players to the table. State tax administrators
lead the project, but since its beginning, the group has sought assistance from
the business community (see Figure 4). The project has held public hearings to
elicit comments, and it will rely on the lobbying muscle of sympathetic retail
chains when it submits model legislaton to staté legislatures early next year.

* Bundling policy reform with new technology solutions. The SSTP is artacking
the definitional and administrative problems that predate the Internet and fusing
its proposals for resolution with recommendations for employing new Net-based
tax collection software. A pilot project wherein vendors will remit use taxes to four
states using new tax collection technology starts this month.

STATES WILL CLEAR HURDLES T0 REACH SALES TAX RESOLUTION

The'

Streanﬂmed Sales Tax Project has momentum, wide buy-in, and timing on its 51de

Workmg with states, the group will help to compel Congress to require Internet retailers
to collect use taxes on purchases -- but not before 2005, Prior to gaining the ability to
collect taxes, state efforts will face a series of hurdles through four phases (see Figure 5).

1)

2)

&

Educating (2000-2001). Tax reform groups will scramble to draft legislation
while informing legislatures about the necessity of reform.

Legislating (2002-2004). State legislatures will pass politically palatable laws that
lighten businesses’ administrative responsibilities.

Dealmaking (2003-2005). After initially kowtowing to retailers, states will work
to coerce remote sellers to voluntarily collect use taxes.

Collecting (2005+). The combination of light simplification and advanced
technology will compel Congress to mandate remote sales tax collection.

LA

Farrester Sasparch, Inv. Reproshuciiod Profibiiag sV




Making Neat Sales Tax Pay
ANALYSIS

Figure 4 SSTP Decision-makers Have A Range OF Motivations

% Wheo's in

What they say
Our burdensome and overly

_ Whatthey mean
The Net presents a great opportunity

State . b i
governments compilex sales tax system isripe 1o get revenue from remote sales and
for reform usurp [ocal taxing authority
Traditional W& would like for the tax system We're t;red of th:ase Dot Coms get‘tmg
retailars 10 bestreamiined to reduce the - .'
burden for everyone
Technology With the cooperation of the _e{fp the states sumplrfy
vendors States the technology exists to de but rot 1o the point
T omfta na_ticg_r_)ai Tax system ot Jices-ara not needed
@ Who's out ‘What they say  What they mean
Local .
governments -
e-tailors

B2B Sector

Figure 5 SSTP Will Overcome Hurdles On The Way To Reform

Streamlined
Sales Tax
Project

2004*2005

Staf:es wr%E broiier

2002-2003
deals with local
L R T | governments to
29(}0.2991 States will adopt pass legisiation
¥ i T i1administrative and raitroad
’ ~H Hreform to lighten retailers into
SSTP mUSt mform the tax collection Sggnjﬂg onto

state legislatures
about the necessity
of tax reform

burdens on sellers

collect use taxes

Source: Forrester Research, inc

tar Researoh,

i

¥

Aegroduciion

Frohibited

"



Making Net Sales Tax Pay
ANALYSIS

Phase One: Educating {2000-2001)

Dissemination and education efforts will consume streamiined sales tax advocates for the
immediate future. Few state legislators even know that a project is underway to allow
states to begin collecting use taxes from remote sellers. Streamliners had hoped o pass
legislation in at least four stares next year, but Forrester believes they’ve underestimated
the work needed to educare legislatures about the need for streamlining. For the next
year, tax reformers will work to assure state and federal representatives that proposed
legislation does not impose new taxes on eCommerce. At the same time, they’ll closely
monitor the progress of the technology pilot.

* SSTP will pass the baton to the NCSL. The National Conference of State
Legi'siatures (NCSL) plans first to tweak and then to endorse the coming model
legislation. When legislatures convene next year, the National Governors’
Association (NGA) will join the NCSL in proselytizing sales tax simplification
legislation to states as a means of reducing government bureaucracy.

*'Tax technology will take a test-drive. Working with Kansas, Michigan, North
Carolina, and Wisconsin, volunteer retailers will test the ability of technology to
make collecting taxes easier. Tax software vendors TAXWARE, Vertex Software,
and esalestax.com will get their shot to prove that technoiagy.can solve much of
the tax collection problem (see the February 7, 2000 Forrester Brief “Internet

. Sales Taxes Don’t Need A Tea Party”). The pilot will test the certified automated

service method of automating use tax collection and remittance (seé F igure 6).
States hope to announce their results in 2001.

* Congress will extend TTFA with minimal additions. States will closely wartch the
progress of a rider to the TTFA moratorium extension proposed by Sen. Dorgan
that would grant states the ability to collect use taxes once 20 states simplify their
systems uniformly. Though the ITFA moratorium will likely be extended,
Dorgan’s automatic trigger will likely be defeated -~ because Congress would
prefer to postpone discussions about expanding states’ ability to collect taxes. But
deliberations over the rider’s fate will presage how Congress will respond to the
expansion of states” tax collection responsibilities.

Phase Two: Legislating (2002-2004)

In the second phase of sales tax deliberations, streamliners’ efforts will focus on building
legislative momentum. Having educated legislatures about the issues at stake, the SSTP
will focus on actually getting something passed. By the end of this phase, advocates will
finally begin to convince skeptics that the debate can be resolved -- pointing to their
political victories and successful rerarns from the technology pilots.

LRG0 Forrestar Besparah, ine Reps




Making Net Sales Tax Pay
ANALYSIS
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* States will trumpet pilot results to dispel collection burden concerns. Tn’
the wake of the 2001 holiday season, states will announce favorable results from
the pilot tax collection effort -- highlighting the ease of the system for retailers.
Streamlining advocates will craft politically viable legislation that highlights stares’
ability to reduce burdens by standardizing administrative hassles like tax
remittance frequency.

¢ Five states will take the lead in passing new regulations. Though advocates had
hoped legislation would be passed earlier, they’ll sign on their first five states in 2002.
The first to approve will be North Carolina, Michigan, and Florida (see Figure 7).
Legislatures will bundie reforms to Web-enable exemption processing and seller
registration with popular eGovernment initiatives.

*States will use momentum to bring locals aboard. In return for 2 share of new
revenues, locals in holdout states like Pennsylvania will soften their hard-line
stances and allow their tax bases to match the states’ ~- one of the prerequisites for
streamnlined legislation. However, streamlining efforts in the three states that have
tax home rule will stall -- Denver’s already projected that it would lose 27% of its
revenue if it cuts the number of items it taxes to sync with the state of Colorado.

B, i, Repradus
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Figure 7 States Will Adopt Tax Simplification Legislation At Different Times
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* Lessening of liability will drive voluntary retailer sign-ups. Sellers with both
online operations and a wide physical presence like JCPenney will be the first to
sign on to remit taxes. They’ll reduce audit Liability and shift the burden of proof
for tax exempdon to buyers in retarn for collecting taxes they would have had to
collect anyway. It makes sense; Forrester’s research shows that consumers don’t
care that much about paying sales tax online anyway - shipping charges are a far
greater concern (see the February 24, 2000 Forrester Brief “States Lose Half A
Billion In Taxes To Web Retail”).

Phase Three: Dealmaking (2003-2005)

In this phase, streamlined system advocates will bargain in many states - forsaking
contentious definition legisladon to get more acceptable administradve streamlining
approved. States will also play hardball with retailers to force them to voluntarily remit
sales and use wxes. By 2003, a renewed sense of urgency will pervade the Net sales tax
debate. By this time, there will likely be a slowdown in the economy. Online retail wilt
reach $155 billion -- almost four times its total in 2000. Combined with increased
business utilization of eMarketplaces, states’ potential revenue loss will be $14 billion if
no measures are taken to expand their collection of use taxes (see Figure 8).

Frofupited
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Figure B eCommerce Sales Tax Loss Wil Grow to $13 Billion By 2(}{)4
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« A second round of proposals will allow states to opt out of definitions.
While states will pass administrative simplification legislation, many will hesitate
to redefine their state’s tax definitions out of fear that they’ll lose the ability to
atrract and retain businesses in their states. Reformers will begin to give states
more legislative flexibility to decide if they want to révis_e definitions. They’ll present
legislation with mandatory administrative elements and an optional, 3 la carte set
of definitions from which states can choose in areas like food and clothing.

* Threatened lawsuits will force participation of nexus-dodging retailers.
Early on, brick and mortars like Barnes & Noble and Wal-Mart ran an end-around
against existing nexus laws by spinning off Dot Com businesses as separate entities.
But now that they've realized that a brick-and-mortar presence is an asset, they're
accepting in-store returns and offering cross-promodons. States that have passed
streamlined legislation will use the threat of legal action to coerce retailers like
Walmart.com to begin to use the SSTP system to remit taxes.

* States will audit B2B eMarketplaces. Though states have focused their
attention on the retail sector, by 2003 they’ll realize that the larger opportunity
is lost revenue from businesses failing to remnit use taxes. States will run use tax

EAPO0G Forresier Resesrch, Inn, Neprosfucion Frops
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education campaigns aimed at businesses and audit office-supply eMarketplaces
like PurchasingCenter.com to nab small and medium-sized businesses that haven’t
paid use taxes on nonproduction materials they've bought online.

s Efforts to bring Dot Coms on board will sputter. Currenr policies limit the
credits states can offer retailers in revurn for collecting taxes. Because states are
leery about giving special treatment to remote sellers, they won't be able to grant
significant incentives to Net retailers to collect use taxes. Pure-play Dot Coms will
hold out on voluntarily collecting while struggling to differentiate themselves in an
environment requiring profit-oriented business models.

