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The Computing Technology Industry Association (CompTIA) represents 8,000 computer resellers, manufacturers, software publishers, distributors, training, Internet and other service companies. Our membership includes traditional brick and mortar computer retailers, catalogue vendors, and Internet retailers, many of whom employ more than one of those mediums in the marketing of their products and services. CompTIA was involved in efforts to enact the Internet Tax Freedom Act, which created this Commission. We wish members of the commission success in crafting recommendations to the U.S. Congress.

We suggest that the Commission make two recommendations to Congress and endorse an alternative solution to the challenges of domestic Internet taxation that does not require federal legislative action. Specifically we recommend that:

· the Commission support a temporary or permanent extension of the Internet Tax Freedom Act, and

· the Commission urge Congress to support a tax free Internet at the international level, and

· the Commission endorse the Streamlined Sales Tax System for the 21st Century as proposed by the National Governors Association.

An extension of the Internet Tax Freedom Act will give Congress the time to contemplate any recommendations of the Commission without risking further complications of new state and local Internet taxes. It would also encourage more widespread cooperation by state legislatures and local governing bodies in the voluntary system proposed by NGA. It is desirable in its own right because it would discourage additional federal legislative initiatives to redefine current interpretations of nexus. A permanent extension would be more desirable, while a temporary extension is more realistic politically.

Recent events during the meeting of the World Trade Organization in Seattle made it clear that the larger challenges to the growth in electronic commerce may be at the international level. The U.S. has a dominant lead in Internet technology and market presence. That competitive advantage benefits not only U.S. Internet companies, but also generates additional sales, property and/or income taxes for the federal government and the state and local governments where those businesses are located. All governmental and Internet businesses thus have a stake in keeping the Internet tax free to the greatest extent possible at the International level.

The international debate is becoming much more complicated, and those complications pose grave challenges in the area of Internet taxation. Proponents of many issues who heretofore have been involved in policy issues with international implications mainly within their national political infrastructures had a much more visible presence the WTO meeting. Also complicating the Seattle and future trade negotiations is the growing size of the WTO membership. Many new countries have joined the organization since the last round of negotiations. Many of them are less developed countries, and their perspectives on labor, human rights, and environmental issues are generally the opposite of the new non-governmental organizations who have become involved as well as the Clinton Administration.

The Administration has been very supportive of the technology sector in trade policy on the issues of Internet taxation, intellectual property and most other IT trade issues. However each country has to give up something in trade negotiations in order to gain something. The addition of new countries and special interest groups to the mix put the Administration’s priorities for a tax free Internet at the international level at increased risk to being traded off. 

CompTIA is urging our trade negotiators to strongly oppose international taxation of electronic commerce. Our argument against any international taxes on electronic commerce is that we believe that overall, both consumers and governments worldwide benefit from a tax free Internet. Our trade negotiators will have to compromise with their international counterparts on some issues, but electronic commerce should not be one of them. The Commission can play a constructive role in supporting efforts to keep the Administration focused on its commitment to our industry in trade talks, and to get the next Administration to be equally supportive. A strong statement from the Commission in favor of the U.S. Congress and the Administration maintaining its commitment to this goal would be a valuable contribution to the effort.

CompTIA recognizes the right of state and local governments to impose sales and use taxes on their constituents and believes that remote sales should not be taxed at different rates than other sales. Businesses of all kinds should bear equal responsibility for collecting state and local sales taxes in their state. Remote sellers who are not required to provide tax collection services for state or local governments where they do not have nexus should refrain from suggesting or implying in any way that remote purchases might be exempt from such taxes. 

Consumers have a legal obligation to pay sales and use taxes on their purchases from outside of their state. State and local governments have a responsibility to educate their constituents about this obligation. The recent survey by the National Association of Counties and U.S. Conference of Mayors showed most citizens believe in equal tax treatment between local and remote sales. Yet other surveys show that almost as many prefer to shop on the Internet for, among other reasons, the fact that they don’t have to pay state and sales taxes. We believe that much of the apparently contradiction in these surveys can be explained by the fact that many consumers are unaware of their obligation to pay taxes on remote sales. Many state and local governments have not done an adequate job of educating their taxpayers of this responsibility. If the NACO and Conference of Mayors data is correct, state and local governments through more aggressive public education programs could achieve substantial improvements in taxpayer compliance.

