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GTE recognizes the Advisory Commission’s critical task in developing recommendations on tax policy related to e-commerce to be submitted to Congress next year.  The Commission should review whether fair and equitable tax policy is needed regarding the high-speed on-ramps that are evolving to serve an increasingly Internet-oriented world.

Current tax environment for telecommunications

Telephone companies and cable operators are among the major players racing to provide these broadband on-ramps to the Internet.  Because they have evolved in different regulatory environments, they are subject to different taxes and fees.

In generic terms, phone companies are subject to state telecom taxes, municipal utility taxes, gross receipts taxes, franchise/right of way fees, state/local sales/use taxes, and PUC fees.  Phone companies also handle a variety of surcharges for socially desirable services such as 911, telecom relay (deaf services), and universal service support for schools, libraries, rural health care providers, and high-cost areas.

Cable operators, in comparison, pay municipal franchise fees, copyright fees, state/local sales/use taxes, and FCC regulatory user fees.  They also are often required to provide public/educational/government (PEG) channels and video equipment and facilities to support organizations that broadcast their activities on PEG channels.

Open networks support Internet access and e-commerce

GTE recognizes, however, that the focus of this Advisory Commission is not on the present tax situation, but on the future Internet environment.  In contemplating this future, it may be helpful to understand how telecommunications technologies are evolving.

The telephone networks in this country provided the first generation of access to the Internet.  The explosive growth of the Internet and e-commerce has depended, in large part, upon the open access of these networks.  People have been able to dial up the Internet service provider (ISP) of their choice using regular phone lines.  This open access characteristic has led to the creation of over 6,000 Internet service providers, many in the form of “mom-and-pop” operations.

But – as successful as phone networks have been in driving the growth of the Internet – they are stretching the limits of their capability.  That should not come as a surprise to anyone since phone networks were designed to handle voice traffic for relatively brief periods, not volumes of data and graphics transmitted during extended log-on sessions.

What people are crying out for are high-speed, broadband networks that can handle the crush of Internet traffic.  Companies are responding with a new generation of broadband technologies that are 50 to 100 times faster than current phone lines:  (1) DSL (Digital Subscriber Line) service by phone companies, (2) Cable modems by cable operators, and (3) Microwave service for some offices and high-rises.  Satellite and wireless broadband solutions are still a few years away.

Several analysts predict that – for the foreseeable future – cable modems and DSL service will be the principal broadband technologies available.  One Wall Street firm forecasts that these two services will be in 55% of the homes in America by 2008, growing from less than 1% in 1998.

Equal taxes for broadband on-ramps to the Internet?

An important tax policy that this Advisory Commission should review is whether there is a need to have equal and symmetric tax treatment when companies provide broadband access to the Internet.  Since the primary providers of this service – phone companies and cable operators – have a different heritage, they currently bear different tax burdens.  Yet, the broadband services they offer are functionally equivalent.

Will different tax burdens affect the rollout schedules of the competing technologies?  Will different tax burdens create unequal investment incentives?  Will different tax burdens affect the appeal of the competing services to customers?  In short, will different tax burdens create any unintended advantages for one technology over the other?

Equal access for broadband on-ramps to the Internet?

An equally important public policy that the Advisory Commission should review is whether there is a need to guarantee access to the broadband on-ramps to the Internet.  This second generation of high-speed Internet access will continue to accelerate the growth of e-commerce only to the extent that they remain open platforms – open to any customer and to any Internet service provider.  DSL service offered by phone companies is an open platform, but cable modem service remains closed.

A “cable open access” policy would be vital for the continued growth of e-commerce.

“Cable open access” would require cable operators to offer their high-speed cable modem service as a separate, stand-alone service.  This would allow customers to buy just the cable-modem service to reach their ISP of choice; customers would not have to buy the cable operator’s affiliated ISP.

The concern is that cable operators now are offering cable modem service only as a bundle with their affiliated ISPs.  In some cases, consumers have to pay extra to use their preferred Internet service provider; in other cases, ISPs that are not affiliated with a cable operator are being denied access to cable modem platforms.

Without such a policy in place, a few private toll-collectors could control many of the on-ramps to the Internet and dictate the flow of e-commerce.  Any tax policy contemplated by the Advisory Commission would be less relevant without a “cable open access” policy simply because there would be less e-commerce – fewer Internet transactions, less money changing hands, and a shrinking base of local, independent Internet service providers.
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