Phase Four: Collecting {2005+) _ : -

By 2005, the tax issue will begin to lose its political combustibility. A{I‘Qsé surviving Dot
Com retailers will necessarily expand their presence to meet customers’ needs with
warehouses, strategically placed stores, and local delivery parmerships (see the April
2000 Forrester Report “The Demise Of Dot Com Retailers”). As a result, Dot Coms
will be collecting taxes they had previously avoided -- tax reform or not. States will use
a few highly publicized audits of businesses negligent in remitting use taxes to scare the
rest into complying with reporting. Legislative action, brought by the new Congress in
January 2005, will be packaged as an eGovernment inidative -~ rewarding with revenue
those states that 51mphfy busmesses remote sales tax burdens.. '

“*States Wll}. upgrade theu' mtemal systems. As retm}ers retool collecmon systems
and plug in to tax collection technology solutions, states will focus efforts on their
own tax collection back ends. o reduce retailers’ burdens, they'll encourage online
reporting and eliminate monthly forms in favor of automated transfers. Retailers
will be able to file at their convenience -- ranging from daily to annually.

* Businesses will focus lobbying efforts on burden reduction. Realizing that
Congressional zction is inevitable, businesses will lobby Congress to mandate that
states must simplify to the point of one tax rate per state in order to collect remote
taxes. Lobbyists will advocate the creation of a sales tax strucrure like that of the
Internatonal Fuel Tax Association {IFTA). Within IFTA, truckers submit fuel tax
returns to their home states, relying on them to remit to any other owed states.

* Congressional action will occur as an eGovernment play. After more than
wwo-thirds of states have done the dirty work of streamlining their systems, the
issue will have cooled off encugh for Congress to step in. Congress will craft a
bill as an eGovernment incentive package for states — thus ducking anti-tax
proponents. In return for upgrading their collection systems and simplifying
requirements placed on vendors, states will receive taxes from remote sales.

LEODG Forresicr Rasearch, Ing. Reproffuct
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@ ACTION

Fradidonal retailers should change their tune,

While traditional retailers have helped to forward the efforts of the SSTP,

their goal has been more to burden online retailers with onerous tax collection
responsibilities than achieving simplification. By coming to the table with this
narrow motivation, brick-and-mortar chains risk missing an unprecedented
chance to work with governments to reduce tax collection burdens for all sellers.
R&t_aﬂéfs' should invite Dot Coms to the table and both should work with states
to create a truly simpler system for collecting taxes. Simpler tax structures mean
increased profitability for all retailers. :

Dot Coms should pull their heads out of the sand.

Online retailers have been conspicuously absent from sales tax reform deliberations.
That tactic may have worked at first, but now that states are organizing to expand
collection, Dot Coms should work with -~ rather than ignore -~ tax reformers.
I they remain on the sidelines while traditional retailers help shape tax policies,
Dot Coms will find themselves crippled once they are legally required to

collect taxes.

“Accounting firms should buy tax collecting technology vendors.

Large systems integrators and accounting firms like EDS and Ernst & Young
shouid snap up tax collection technology vendors like esalestax.com or TAXWARE
before their price tags go up. Getting involved in tax collection automation will
make up for the revenues their tax practices will miss out on once states ease
compliance burdens on retailers -- reducing sellers’ need for accountants.

Dremocrars should make the tay issue thely own,

Democrats have neither embraced nor distanced themselves from the Internet
tax debate. Republicans are divided on the issue -- caught between states’ rights
and anti-tax leanings. Democrats should endorse the streamlining efforts and push

Congress to pass enabling legisladon. Though they'll initally face resistance from
anti-tax and pro-technology critics, they’ll win out if they cast their proposals

as eGovernment reform. Plus, they’ll garner valvable political capital from
appreciative governors -- and fluster Republicans by highlighting an issue that
divides them.
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WHAT IT MEANS

The implications of simplified taxes and remote seller collection of use taxes are
sigmificant:

S8TP will provide a myodel for future state deliberations.

The ageographical nature of the Internet will spark further showdowns between
fragmented state-level policies and the need for uniform standards. States will
rurn to the SSTP mode] as they scramble for control over issues like state
franchise laws, insurance, and financial privacy policies. By collaborating closely
in crafting new policies, states retain their sovereignty while eliminating the
newly glaring inconsistencies in individual states’ policies.

Streamibined project will pave the way for a VAT discussion.
Even as legislators sort out sales tax in the US, they’ll be preparing to take their
discussions international. Global eCommerce will contimie to grow -- forcing
countries 1o discuss how to administer taxes on eCommerce purchases that
travel across borders. Most of the rest of the world uses a value-added tax (VAT), g
which at present would be political impossible in the US. But after legislators
. ~spend five years overhauling tax systems, the VAT might be easier to imagine as
"2 way of éﬁs_izig. ﬁsﬁiﬁt&'ﬁhé&éha}:.tﬁide discrepancies. ' o

States will use Wet cash registers to ease retailers’ pain.

Once states start collecting taxes from remote sellers, they'll turn their focus to
small and medium-sized retailers within their borders. States will offer these
sellers assistance to buy and implement Web cash registers from NCR and IBM.
Offering registers that automate tax remittance will help states get their hands

on taxes more quickly and easily, and it will free retailers from their current
audit risks,

3
iz

The tax systemn will create a real-time economic indicator.

When remote seilers are collecting taxes on all purchases and traditional retailers
are using Net cash registers to ring up sales, the result will be a wellspring of
retail data. With immediate information about buyers’ spending habits, clothing
makers will be able to see which styles are selling where and adjust distribution
accordingly. More significant, governments will be able to release daily retail
indexes charting consumer attitudes and the economy’s health.

Hl Farraster Ressarch, Ino Re;
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§§;’f'§§“§i"€}‘3£i§ collection will force states ?é it rates.

As states have historically exempted more purchases from taxes, they have
responded by raising tax rates. Taxing remote sales will -- at least temporarily --
reverse this trend, allowing states to expand some of their shrinking base. It
won’t be long before consumers rally for their tax rates to be cut. States will
respond in kind -~ once they’re gaining new revenue and spending less pursuing
tax dodgers, they’ll be able to reduce sales tax rates without having to downsize
police departments.

Retailers will race to recast themselves as service providers.
Product sellers are increasingly turning toward bundled services to differentiate
their offerings. Most states don’t tax-services. The trend toward bundled services
will accelerate as sellers continue to look for loopholes to avoid charging taxes to

consumers. On-demand deliverers like Peapod.com will classify their business as
a grocery-replenishing service. States will have to make another effort to
streamiine definitions -~ this time, between goods and services -~ or risk missing
out on a new generation of tax revenue.

eMarketplaces will plug in use tax services as a valve-add.

As states expand efforts to collect use raxes from businesses, smart eMarketplaces
“will plugin tax: (:oliecuon providers iake ’I‘AX'WARE to offer buyers the service
of automatically collecting and remitting use taxes on goods. Business buyers

will welcome the service, anxious to avoid audits on their buying. Governments
will sanction the process and offer incentives to eMarketplaces that take the
initiative in assuming this responsibility.

Forrgiier B
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Tax practitioners are well
-aware of the most significant

swhich can generally be placed
into three categories: taxability,
‘somrcing, and administration.
“"Taxability” refers to determin-

.item is subject to tax. This-can
be a function of the natare of the
jtem, the identities of the seller
and the buyer, and/or the manner
“in which the item will be used.
““Sourcing” refers to determining
for which jurisdiction, if any, tax
is to be collected. “Administra-
tion” refers to responsibility for
updating tax rates, preparing/fil-

ing returns, making tax pay-
_ments, and dealing with audit
 responsibilities.

Taxability issues have been a
major concern to remote as well
| as over-the-counter merchants.
| Arcane, complex statutes and
regulations that classify taxable
and exempt items and transac-
fions require merchants to per-
form difficult analyses and reach
| debatable conclusions, The cur-
reat prevalent “good faith” stan-
dard puts merchants in jeopardy
when they must reach a conclu-
sion regarding whether a specific
purchase or a purchaser=s pur-

pdrted intent is entitled to the
benefit of an exemption (or
exclusion). These problems are,

_of course, multiplied for each

=~ Star Wars Meets the Sales and Use Tax: An Interim Objectlve

‘Review of the Streamlined Sales WarPrmect

@ by Susan K. Haffield, Arthur Andersen LLF, Minneapolis, Minnesota and Arthur R
Rosen, McDermott, Will & Emery, New York, New York

states working with data process-
ing firms. The arrangemen
wounld have merchants being
required to input only minima

address issues raised by the "

‘compliance-related problems,’

g whether the sale of a spccxﬁc :

Jjurisdiction for which a'merchant
is to collect tax.

Determining where a sale isto
be sourced is generally not a
problem for over-the-counter
transactions. For remote sellers,
however, identifying the correct
jurisdiction and knowing and
;mpiementmg its unique tax
reqmremcnts is often a virtually

impossible task.

Similarly, the administration
problems arise most often for
remote sellers. Such businesses
mmst contend with a muititude of
rate updates, distinct return
forms, filing dates, payment
dates, etc. Moreover, dealing
with numerons separate audits
causes substantial burdens on
remote merchanis,

Serious consideration of uti-
lizing modern techmology, cou-
pled with substantial and sub-
stantive law changes, to address
these issues began with the NTA
Communications and Electronic
Commerce Project. In that
process, state and local govern-
ment representatives suggested
that tax compliance software, in
coordination with systems main-
tzined by financial intermedi-
aries (e.g., credit card business-
es), could solve many of these
probiems. The work of the
Project, however, ended before
this approach could be fully
explored.