Many state and local government leaders and organizations have urged a change in federal law to enable state and local governments to require remote sellers in other jurisdictions to collect sales and use taxes for them. CompTIA opposes any changes in the current interpretation of nexus for several reasons. The current state and local sales and use tax regime is so complicated that to mandate business collection of sales and use taxes for other jurisdictions would be a virtually insurmountable barrier to business entry for any start-up engaging in remote sales. Growth of electronic commerce in the U.S. would be slowed. Federal, state and local governments would generate less personal property and/or income taxes, offsetting many of the gains in new taxes on remote sales. In addition sales and other taxes collected in their state by local businesses support the physical infrastructure local retailers leverage as part of their competitive advantage, and this is not available to a merchant outside the state. In the final analysis state and local governments might gain more net tax revenues under the current interpretation of nexus through aggressive taxpayer education programs than they would by devoting the same resources to federal initiatives to redefine nexus. It would be not only premature but also unfair to expect business to assume new tax collection responsibilities for other state and local governments without first expecting them make an effort to improve their collection efforts from their own constituents, especially in light of the recent NACO/Council of Mayors survey suggesting a good chance of success.

An even larger national policy issue could emerge if state local governments successfully impose mandated responsibilities for state sales and use tax collection on businesses in other states. If states could impose responsibilities for collecting sales and use taxes on businesses in other states, then by extension of the same logic, state governments could argue that they should be able to apply their labor, environmental or other regulations and standards to businesses that sell into their state. Interstate commerce would evolve into a highest common regulatory denominator, with the most restrictive state regulations in any category applying to businesses involved in interstate commerce. 

In November the National Governors Association proposed a solution that is a reasonable approach to this challenging issue. The NGA proposes to create, at their expense, a voluntary, burdenless system for collecting sales and use taxes without changing current law. Since it would be voluntary, it would not require any company to participate and therefore wouldn’t require legislation. This is a very constructive shift from the prior focus on changing federal law to require businesses in other states serve as their tax collection agencies. Under the NGA proposal state and local governments would streamline the sales tax system through a combination of changes in state laws, standardized administrative procedures, and technology in order to eliminate costs of compliance, tax returns and payments, and tax audits. This in itself is a badly needed and worthy goal.

The process would establish “Trusted Third Parties” who would be responsible for calculating collecting, reporting and paying the tax for sellers using any medium of commerce (Internet, catalogue, or storefront) who wish to participate. The trusted third parties would be compensated by the states and would be authorized to offer sellers technical assistance and negotiate incentives to sellers to encourage them to participate in states where they do not have nexus. The trusted third parties would also be responsible for maintaining strict standards of privacy to protect the interests of customers and participating sellers. 

CompTIA believes this solution would greatly simplify the tax collection obligations for remote sellers and would encourage more small businesses to use the Internet. There are challenges relating to privacy, trusted third parties, and these would have to be resolved. However NGA deserves credit for thinking out-of the-box, and we believe the technology sector should work with them to work out any kinks. 

Rapid adoption is key to its success. Not all governors, state legislatures, local governments will embrace the NGA proposal immediately. The extension of the tax moratorium should help encourage participation of many at the state and local government level by eliminating the option of developing alternative ways to tax the Internet. CompTIA also believes that business participation and tax collections would greatly increase if vendors were provided financial incentives to assist in the collection of sales taxes for states where they do not have nexus. The latter is similar to the use of commissions to outside parties to collect outstanding bills in the private sector and would offset possible loss of business by participating sellers to non-participating competitors. Business participation would likely increase even more rapidly if businesses were allowed the option of participating only in states where they have nexus if they chose. 

Consumer support will also increase if state and local governments redouble their efforts to educate their constituents about their obligation to pay sales taxes on out of state purchases that aren’t collected by the seller. Many consumers don’t realize the obligation exists. When they do, many will prefer to deal with Internet or catalogue sellers who collect those state sales taxes in order to save themselves the paperwork. Conversely sellers who voluntarily collect state sales taxes for other states will be less likely to lose business to a competitor who doesn’t collect those taxes. 

We hope the Commission will formally endorse NGA’s voluntary program as the most realistic option available. If the program is successful it will address legitimate concerns of state and local governments as well as traditional retailers, and lead to many other needed improvements in taxation at the state and local level. 

CompTIA appreciates the opportunity to make these recommendations.
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