INTERNET TAX ELIMINATION ACT

(I-TEA)

Bill Summary: The Internet Tax Elimination Act (I-TEA) makes permanent the moratorium on Internet access taxes and discriminatory e-commerce taxes.   The moratorium currently in place expires in October of 2001.  In addition, I-TEA prohibits state and local governments from imposing sales or use taxes on goods or services acquired through electronic commerce.

Background: The Internet Tax Freedom Act, which became law in October of 1998, imposed a temporary moratorium on internet access taxes and established the Advisory Commission on Electronic Commerce to study the taxation of e-commerce and internet access.  The Commission is chaired by Gov. Gilmore of Virginia and consists of business leaders, private citizens, and representatives of federal, state, and local government.  The Commission will make its final recommendations in April of 2000 and the current moratorium on internet taxes will expire in October of 2001.

· Note: the Internet Tax Freedom Act did not prohibit state and local governments from collecting sales for good purchased online.  Under current law, merchants must  collect sales taxes on goods sold to residents of states where the merchant has a physical presence (known as a nexus).  For example, Barnes & Nobel charges Ohio sales taxes to Ohio residents who buy online because Barnes & Nobel has stores in Ohio.  Amazon.com does not charge Ohio sales taxes to its Ohio customers because it does not have stores in Ohio.  This is the same law that currently applies to catalog sales.

The Digital Economy: More than 80 million Americans have access to the internet through a home or office computer.  Understandably e-commerce, which was virtually non-existent in 1995, grew 127 percent from the first quarter of 1998 to the first quarter of 1999.  Total first quarter revenues for 1999 were $37.5 billion, and are expected to exceed $150 billion for all of 1999.  Nonetheless, e-commerce is still in its infancy and accounts for less than one percent of the retail economy.  The majority of e-commerce is conducted by small and medium sized startups, the top ten e-commerce companies account for just 32 percent of e-commerce revenue.  E-commerce employment is also growing at a remarkable rate.  In the first quarter of 1998 there were 507,000 people working in e-commerce, by the first quarter of this year there were 901,000.  Many of these folks are working in brand new jobs, one-third of internet companies didn’t exist before 1996.  These young firms already employ more than 305,000 people.

Small Business Survival Committee Proposal

Responses to Commission-Set Criteria

Simplification

1. This plan fundamentally simplifies the taxation of goods sold through electronic commerce by permanently prohibiting the taxing of such sales.  This plan creates a permanent tax free zone.  

2. No goods sold online would be subject to sales taxation.

3. As no tax would be collected, no audits would be necessary.

Taxation

4. No.

5. This plan reduces the net tax burden on consumers by establishing a tax-free zone for all good sold electronically.

6. No.

7. The precise impact on state/local sales tax revenue cannot be determined.  Although some erosion of revenue may occur due to the establishment of the tax-free zone, improved economic growth and efficiency will generate additional tax revenue.

8. Yes.

Discrimination

9. Under this plan, online purchases would be free of state and local sales tax.  States may choose to burden their residents with a sales tax for other purchases.  In those states, a differential would exist in tax liability.  For states with no sales tax, no differential would exist.
10. No.

International

11. This proposal impoves American competitiveness by eliminating the economic drag imposed by taxation online.

12. Yes.

13. This proposal does not seek to emulate the high-tax policies of some of America’s trading partners.

Technology

14. Yes.

Privacy

15. Yes.

Soverignty

16. Yes.

17. State and local governments may continue to tax their residents in any ways they choose, but may not tax their purchases of goods sold online.

Constitutionality

18. Yes
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A BILL

To amend the Internet Tax Freedom Act to make permanent and extend its moratorium on certain taxes, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the `Internet Tax Elimination Act'.

SEC. 2. INTERNET TAX MORATORIUM.

(a) MORATORIUM MADE PERMANENT- Section 1101(a) of the Internet Tax Freedom Act (47 U.S.C. 151 Note; 112 Stat. 2681-719) is amended--

(1) by striking `during the period beginning on October 1, 1998, and ending 3 years after the date of the enactment of this Act--' and inserting a colon;

(2) in paragraph (1)--

(A) by striking `taxes' and inserting `Any tax'; and

(B) by striking `, unless such tax was generally imposed and actually enforced prior to October, 1, 1998; and' and inserting a period; and

(3) in paragraph (2)--

(A) by inserting `Any' before `multiple'; and

(B) by striking `taxes' and inserting `tax'.

(b) EXTENSION AND PREEMPTION- Section 1101 of the Internet Tax Freedom Act (47 U.S.C. 151 Note; 112 Stat. 2681-719) is amended--

(1) in subsection (a), by adding at the end the following new paragraph:

`(3) Any sales or use tax on domestic or foreign goods or services acquired through electronic commerce.';

(2) by striking subsections (b) and (d);

(3) by striking `also' in subsections (e)(1) and (f)(1); and

(4) redesignating subsections (c), (e), and (f) as subsections (b), (c), and (d), respectively.

(c) NO EFFECT ON PRIOR LIABILITY- Section 1101(c) of the Internet Tax Freedom Act (47 U.S.C. 151 Note; 112 Stat. 2681-719) is amended--

(1) by striking `for taxes' and inserting `for a tax not prohibited by this title prior to January 1, 2001, and'; and

(2) by striking `the date of enactment of this Act' and inserting `that date'.

(d) EFFECTIVE DATE OF AMENDMENTS- This section shall take effect January 1, 2001.

SEC. 3. SENSE OF CONGRESS.

It is the sense of Congress that the President should--

(1) seek a global consensus supporting--

(A) a permanent international ban on tariffs on electronic commerce; and

(B) an international ban on bit, multiple, and discriminatory taxation of electronic commerce and the Internet;

(2) seek to make permanent and binding the moratorium on tariffs on electronic transmissions adopted by the World Trade Organization in May 1998;

(3) seek adoption by the Organization for Economic Cooperation and Development, and implementation by the group's 29 member countries, of an international ban on bit, multiple, and discriminatory taxation of electronic commerce and the Internet;

(4) oppose any proposal by any country, the United Nations, or any other multilateral organization to establish a `bit tax' on electronic transmissions; and

(5) instruct the United States representatives to the World Trade Organization, and any other multilateral trade organization of which the United States is a member, to advocate the firm position of the United States that electronic commerce conducted via the Internet should not be burdened by national or local regulation, taxation, or the imposition of tariffs on such commerce.