In connection with the delib-
erations© of the Advisory
Commission on  Electronic
Commerce {established by the
Internet Tax Freedom Act), state
and local government represen-
tatives proposed establishing 2

“trusted third party” arrangement

that would be developed by

amounts of data for each transac
tion. Such information would be
processed by a third party, pur
suant to simplified and uniforn
sales and use tax laws. That thirc
party would also be involved ir
the customer’s payment {ransac
tion, so that the appropriate sale:
or use tax would be . remittec
directly to the correct jurisdic
tion. The merchant would b
largely removed from the ta:
payment process and . assmzatez
Habilities. :

In response to-these i issues, th
states formed the Streamline:
Sales Tax Project (“SSTP” o
“Project™ in March of 200C
Over 40 states are now -partici
pating as either formal memher
or . -active . obse_rver_s of th
Project. The stated goal of th
Project is to “design and imple
ment a simplified sales tax col
lection systern that can be use
by traditional brck and morte
vendors and vendors involved i
e commerce.” Such design an
implementation is expecied t
take several years and is to b
accomplished througt 2t bes
two phases. Phase | is neann
completion; Phase I will, pre
sumably, commence in 2001,

Phase I commenced shortl
after the Project’s inception b
establishing four work groups t
address specific issues as fo
jows: Tax Base, Uniformity an
Exemption Administration; Ta
Rates, Registration, Returns, an
Remittances; Technology, Audi
Privacy and Paying for t
Systern; and Sourcing and Othe
Simplifications.  The wor
groups have made numerous re:
ommendations for simplific:
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tion. Model. 13gi§ia?_:i"0‘r‘i"iﬁcof§ﬁ«
rating these recommendations is
expected to be drafted by the end
of Deceraber 2000, in anticipa-
tion (or hope) that they will be
considered in state legislative
sessions during 2001 Phase 11 is
expected to continue through
2001 to address additional ele-

“any tax due-from fhe purchaser -

that was responsible for- pro-
viding an incorrect or invaiid
exemption certificate. -

ments, and due dates no earliery
than the 20th of the month fol-
lowing the sale. States would

also be prohibited from placing -
baps on selling prices subject §
to tax.

ments of the system. This wotk
would include additional umi-
form definitions and the devel-
opment of a uniform return for
all states.

The Tax Base, Uniformity
and Exemption Administration
work group has primarily
focused on the creation of uni-
form definitions of certain terms.
The initial efforts have concen-
trated on “sale price,” “tangible

personal  property,”  “retail
sales,” “delivery charges,”
“food,” and “clothing”.  Under

the simplified system, legisla-
-tures would still choose whether
to tax or exempt items, but
~ would use these common defi-
“nitions. The Project acknowl:
edges, however, that the adop-
tion of uniform definitions
will, in fact, result in the
expansion of the tax base in
some states and the contraction
" of the tax base in others. For
example, delivery charges
would be included in the term
“sale price” in all states adopt-
ing the simplified system even
though such charges are cur-
rently excludable in several
states.

In addition to the uniform
definitions, this work group

has recommended relief of the

2y

“good faith” requirement for
sellers who accept exemption
certificates.  Sellers would
have complete immunity from
any liability for uncollected
tax (absent, one would assume,
fraud) if they accept an exemp-
tion certificate {which might
be in electronic form) from 2
purchaser. States would seek

The recommendations of the
work group for Tax Rates,
Registration, Retorns, and
Remittances attempt i0 address
some of the administrative bur-
dens associated with compli-
ance. The “single rate per state”
concept was abandoned early in
the discussions a$ far too diffi-
cult - from a political and gov-
ernmental financing perspective
- to implement. However, the

recommendations would simphi-
fy rate changes and shift the bur-

den to the states to ensure accu-
racy. Taxing jurisdictions
would be required to provide 60

days notice prior to a rate or .
boundary change, and the effec- -
tive date would have to fall on

the first day of a calendar guar-
ter.  States would also be
required to develop and provide

. :databases for use by. retailers

that would 1éenufy 2 smgle tax
rate for each “zip plus four” area
within the state. Merchants who
rely on such information would
no longer be concerned about -
nor fear audit assessments due
t6 - tax jurisdictions whose
boundaries are not coterminous
with zip code areas.

Perhaps one of the most con-

troversial policy recommenda”~

tions thus far is to require
localities to conform to the
state’s tax base.
Representatives of local gov-
ernment have urged the mem-
bers of the S8TP to strongly
consider the use of technology
to solve the complexities rather
than require the cities to con-
form to the state.

Other recommendations of
this work group include simpli-
fied procedures for registra-
tion, single returns per state,
state administered distribution
of local taxes, electronic pay-

tomer’s “ship to” location for

“ of these applied, the seller would |

'SALES TAX *

DECEMBER 2000

IPT ONE-DAY
TAX SEMINAR
CALENDAR

The -Sourcing and Other §
Simplifications work group has
developed recommendations for
sourcing sales to taxing jurisdic- 3
tions, rounding, and bad debts.
In general, the proposed sourc- |
ing recommendation would ]
require sellers to source sales on
a destination basis. The recom- ;
mendation contains a hierarchy
of alternative sourcing rules
when there is insufficient infor-:
mation available to source the|
sale purely on such a basis. In’
addition, for certain sales, a
“Substitute Address” mle or a |
“Multiple Points of Use” rule
may apply. Exceptions to these
general rules have been recom-
mended for advertising services :
and telecommunications.

Under the fundamental desti--
nation-based rule, the seller’
would source the sale to the seﬁ-_
er’s business location for over-
the-counter sales and to the cus-

items delivered to the customer.”
If these did not apply, the next:
level in the hierarchy would be
the purchaser’s address as main-
tained by the seller in the ordi- |
nary course of business. If none

be directed to use the location
provided by the purchaser dur- |
ing the consummation of the
sale, which could include the J§°
address of the purchaser’s pay-
ment instrument (such as a cred-
it card).

The “Substitute Address |
RBule” would apply when the ]
seller could not apply the desti-
nation-based rules noted above.
This rule primarily relates to the -
sale of intangible items such as
services and digital products.
The Substitute Address Rule |
containg  two  alternative

New Jersey One-Tday .
Tax Seminar :

Hilton Woodbridge

Iselin, New lemsey

April 30, 2001

California One-Day Tax
Seminar .

Los Angeles Airport
Marriotf .

Los Angeles, California
May 1, 2001

Pennsylvania One-Day
Tax Serdnar

Hilton Valley Forge
King of Prussia,
Pennsylvania

Miay 31, 2001

Ohio One-Day Tax
Seminar

Adam’s Marl Hmei
Columbus, Ohio
July 11, 2001

Iowa Oue-Day Tax
Seminar

Radisson Quad City Plaza
Davenport, lIowa

July 26,2001

Michigan One-Day Tax
Seminar

Dearborn Inn

Dearborn, Michigan
October 25, 2001

Connecticnt One-Day
Tax Seminar
Radisson Hotel &
Conference Seminar
Radisson Hotzl

- Cromwedl, Connecticut

November 8, 2001
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SALES TAX
REPORT approaches. including fhe use of
’ either: 1) an origin-based
ﬂECEMBER 2[?00 approach, which is the address

¢ from which the intangible was
first shipped or the service was
primarily provided (disregard-

. ing. for these purposes, 2 loca-
| tion that merely provided the

Jaast one M}
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PRIVACY AND PAYING
FOR THE SYSTEM
CTECENOLOGY™

The Technology work group

has focused on integrating tech-
nology into the sales tax collec-

“*for remitting use:tax-on purchs

es. Under this model, a joi
audit performed on behalf of :
states participating in
Streamlined System would |
performed, but the retail
would be Hable only for unec
lected sales tax if it had eneas:

- John M. Blackburn

. Richard V., Carlson, CMI |

Frank L. Dantonio

_ Robert 8. Goidman CMI_: |
Brad D. Gorsin
 Pamela A. Hams

- David A. Howie, CM1

" digiral transfer of “the produdt
sold), or 2) the commercial
domicile of the seller.

Amy M. Allen E | The Multiple Points of Use
Dawn M. Bare, CMI Rule applies to transactions
David G. Belpedio - involving the sale of an intangi-

- ble or service that will be used
concurrently in more than one
- jurisdiction. In this case, a pur-
B chaser ‘may provide the seller
~with-a “Multiple Points of Use
- ("MPU”) Exemption Form and
relieve the seller from any obhg-
| - ation to collect the tax. The pur-
- chaser will be required/allowed
fl to apportion the tax based on
* “any reasonable, bur consistent
| and uniform” method,
. Another featwme is the uni-
- form rounding proposal which
- would include the required use
of a 5/4 rule: rounding up for

E. Katy Broughton
Jeannine K. Brown
Anthony J. Capone; CMI -

Kyle Caruthers
Susan Casey, CMI
J. Whitney Compton
Stephanie Csan

Williamn S. Faulkner
Patricia A. Galbraith
Steven E. Goernier

- -rule, allowance of rounding on
returns, and rounding on either
an invoice amount or an item
. amount. ‘

The uniform bad debt provi-
. sion wouid tie the allowance of
o the bad debt deduction to the
internal revenue code provisions
(i.e, when a bad debt is written
off for federal tax purposes, it
will be allowed for sales taxpur-
poses). The deduction would be
* from the sales figures, so the tax
rate in effect at the tme of the
deduction, rather than the time
of the sale, would determine the
amount of the tax benefit.
Taxpayers would have one year
from the month that the bad debt
is recognized for federal tax pur-
poses to take the deduction on
the sales tax return. Under the
recommendation, tax would be
due on recovered bad debts, and
1o third party assignments (such
as 1o credit card companies)
would be allowed.

Huogene C. Hendrickson, CMig
Randy A. Hilger _
Kathleen M. Holston, CMIJ
James Horton ]

James J. Jackson
Kathleen G. Janavel
George B. Johnson, CMI
E. Denise Jones

Ronald J. Kane, CMI
Gilbert S, Kayton
Thomas Krysanick
Kathleen Lusgk, CMI

IPT members who have
ebtained “Just One More”§
member since the Annual
Conference.

_anything .5 and over, and round- .
--ing down for anything 4 and
j lower, a three decimal places

tion process to make the seller’s

sales tax collection burden as

light as possible. The group has
beén exploring three technolo-
gy-related sales tax collection
and remittance models. These
include: use of a third party
Certified  Service Provider
(“CSP™), use of a Certified
Automated System (“CAS™),
and certification of a retailer’s
Proprietary System (“"CPS™). All
three models reqnire the use of
software that must meet.certifi-

cation standards established by .

the states,

The CSP model could be
described as a complete .out-
sourcing of the sales tax collec-
tion function. Using this model,
a retailer would select form a list
of state-certified CSPs. A CSP

would be responsible for deter-.
mining the amount of tax due on

the retailer’s z:ransacnons, pay-
ing the tax to the states, and fil-
ing the tax returns using a state-
certified system. The CS8P
would assume the Hability, for
accurate and timely payment of
the tax and submitting the
returns.  While determining the
taxzbility of 2 retajler=s prod-
ucts would most likely be a joint
effort between the CSP and the
retailer, the states would hold the
CSP responsible for inaccurate
decisions. Failure by the retailer
to provide accurate information
to the CSP would be an issue
between the CSP and the retailer.
Neither the CSP nor the retailer
wotid be Liable for errors in the

system that the state failed to -

discover in the certification
process. However, upon discov-
ery of an error, the CSP would
have an agresd-upon amount of
time to correct the problem.
States would be responsible for
compensating  the  CSPs.
Retailers would be responsible

' models

in fraud. Retailers would rema
Hable for use tax on purchas
for their own use.

A pilot program began -

" October 2000 to test certain el

ments of the CSP model. 11
SSTP has contracted with var
ous software/data-processir
vendors to operate as CSPs
the pilot program.The four statc
participating in- the pilot prc
gram include Kansas, Michiga
North Carolina and Wisconsi
CSP contracts for the pilot prc
gram  were awarded ¢
esalestax.com, Inc.; Pitne
Bowes, Inc. (Vertex, Inc., sut
condfractor); Taxware Inte
national, Inc. (Hewlett-Packar
Company, subcontractor); an
Taxware International, Inc
(Pitney Bowes, Inc., subcontrac
tor)

As noted above, the other tw
uncier consxderatmr
though not part of the pilot pro
gram, include the CAS and th
CPS. The CAS. model woul
allow a retailer to select a soft
ware system that had been certi
fied by the state to perform onk:
the sales tax calcnlation func
tion. States would certify partic
ular systems that would be host
ed on a server and avsilable
multiple users, or wonld resick
on the seller’s system. After th
amount of tax were determined
this information would be pro
vided to the retailer, and the
retailer would be responsible fo
filing the returns. The CAS
would be subject 1o periodic sys-
tem checks, and the retaile;
would be held harmless for
transactions that were processec
through the CAS. However, the
retailer would be subject to andit
for tax remittance, retum filing, and
use tax caleulations. Compensation
for use of this model has not yet
been determined.
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The CPS model would

retailers who have developed
~ their own proprietary systems

for calcuiaung sales tax. The
states would review the system
and offer certification if the sys-
tem were to meet certain perfor-
mance standards. The retailer

© accommedate large, pationwidé ™™ ™"

occurred until now.

unresolved guestions, concerns,
and underlying implementation
will make it somewhat compli-
cated to achieve. The Phase I
proposals are not absent of busi-
ness as well as legislative con-

bied _concept of “mmntmned” were
'Of course, any timie an effort -
" of this magnitude is undertaken,
. Tepresented at the public hear- .
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substantfally parrowed: » - -
Local gevernments were also

ings through the United States
Conference of Mayors and the
National  Association of
Counties. The local govern-
ments have urged the SSTP to

thresholds for multistate sales

required to agree to process all
of its sales using the system and
meet an accuracy standard set by
the states. The system would be
subject to periodic system
-checks, Under this model, the
retailer would remain responsi-

be subject to audit. The retailer
would be compensated in some

" manner for using the system to
remit the sales tax.

SIMPLIFIED
COMPLEXITY

The SSTP has clearly gained
mormentum and made significant

~ progress on complicated issues

. .Inits short period of existence. It
" appears that the draft legislation
-of Phase I recommendations will

be completed by December,
2000. Whether these efforts will
result in actual simplification

the states Hold the legislative
sessions for 2001. _
Most noteworthy - perhaps
even monumental - are the
Project’s  recommendations
regarding allowing reliance on
zip codes, requiring statewide
tax base uniformnity, adopting
absolute immunity for accepting
exemption certificates, and the
setting of a sowrcing rule for
sales of digitized products.
While each of these may draw
¢riticism from various groups,
these recommendations repre-
sent a truly courageous start at
long-needed radical reform. As
noted above, individuals and
groups have been talking about
doing something like this for
years, but real movement has not

would - have 1o mest acHvity

(that are yet to be determined).
In addition, the retailer would be -

- ble for 21l sales tax functions.and.

will remain unclesr until after -

TEFTE.
effort will be required on the
part of legislators, states busi-
nesses, the C8Ps, and the soft-

ware vendors to implement sim-

plification.

Businesses and local govern-
ments have participated in the
SSTP process by making com-
menis and recommendations
regarding the Phase I proposals.

. The SSTP.has been-very open -

and flexible in ifs attempt to
address the business communi-
ty’s concerns. FExtensive work
was done, for example, with the
National Retail Federation
regarding the uniform defini-
tions. Questions regarding the
proposed definitions, however,
do remain. For example, there
has been some discussion
regarding whether digitized
products and itemns such as elec-

" tricity would fall within the def-

inition of “tangible personal
property.” In addition, the pro-
posed hierarchy in the sourcing
rules may produce unexpected
results without further clarifica-
tion of terms. For example, the
recommendations call for the
use of an address that may be
contained within a sellerss
records for ressons other than

making the sale at issue or, for

that matier, for 2 non-sale res
sons. Upon audit, states could
nevertheless treat this as an
address “maintained” by the
seller, Consider a retailer that
purchases some supplies from a
manufacturer. Months later, the
retailer makes a sale to that same
manufacturing. Since the retail-
¢r has the first address on file,
the rule could be interpreted ag
requiring the retailer to tax the
manufacturing company based
on the location on file. This
resuit could be mitigated if the

THersfore, substantial ™

tions. But the mere existence of B
‘such software should not entice

‘process ‘that remaing despite the

maintain some of the more com-
piex aspects of the current sys-
tem such as local rates and local
tax bases. The Phase I proposal |
maintains the local rates but §
simplifies complance with new
‘rate change procedures’ but My o.gn ] Monahan, CMI
recommends that localities fol- § .
low the state base. While it is | Stephanie Moncebaez
clear that technology will play a J§Jerry T. Moore
key role in the implementation BT, Andrew Oldham
of -many -of the SSTP’s recom- Gary R. Olson, CMI
mendations, technology should .
not be viewed as a means to Candy Kim Overby
keep the more complex aspects - Jt Steven B, Parish
of the current sales tax system.  J Timothy J. Peaden
Sales tax software systems WBrice M. Pierce, CMI
have, of course, existed for
many years io assist the tradi- Jonathan W. Ponader
tional, multistate retailer with J@ B.J. Pritchent
the tax collection requirements M Tommy L. Rains, CMI
of the vast number of state and W rappie K Reynolds-
local sales and use tax jurisdic- B
- Clark, CMI
‘Karri M. Rozario
Robert A. Shaw, Jr., CMI

L Jon Paui Skaviem

} Judy A. Spinelli

Gary F. Stodden

| Mark Swinney

‘Raymeond L. Turk

‘Robert W. Uribe

Wendell 8. Westlake, CM1
Kenneth White

Chrigtina M. Wood

David Machlan R
B Mark A. Maloney
‘Michael C. McDonald
Cindy L. Mires

the SSTP to waver from the stat-
ed goal of simplifying the cur-
rent system. The existing soft-
ware systems were designed, out
of necessity, to handle as many
of the complexities as possible.
But businesses that have imple- -
mented such software systems
can attest to the burden of the
current sales tax collection

capabilities of the technology. 1§
The more variables that the soft-
ware is required to handle {e.g.
varying rates, tax bases, product
types, cusiomer types, loca-
tions), the more complicated and
costly it is to implement and
ensure accuracy. The on-going
maintenance also requires sig-
nificant attention as the vati-
ables change or new types of
transactions are added.
Implementation, operation, and
maintenance require human and
financial resources. Technology

IPT members who have
obtained “Just One More”
member since the Annual
Conference. .
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alote cannot-materially- lighten-

the burden - true simplification
in the underlying legal require-

. ments is needed.

Overconfidence in technolo-

i cv (for example, on the part of

Iocal governments) as a means

to keep the system complex

B shoiid beavorded. Legisiatures

should pay close attention to any
discussion regarding technology,
particularly if technology is used

~to support exceptions and carve
- gut suggestions from simplifica-
_tion. In fact, the legislatures will

have a vested interest in keeping
it simple if states remain respon-

B sible for paying for the system.
- Using existing technology as a

B starting point to design and

B implement simplification seerbs

* far more in line with the SSTP’s

' goals than relying on technology

- 10 keep the complexities in the
current system.

At times during the project, the

- NCSL task force meetings have

also reflected some disconnect

- between the politicians and the

8STP work groups. While the

_politicians understand the need
~for, change, it is questionable
_whether they have the political
“will to effect the ‘changes in their

respective states. Legislators will
no doubt consider (1) whether the
proposed simplification will uld-

“mately result in a net benefit to

the state and {2) which specific

interest groups or constituencies
 will be winners (lower tax bur-

den) and which will be losers
(greater tax burden). Using a

ton would cost the states in that
the states will be required to pay
for the system and some may lose
tax base if the uniform definition

- eliminates an itemn that is current-
Iy taxed.

On the benefit side,
states might gain the ability to tax
remate cormmerce (see “Nexus”
discussion below). However,
since there is no guarantee that
passing the legislation will result
in Congress allowing the taxation
of remote sellers, the legislators
may need to take seemingly
extraordinary positions to imple-
ment simplification.

.. packages.

Assuming the curent recom--

mendations are passed by the
legislatures, states will then need
1o work on a significant number
of details. In addition to contin-
uing simplification efforts, states
will need to develop a certifica-
tion process and identify

) rescmrcasﬁiat cancertify —the—-

system(s). The people with the
skills needed to perform such
certifications are in high
demand, and this could present
difficulties in obtaining these
resources.  In. addition, the
process will likely require a cer-
tification on a company by com-
pany basis, since each company
will have unique products that
will require a taxability classifi-
cation. Such certification will be
an enormous task., States will
also be required to provide train-
ing for auditors to accornmodate
* the multistate audit responsibili-

ties that will be imposed by the

new system.

Perhaps one of the most com-
plicated implementation roles
will be that of the CSPs. While
the CSPs participating in the
pilat program have extensive

" experience in certain aspects of

the systent, this type of arrange-
ment has not bheen attempted.
Implementing sales tax software
with one company is curently &
labor-intensive process and
includes such tasks as configur-
ing and formatting the host sys-
temn data to properly communi-
cate with the tax software,

assigning taxability codes to

B costbenefit approach, simplifica- ~+* products and customers, training

of people in areas such as order
entry and billing (fo the extent
such business processes are
affected by the tax calculation),
and numerous other tasks.
While interfaces currently exist
between the tax software ven-
dors and the major financial
and/or ERP systems, smaller
companies may not be using
such financial systems. This
could require the CSP fo develop
new imerfaces with lesser used
Multiplying these
tasks by the number of retailers
that could participate in the CSP

‘model’ réSults In an enofmou

resource requirement.

While businesses stand «
benefit from a number of the
simplification  recommenda
tions, they will also experienct
implementation issues. Unde
the current recommendation, th

-CSP-1sliable -for-inaccuratel:

clagsifying taxable items a
“exempt.” CSPs will undoubt
edly need to control their risk
and will likely require sigpifi
cant involvement of the retaile
in making tax determinations
Such involvement would likel
occur, not only initially, but an
time a new product or custome
is added by the retailer. In add:
tion, CSPs are likely to negotiat
some level of Hability with th
retailer. In addition, if not a
states adopt the simplification,
dual system would be require
by any businesses that current!
have mmltistate filing oblig:
tions. For example, a busine:
could be using a CSP model ft
the states which adopt the use «
the CSP and its existing syste:
for states which have not adop
ed the simplification. Operatir
dual systems could be’ compl

cated ‘and would reguire bus

nesses to maintain the syste
and resources despite the simp.
fication efforts. Even if all stat
did adopt the simplificatio
businesses would be required
review the uniform definitio
and change the current tax tre:
ment to comply with the ne
uniform definition.

In sum, the S5TP recomine
dations appear to portend gre
advances in easing the burde
the current sales and use tax s3
tems place on governments a
businesses alike. As the proce
proceeds, however, it is essent
that the focus remain on simf
fication and that the bopes (i.
fantasies) of techmologi
panaceas do not distract the p
ticipants from that focus.

NEXUS

1t would be incomplete to ¢
cuss sales and use tax simplifi
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_tions/mechanization without
at least alluding to the gov-
ernment representatives
motives in developing and
promoting these proposals.
Some of those representatives

seekmg to do what is right,
ie., reducing unnecessary
burdens that truly benefit no
one. Other representatives
see  simplification/mecha-
nization as a tool to override
Quill’s physical presence
standard (under which a state
_ may require remote sellers to
. collect that state’s use tax
only when the remote seller
has a non de minimis physi-
cal presence in the state).
Some of those representa-
tives believe that the US.
Supreme  Court, when
addressing the next National
Bellas Hess/Quill case (if the
Court decides to take it) will
see the newly implemented
simplification and therefore
remove the physical presence

standard; based on the Quill -

- court’s reliance on stare deci-

- gig ‘and its invitation to

Congress to act in this ares,
such a Court decision seems
extremely unlikely. Others of
those representatives believe
that Congress, if shown
-extreme simplification by the
states will legislate an over-
ride of the Quill physical
presence test. Jt seems that
this could be a realistic possi-
bility, but if - and only if -
there is extreme simplifica-
tion and perfect, 100% uni-
formity. If there are any
deviations from absolute uni-
formity, the portion of the
business community that
wishes to maintain the Quill
physical presence test will
likely be invincible in s
quest for Congressional codi-
fication of that test or, at
feast, in preventing any
Congressional override of the
test.

2001 COURSE 1
- COMMITTEE MEETING

SALES TAX ~°

REPORT

DECEMBER 2000

3'13:}3 2001 Course I Committee met in Kansas Czty, Missouri on :
._'Dccember 6th to finalize details of the school program. The school will
be held Febmary 25 - MarcH 2, 2001 at Indiana/Purdue University in

Indianapolis. Registration materials were sent to the membership in
November, and early registration is encouraged smc& the school is typ-
ically over-subscribed.

The following faculty were present at the meeting: Robert B. Atkinson,
CMI, CPA (School Chair) — AmeriTax Services Inc.; Julia S. Bragg,
CMI, CPA - International Paper Company; Anita M. DeGumbia, CMI,

Chandler, Arizona ; Rolston A. Dyer, CMI (School Vice Chair) —

Coca-Cola Company; Carolyn L. Elerson, CMI — FedEx Express;
Brenda 8. Kelley — Fontaine & Kelley, LLP; Mary Pat Kloster, CMI

-~ American Tax Associates, Inc.; Lynn D. Krebs, Ph.D. — Institute for
' 'Professxonals in Taxaﬁon‘ Barbara A. Sweasy, CPA - Tehgent, Inc.

CMI CORNER
WHO MAY A}?PLY FO CMI-SALES
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No Internet tax means more
taxes elsewhere '

On internet Taxes Tom Somodi

Any business person who believes you can have something for nothing
has probably not been in business very long. Yet this is what
proponents of a "no Internet sales tax" policy would like you to

. bzlieva, :

The idea of no sales tax on Internet commerce sounds great, Just don't

-ask the question of how state and Jocal governments will fill the void
‘created from lost revenues. It's an amount projected to be as muchas

$15 billion in the year 2003, according to a December 13, 1999 article
in The Industry Standard,

Of course, most American business people know such a shortfall is
unlikely to be offset by a reduction in government spending, Instead,
history tells us the shortfall will be compensated for through a different
set of taxes, Given the political climate and robust economy, the most
likely shift will be 10 business income and property taxes.

So what is the net result? A reduction in the consumer based sales tax
for an increase in business-based taxes.

While a "no Internet sales tax" policy will definitely create a

- reallocation of resources, it unfortunately will probably vield no real

overall net dollar benefit. Of course, this immediately leads to the next

question. Is there an overall benefit through the reallocation of
resources that will occur?

It seems most people agree that the current "no Internet sales tax"
policy favors heavily funded national and offshore Internet business

- enterprises that distribute nationally via a handfial of strategically

hitp://www.ameity.com/milwaukee/stories/2000/04/03/editoriald htm] 4/4/00



Home | This Wesk's Contents | Dai%y Edifion | SearchiArchive | Exire Edoe | Cortact Us { Other Joumels

. placed distribution centers. In other words, the current reallocation of

- resources creates & disadvantage for business operations with a local
presence. It is estimated that consumers spend 80 percent of their
money locally. It is not surprising that a January 2000 USA
Today/CNN/Gallup Poll showed 65 percent of the respondents
indicated that people should be required to pay the same sales tax for
purchases made over the Internet as they would if they had bought
itéms in person at a local store. . :

That's right. Even the average American consumer reco gnizes there is.
no Jong-term advantage to a "no Internet sales tax" policy. Instead of
penalizing local businesses and merchants with an arbitrary
government influenced policy, Internet commerce and ultimately
business and consumers will be betfer served through a standardize
method of sales tax on Internet commerce.

Let's be real. These taxes will be collected ons way or another. We
should seize this opportunity to create a simplification and
standardization in the sales tax systems among the various taxing- )
authorities. Internet commerce is the wave of the future because it has
inherent cost saving advantages, is convenient and expands the -
opportunities of choice to the consumer. A policy of no Internet sales
tax provides a competitive advantage to a few businesses that can -
capitalize off of a specific organizational structure while hurting many
businesses and merchants providing service at a local level.

The old adage still holds true. There is no such thing as a free limch,

and you cannot get something for nothing through a "no Internet sales
tax" policy. _ .

Tom Somodi is President of ICanShopOnline.com, an Internet mall
that features local businesses in southeastern Wisconsin. The company
isbased in New Berlin. S L e
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e cultural dreams and aspirations of the
-antirs fadison community cannot bs cone
fainet in one bullding.’

' ﬁmezmg guest column

Reonday, May 15, 2000 %

Without holding so much as a
single public hearing, the House of
Representatives have
overwhelmingly approved a five-vear

-extension of the e-commeree tax
moratorinm. Senate Renuhhcans,

unlike their eager-to-plesse. )
colleagues in the House, need todo
what they capte shez’ten and scale
back this massive moratorium.

 The Housevote came aftera

federal commission falled to come up
with a plan for fairly taxing Internet
commerce. Apparently, there are no
easy answers to the question: How
should sales faxes be applied to
purchases over the Internet, if at all?

The economy needsan answer,
‘Many members of Congress
unders‘aandab}ff want tﬁ gend.the

| message that Unele Sam dogs pot-

want to intérfers with the growth i in
e-commerce, Butthe moratorinm
passed by the House tilis public
policy unfairly in favor of Internet -
taiiers and against bricks-and-mortar
stores, Why should a.dot~com
company be exempt from charging a
sales tax that a store selling the -
identical tems is reqmz*eci 10 charge?
‘Meoreover, pﬂrmztﬁng dot-coms o

escape the sales taxes thatl regular
stores charge is lkely to drive more
sales to the Internet, depriving state.
and local governments of revenue. To
compensate, those sayme govarnmsnts
are iikely to raise proparty taxes or

incoms axes or z::ot}; I%fs not 8 happy
wrospect for taxpave

The iS-member Jecaera? Advisary

Commiszion on Elscironic Commerce
failed back in Mareh to muster 4 two-
thirds E’E’gﬁ}é}ﬂi}’ r‘equiraﬁ to forward a
recommendstion o Congress on
Internet tax policy. The best the
commission eonld do was to vote 1o
send {0 Capiicl Hill a renort
containing 2 proposal supporied by
the commission’s business members.

“That pmmcdl advocated a

Much ado ahout ‘virtual’ e-mail

A tay system that benefits &

commerse w?ﬁ ie paﬁaﬁ ing
'-’em{%mgsa% stores is unfairand

p@%&ﬂ? alfy @aub&&sam& for staia an&
m.a% g@v&mm&a&s,

permanent ban on Internet access
taxes and a five-year moratorium on
any new internst taxes, beyond the
eurrent moratorium, which expiresin

- October 2001.

Officials who had counted un the
commission {o recommend a plan for
a fair-sales tax system that would
penalize neither bricks-and-mortar

stores nor e-tailers WETE 3ustzfia§oiy v

miffed; “What we really don’t like is

when government steps in and says,
“We kike your business better than
other businesses,’ ” said Dallas
Mavor Ron Eirk, :

The job of developing a fairtax
plan is complicated. 41883 Supreme
Court ruling bars stale and locsl
governments from imposing sales
taxes on internet sales, as well as
catalog company sales, unless the

- business doing the seliing has

facilities in fhe state doing the taxing.

The ziternative, however — a two-
tier {ax system that penalizes
traditional slores and risks budgst
disesters for state and local
govarnmenis — is simply not
accepiabie, The Advisory
Commission on Elecironts Commercs
failed, 50 has the House, which
approved the fve-year moratorinm in
an election-year rush,

It is up to the Senate to slow this
measure down, The carrent

‘moratorium runs for another 17

months; let's use that time to devise =
system that's fajr for all.

&

from the presi-

-

GEE, ITY
.a\c.ww,uﬂ GETTNG
NEAR THE &R0 oF

THE CLINTDN ERAL

Lﬂw -.smgk,h PRESY Sm\za

$Bioog IS TokfaLo SO

“Briinnng! Rrilinn -

“Whassup?!™ )

“Good morming. Eevin Niblick
please.”

“I'm Kevin,”
“This ig the
White Houss, Mr.
Wiblick. Please

Jhold for s call

dent”

“Yerh, right.
The president’s
ot nothing better
ie do with nig e "

“Hey, Kevin,
ite Bili Clinton!
How's it going,
young man?”

“Justin, iy that you? I'm gonne gel
you in gym, you gost, aemg me lixe
thist”

“Wo, reslly — i¥s Bill Clinton! You
gre the Kevin Niblick who's ranning for
sovhomore-class president gt Chufnew
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EDITORIAL: Fair play online
Government should take a hard look at damage done by the free culture on the Internet.
~ WISCONSIN'S REVENUE DEPARTMENT issued a startling report this week, suggesting that

millions of doliars in sales taxes were not collected for purchases made online or through
catalogs.

Sales taxes are supposed to be collected on jtems purchased elsewhere but used in Wisconsin.

According to the state report, as much as $109 million in uncollected sales tax revenue may have o

“been lost. More than $300 million in goods are estimated to have been bought via the Internet,
which should have amounted to somewhere in the range of $14 million in sales taxes.
The problem will only get worse, the state officials say. T‘ney estimate Internet purchases could
reach $4.3 billion to $5.8 billion by 2004,
SALES TAXES comprise almost a third of state government's revenue, so this trend obviously
could have serious implications. -
It could result in less money for schools, towns and cities. And a serious pmch in overall revenue
could bring layoffs and reduced services from state government.
But that's not the only problem or, for that matter, the most serious problem. '
There's a basic fairness question involved which could adversely impact Main Streets all over
Wisconsin _ and elsewhere. That question revolves around lozal communities' retail climate.
CONSIDER: TF A consumer wantsto buy a new music CD, and takes his business to Shopko or
Wal-Mart, he'll pay the price of the goods and the store will add on the sales tax.
But if the consumer buys that same CD from an Intemet music site, the sales tax goes
uncollected. © - .
That's not just a problem for the state budget, it's a serious dlsadvantage for local businesses. As
more and more dollars flow to the Internet, the problem will only get worse.
Mind you, we are not trashing the Internet. 1t is a marvelous network of sophisticated technology,
which is bringing all sorts of new opportunities to convey information and do business. In fact,
the Daily News is a pioneering player on the World Wide Web. The BDN Connection, the
newspaper's electronic edition, was the first such site in Wisconsin and has been active for more
than five years.
Even so, we strongly believe a vibrant retailing community is a key component of' a full-service
city. Beloit has made strides in that area in recent years, and is actively pursning strategies to
enhance retailing opportunities. It's not an easy task, persuading investors to put major money
into new retail venmres And the work isn't made any easier by sztuataons which place
neighborhood stores 4t a competitive disadvantage. - '
OBVIOUSLY NO ONE likes to pay taxes of any sort. Consumers certainly may be forgiven for
seeking out ways to buy goods and services without the add-on collections.
But fair is fair. One means of selling should not be given preference over another. If that CD will
cost the consumer sales tax at Shopko, it ought to cost sales tax if purchased over the Internet.
This issue should not be viewed strictly as a challenge for state treasuries. It's a significant
problem for the stores you love to shop, too.
And that's not fair.

el

Beloit Daily News -
Frigay, Ju...

hitp:/iwww baioitdailynews com/B00/edit18.him



Tpday's tebate: MAIL-ORDER TAXES

Dodgmg taxes by mail
unfa1r to taxpayers states

fernet saleg - is cumxng on ling with the

nUﬁ VEEW AS malfnﬂléar ami/ CZ@ form of tax-exempt commerce — in-

internat sales grow,
prassum Is on to-cofisct sales
taxas, That‘s unly fair.

No eonsumar 1kes a freebie taken away,
So when reports feaked 2 couple weeks -
ago of a possible deal between big states -
and rnajor mail-order companies 1o apply
sales taxes to catalog gumhases, Lha ﬁrms
got-an earful, - by
Customers blistered LL. §
- Bean, Lands’ End and others |
over their 800 lines. They
varned that any {ax would
afiect buying decisions. And -
the . firms. immediately de-
" nied any.deal waseven clege

“Toobad,

Mail -order cus!omcrs may
notknow it, but they owe the
taxes anyway, Two Supreme
Court decisions have ex-.
empled out-olstate mail-or-
der houses from having 1o
coliect sales taxes, but not purchasers ﬁ‘om
the responsibility to pay them.

Virginia, Maine and Wisconsin even
provide lines on income tax forms de-
manding that consumers pay up. If state
- tax audifs discover they haven't, they face
penaities. Mail-order houses’ refusal to col-
iact the tax tums their customers into scoff-
faws.

And that's the least of the probiﬁms

A decade apo, 1axes on out-of-state sales
would have produced a minuscule $6 per
household in revenue, But mail order sales

are growing rapidly — up nearly 50% 10,
}?8 bilfion in just five vears. And now an-,.

Bﬁ}m Tien, QS&TOQAY

pcﬂcntxax for $200 billion in annual sales,
“"Those sales likely will come by drawing

‘business away'from Main Street retailers

and ‘in-state mail-order firms, such as J.C.
Penaey, that now collect sales taxes: .
“:As these firms lose business, states —
which 1ely on sales taxes for a tinrd of ali
revenues — wz}i either havé to cut back on
samces or raise other iaxes on property

owners and businesses. So,
too, will local governments,
States already are consid-
* efing imposing new taxes on
Internet traffic or applying
their sales taxes to all trans-
CHoNS ﬂmre

‘ban’ state ‘taxes on lrternct
commerce for up to five
years.

~ The negotiations between
mail-order firms and the
states pomted 102 way. out of
‘that taxing dilernmd. .

. States offered to simplify their aray of

- 46 state and 6,700 local sales taxes so mail-

order firms could coliect them easily, using
recently developed sofware, Im return,

states would drop efforts to audit the fimns’

books in search of lost revenue.

A similar voluntary approach m;ght
work with Internet commerce. States
would get their money. Mail-order and In-
ternet fumos could betler serve their cus-
tomers. And taxpayers would avoid losing
services or being hit by other charges.

* The lesson is simple: Nothing is free

,The one thing government can do with tax

.65 is ensure they treat everyone fairly.



Ut FU D Uit LUITLICL SEITs WX

rage 1 o1l

STOCKS
What is my [ g :
am’?@ﬁ% ymﬁﬁ?’ ‘Tive ight Brofessionat, Eenry Torna. |

B qurember 27, 2000
' BY LUCIO GUERRERO STAFF REPORTER

* Seventy percent of Illirioisans support taxing Mtemét purchases, according to
™ apoll :released Tuesday by 2 retail gzoup

The Imcmanonal Couneil of ShoPpmg Canters found that 69 percent of those
polled agreed that Internet businesses should be required to collect sales taxes
on online purchases,

xaCommentary
m-%“ﬁ?%‘e s money and services that municipalities say they're losing because Internet

That was after the pcilsters explained the issue. Before being told about the

-E-i_& ons companies remain untaxed, the approval rate was just 46 percent.
@ Heaith That, say leaders of the push to tax e-sales, shows that onge peopi" are aware

ﬁ%%%m coof ﬂae issue ti‘ney'ﬂ support anew Intemet tax..

' :gz‘!;: s & ”When people hcaz the argum\,nts thcy say, ’I‘ius makes sense,' " said state

Government S Steve Rauschenberger (R-Elgin), who has been a proporient of the
cxWorld News. Interpet tax. "It seems that the pubhc is understanding the issue a lot better
‘Wire  toan some members of Congress.”

Congress is debating whether to extend a current moratorium that allows most
e~retailers to exist tax-free, while brick-and-mortar stores are required to.
charge customers sales tax.

eKupcinet
£ Mitchell : '
@Neal . Local leaders ars concerned that more and more shoppers will tumn to the
= lower prices on the Internet and stop shopping at local stores. If that happens,
ENovak local officials say, shops would close and cities would have to reduce services
E1Quick Takes  guch as police, fire, and sewer and road repairs.
ExRoeper
ExSneed A University of Tennessee report found that by 2003, state and local
g2 Steinberg governments could lose more than $20 billion a year in revenue because of e~
e E-mall the tailers.
News Staff

"This is & way to have an even playing field," said Palatine Mayor R1ta
Mulling, who is the president of the I\:orthwest Municipal Conference.

http://www.suntimes.com/outputinews/ax27 html D 9/28/00
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S:mpiifymg the Sales Tax is a Matter of Fairness

—~Katbleen Falk, Dane C’aumjr ﬁa:mﬁwe

Wisconsin counties have z vested interest
in fair and uniform agapimatroﬂ of sales tax
Laws.

It is, therefore, encouraging ihat
Wisconsin is in the vanguard of 2 nationwide
effort to simplify the often bewildering and
contradictory welter of sales tax laws, The goal
is 1o bring the sales tax into the 215t Lentury

by makmg It easier for retaflers to administer
and consumers to uﬂéemtand while 1eve§mg

the playing fisld for all.

That Is espec fally. impertant In t}us age of
multi-state businesses where goods cross state
lines at the click of 2 computer mouse,
Determining the correct amount of sales tay —
or even whal Is taxable — in which jurisdiction
is & daunting task for retailérs and confusmcr
to customers,

Wisconsin Revenue Secretary, Cate Eeusk,,
says that If there is one guiding principle for

< good tax poiicy, itis ﬁm the tax should e easy -
“to undentand, sunpi& o adnumste: and Fair

to everyone,

Impact on Countzes

The sales tax is important o Wzsmnsms
quality of life. Of the $10.9 billion collectsd in
taxes last year, zbout §3.5 billion came From
the sales tzx, second only to the personal
incorne tax. The sales tax is also an imporiant
sotree of local revenue in 54 of our 72 coun-
ties, reducing reliance on the property tax by
$200 million 2 year,

Dane Coursy's budget illustrates the
importance of the sales tax to those 54 coun-
ties, Dane County would have fo raise proper--
ty taxes by over 40 percent or make almost 35
mitlion in cuss, mostly in law enforcament or
human serviess, if the county lost the sales

GOOD TAX POLICY ,,,
SHOULD BE EASY TO
UNDERSTAND, SIMPLE TO
ADMINISTER, AND FAIR TO
EVERYONE.

mmﬂemée, Secredary
: B@wmmf afﬁevwme-_ o

The Wiscopsin Counties Association a%so
states that substantial changes are necessary If -
the sales tax is to vontinug s 2o integral part
of the state and Jocal revenue systern,

Wisgarisin feads a multi-
state effort

Under the umbrella of such -national-
:osgamza%mns 25 :the National Governors' -
“Association, the National® Conference of State

Legislatures, the Multi-State Tax Commyssion,
and the Federation of Tax- Admmjsirazars, 29
participgting states (another 12 are chserving

" states) have banded together to form the
Streamlined Sales Tax Project, Diane Hardt, |
'adrﬁmxstrator of the Wisconsin Depaz&nanl: of

Revenue’s Income, Sales and Excise Division,
co-chairs the national project.

Forrester Research Inc, a firm that ana-
lyzes the future of technology change and its
impact on businesses, consumers and society,
says that the Streamlined Sales Tax Project is
at the center of sales tax reform efforts that
will zeduce the tax collection burden for alf
sellers,

The Streamlined Sales Tax Project will,

* develop commion definitions of taxable

iterns; ' '

= harness computer technology to
- automatically identify taxable products;
» apply the tax rate; and
» remit the proper amount bo the taxing
jutisdiction.

Madel legisiation pmpqsed
On Decernber 22,2000, the Streamlined
-Sales Tax Project appmved a-Mode] Act and
Inferstate: Agr&amﬂnt for the consideration'of
the states' legislatures, The modsl legislation

- and agreements pmviée for unpmved sales

and use tax administration systems for all sell-
ers and for all types of cornmerce through the
follewing feamras in the systarm:

+ State level administration of l:ales and
use fax collections

+ Uniformity in.state and local tax bases

* Central, electronic registration for all

' memberstates who enact the 1egisla£1fm

» Simpimcatian of state and local tax
raies

+ Uniform sourcing rules for all
{ransactions

» Uniform definitions within tax bases

o Simplified administration of
exemptions '

+ Simplified tax returmns

o Uniform rules for deductions for bad
debts

+ Simplificafion of tax rermittances

« Protection of consumer privacy

Easier on all retailers

The work of the Streamlined Sales Tax
Froject will make if easier for all retailers —
whether on-line, catalog, or bricks and mortar
— to handle their sales taxes. Retailers would
file @ single, uniform return for ali tax juris-

FESHQ&&Y.RQOE [ WISCONSIN COUNTIES { 15



dictions fn 2 state and they would doso on-
line, Multi-state businesses would have a
uniform, electronic, “one-stop” registra-
tion system,

There would be lirmits on the frequency
with which local fax rates can be changed
and a requirement that the state provide 2

notice of local rate and boundary changes.

Buf states would retain the right to deter-
mine what is taxable and at what rate they
will he taxed. .

Computer Qafiware is bemg developed
to seamlessly assess: the correct tax onthe
right item for the proper jorisdiction, hased
on the nine-digit zip- code. That will
strearmline tax accounting for ali retailers.

The model legislation and agreernant
provide for uniforts definitions of elothing
and related items and of food and food
ingredients. They 2iso provide for uniform
definitions of delivery charges, purchase
price, retail sale and sales price. Stats leg-
1siatures will d,tgnnme what is tzxabie and

:umfnrm defimtmns o achiev& me s;m;;ilfb =

cation. _
The Forester Group reports that “As
retailers retool eollection systems and plug

into tax collection technology, states will -

focus efferts on their own fax collection
back ends, To reduce retaflers’ burdens,
they'll encourage on-line reporting and
eliminate monthly forms in favor of aute-
mated fransfers”

No wonder the Intemational Mass
Retail Associaion says the Strearnlined
Sales Tax Profect “is the most significant
effort at (tax} simplification that has been
andertaken in some tima”

I you would like more info on lhe
Streamilined Sales Tax Projed, visit them
on fhe web af /Swww.sireanilined-
selesiax.ory

Te ngt roup

“of attorneys can achieve

historic results

WHYTE
HIRSCHBOECK
DUDEK SC.

The Difference in Legod Counsel

For further information please call
Frederick A Muth, Jr, Chainman, at 414-273-2160.

MILWAUKER MADISON MARETOWOC MENOMONEE FALLS
414-173-2180 508-2535-4440 520-(R3-35¢0 4143589779
www.whdlaw.com
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By James L. WoQui
Wiih Giliian DaMowin

FEBRUARY 24, 2000

S’eat s Lose Half A Biilion in Taxes To Web Retail

Although consumers seem nonchalant sbout online taxes, they
leave a trail of unpaid state and local tazes in their Web-shopping
ivay wake. In 1999, more than half 2 billion in sales taxes went
uncollected. States won't suffer this cutrage for long.

WEB BUYERS DON'T MIND SALES TAXES MUCH '
Consumers Jove online shopping - they say it's easy, convenient, and can even save
money. But one small potendal benefit of buying online is sales tax savings — only online
stores that have a physical presence in a consumer’ state are required to charge sales’

tax online. We recently surveyed 8,900 online purchasers to find out just how much they
care about avoiding sales taxes online. In spite of the bad taste taxes leave in the mouth
of the average Amencan, online sales taxes don’t get them too excited (see F° bzg‘ur“ 1)

. Taxes bareiy stami in. the way of purcha,s*“s taday Gmy 22% of online | buyers
regularly shop around to avoid paying sales taxes online. Even fewer — just 13% -
- have ever abandoned 2 shoppzng cart after deciding the sales taxes were too high.

¢ Shoppers figure online sales tax is no worse than everyday sales tax. When
asked, 38% of Web buyers say thar since they already pay sales taxes on everything
they buy in the offiine world, Net sales taxes don’t bother them. Another 27%
are uxaciaéided -- only 35% expect to beat the sales tax online,

s Shipping is a bigger downer than taves. To compare their feelings about taxes
to other eCommerce inhibitors, we asked about shipping costs. A cool two-thirds
agreed that shipping costs are more important to themn than sales taxes.

STATES FEEL THE IMPACT OF SALES TAX AVGIDANCE
The facr that consumers are only slightly annoved with sales taxes stems from the fact
that most of them aren’t paying it online. In fact, of the nearly $13 billion in taxable

Hed&"gmm Forvester Ressarch, Inc 4&0 ?érﬁnolagy Sguare, Cambridge, MA V2133 US4 S17H97-7090 Fax: 617/513-5000

HBuropean Research Cerser: Forvester Research 3.\, Bmaplein 5, 1075 AW Armsserdarn, Notherlands 351 (120 305 43 00 Fex: +31 (0020 305 43 33
wnemiforrester.com  Bmail: forrener@fonetteroom
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{ have abandoned an online
shopping cart dus to sales tax

t regularly shop around online L
to avold paying sales tax

i already pay sales tax offfine so
| dort mind paying it online

thpnmg cost is mare important

to ma than salas tax 67%

0 . 70%

Percent of £,900 onfine buyers
{muftiple responses accepted)

Source: Fotraster Research, Inc.

retail goods sold online i 1999, only 20% was texed by statss. So although $140 million
in revenues came in, an ad&nonai $525 million in lost taxes was left on the tble,
Because opline spending and tax rates vary dramaticelly from state to state, Forrem
”alculawd 1999 sales wxes named &nd lost for each state: (see Fzgure 2)

. Wzmd states collect the most mcmey but still feel the pain. Smtﬂs hke
Calm;}rzﬁ:x:zav Massachusetts, New Jersey, and Washington that have large numbers
* of ¢Comsmerce startups and retailers earn the most sales tax per online buyer.
However, the fact that these states also have more active Web buyers than the
norin means those buyers will evenrually spend money across stats lines,

» Large states without eCommerce players lose more than their fair share.
States that have large, educated populations bent on shopping on the Web but
bave few online retailers with a physical presence in their states lose the big bucks.
In this group ere Florida, llinois, Michigan, and Pennsylvania, which each lost
from $18 million to 533 million last year to untased online purchases.

Caprighs & 2000, Forveser Research, fic. Reprodicsion probibised,

1,
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State  Total Web spendmg ;Parcen‘f taxed State tax rate? Coliectad taxes Uncollected taxes
- {inthousands) {inthousands} {inthousands)

TGTAL $12,835281 = 20%3 N/A $140,052 $524,671
! Web spending axcludes trave! booking, which is subject to saparate travel and tourism taxes
Tax rates current as of February 1, 2000 (etpi/www.salestaxinstitute.com), & Wed ghted average

Q . Source: Forrester Research, Inc,

Copyright © 2000, Forrasier Research; Inc. Reproduucsion probibised
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“Fignre S Tonsimers Dont Approve U Special infp

If the government passed a universal sales tax on Internet purchases .-

i would stop purchasing
products onlina

I would significantly reduce
oniine purchasing

Iwouid only slightly reduce

32% 1
' - online purchasing

3 | would net changs my‘online
purchasing

Source: Forrester Research, Inc,

» A handful of no-tax zones could care less. Five states — Alaska Delaware,
Montam,, New Hampshzm and Oregon -~ have no. state taes and thererore faal
0o pain from the efr”ects of Web buying.

STATES WILL WANT R'AD.AiCAL CHANGE, BUT.CONSUMERS WON'T
With one look at these lost revenues, states will eall on the Electronic Commerce

- Advisory Commission to tghten the holes through which this money has slippsd.

In 2 moment of weakness, federally minded politicians may recommend  national
Internet sales tax. We urge restraint: Although consumers have linde opposition to
current sales tax laws, 44% say that 2 special Internet tax would completely stop or
significantly reduce their online buying (see F Figore 3). We don't have to lecture anvone
on what this would do to our economy’s unprecedented expangion. Instead, Forrester
recomiends that governments advocats applying current sales texes o all Internet and
catalog sales (see the T?abruary 2000 Forrester Brief “Interner Sales Thzes Don't Need
A Tka Party”).

Copyright © 2000, Forvester Research, ne. AL vights reserved, Forvesser and Tecknograph d trademarks of Forvesser Resarch,
Jne. eResearch s o trademark of Forrester Researek, Imziﬁamrménmnkauﬁcprm qf‘ﬁwmﬂmwm Forrester clivrrrs
wmmméw%wwfmwémﬁm&mwmmsmez{;rymf:mmf For additionad. :
repraclucsion tights and siags information, go 10 v frricer.com, Inflrmation  besed on b availgble resuress Civirsions reflece
Juudlgrmmt ax vhe sime and are subject 1o cbmg' 2028
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NCSL Task Force on State and Local Taxation
of Telecommunications and Electronic Commerce

Saturday, January 27, 2001
Decisions to be decided by Task Force:

1) GOVERNANCE
a) How many states constitute or trigger an agreement as a legal document?
b) Should there be a time trigger as well?
¢} Do states that only pass the “Act” have the same or an equal vote as those
states who have enacted the “Act and Agreement?’
/ d) How long do states that only passed the “Act” have before they must pass the
\ Agreement as well or be dropped as a participant state?

2) Do we proceed
a) Actonly

: f
5 i}y b) Act and Agreement / w states deciding to pass Act only or Act and
ﬁ\ @y{ Agreement?

3) Proceed with Streamlined Sales Tax Project’s AGREEMENT or NCSL make

9
amendments to Agreement? 304 ) Fok - ks
X 4) Proposed Uniform Base? , LEAVE ASIS = '%é or  OMIT?
3> A Sy 9\ N b - R

@ 5) Proposed Umf()rm Definitions?

@ Uniform Bad Debt Provisions? LEAVE ASIS - FIX

7) Uniform Sourcmg Rules? — L%VE AS _}s - FIX or ﬁﬂﬁ? @«

é&}uwk Pﬂwiw Sheth g Ha panarl L

8) Vendor Monetary Allowance? ‘/LEAVE AS?S?— FIX or OMIT?
9) Other Governarnce Provisions? LEAVE ASIS - FIX or OMT?

10) Should the Task Force ask the Executive Committee to authorize NCSL’s
participation with the other government groups and the private sector to determine
the actual costs to vendors to collect a state’s sales and use tax?

Q’}/»?@?'\S& fm,\,.% . P‘“M%M —



EXECUT}VE CGMMITTEE TASK FORCE
e 'ON STATE AND LOCAL TAXATIONOF .
S __""::-'TELECOMMUNICATIONS AN}) ELECTRONIC CGMMERCE

T January 26-—27 2001
. ‘Westm Savannah Harbor Resm't
T Savannah Georgla
_A.,G_..EN__.__.._!?..;A,..

Representat:ve Matthew Klsber, Tennessee -
Senamr Steven Rauschenberger, Ilimo;s
Task Force C9-Chau*s :

."Fr;dav, Januaw 26 R
: - 12:00pm - 1:00pm- Workmg Lunch
S -f{Graad Ballmam B :

; ;.Rev1ew/Bneﬁng on Recommendatmns fmm the Streamimed Sales :
Tax Project as: adopted on December 22; 2000 and amended on
Ja.nuaxy 24, 2901 ' . =

190pm - BOGpm : _:.Ovemew of optwns for the Task Force to con31der in makmg_ Mt
e oo recommendations to the NCSL Executive Cor_nm;ttee_ : :
6:_001)11# -7:30pm  Executive Commi_ttée Open_ing Receptidn' :
6:30pm o ' Dmner for the Task Force at The (}!de Pmk Heuse -
E 23 Abercorn Street ‘Savannah
(Members shculd meei in the Hetel Lobby by 6: 15 PM)

The dmner wﬁl pmvxde the Task Force memhers an opportumty to
discuss further the recommendations the Task: Force will make 10
the Executive Committee the follewmg aﬁemoon L S




_' Saturdav, Januarv 27
o8 00am - 11:00am Workmg Breakfast
- ’I‘rade Center - vig a walkway from the. Westm

"Fomula’cwn of ofﬁc1al Task . Force recommendation to the
- Executive Commmee :mciudmg any potent:a} amendments to the
jproposais of the Streamhned Sales Tax PrOJect

11 Gﬁam «1260pm | '}Z)iscussmn on state strate‘gy to move the pmcess forward.
' : -Future Task Force Meetmgs

.'_-12 OO noon i '.Task Force Meetmg Ad}oums

a2 eapm 1 ﬂopm -'Lunch
L Grand Ballroom A e

: '3-:_9_0131:1'- SiOBpm- " ‘Executive Committee Business Meeting
GraiidB'al'!rﬁom'E-F ' SRR

6: 3{)pm 10 Oﬂpm
._-'Grand Bailroom C Monsanto Dmner for Members of the’ Executlve Commrttee and
' the Task Force on State and Local Taxation of

- Telecommunications & Elec_tronlc Commerce




