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Dear Ms. Rosenker:

Attached pleased find my comments on the issue of taxation of the Internet and electronic commerce.  As stipulated in the Nations Cities Weekly, I am e-mailing my comments and sending 30 hard copies to your office.  If you have any questions, please contact my office at (313) 224-4510 or by e-mail at mahaffeym@mahaffey.ci.detroit.mi.us.  Thank you for the careful consideration you and your office are giving to this important matter.
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Executive Summary
Internet taxation addresses three distinct issues: the taxation of goods and services sold via the Internet that are taxed when sold elsewhere; the taxation of services regulated by federal government such as telephone or cable services and; the taxation of access to the Internet itself.

Each requires a separate discussion and solution. It is my contention that goods and services that are taxed if purchased in stores should be taxed when sold on the Internet.  New technologies that are still emerging such as live conversation on the Internet will need to be studied further to address how such services will be federally regulated in fair competition to similar regulated services. This debate needs to address larger constitutional issues concerning privacy and the rights of free speech. Access to the Internet, however, should be tax free to encourage the expansion of the availability of the service to all sectors of society.

I.  Taxation of Goods and Services
E-commerce is skyrocketing.  Sales conducted over the Internet are increasing at a rate of 300 percent annually.  The majority of these sales are being charged to major credit cards by people who can afford computers, Internet access, shipping and handling fees, credit card debt and the item being purchased.  It is highly unlikely that the inclusion of sales tax will significantly deter consumers.  It is also inherently unfair to tax people who must purchase goods in the conventional manner because they can not afford Internet access and provide discounts to those who can afford access.

It is also important to note that a large number of the companies conducting sales via the Internet are large corporations that have now found a way to reduce their tax burden and warehousing costs by increasing sales over the Internet.  In fact, many companies are now offering more items via e-commerce than in their stores because they can ship directly from the supplier to the consumer with no warehousing cost.  This trend means that stores may be discouraged from offering their best products and services to customers at their stores and encouraged to provide more for the elite few who have and can afford access to e-commerce.

Competition for e-commerce customers is fierce.  New and smaller companies can compete with larger companies because they too can ship directly to the consumer without incurring storage fees.  This means that there is less cost to the company and that savings can be passed on to the consumer in a reduction that is at least equivalent to the cost of sales tax. 

Although there may be some difficulty identifying physical location for virtual companies that operate solely on ordering and shipping from the warehouse directly to the consumer, most companies can at least be identified as having main headquarters in some physical location. The tax dollars should be returned to the state or municipality in which the company is located.  These dollars can significantly increase the health and welfare of the people who reside in the companys home town.  E-commerce without taxation means that fewer people are coming to the stores to purchase goods and pay the tax on the item purchased.  Over time, this will dramatically reduce the tax dollars paid to municipalities to support the very infrastructure the company needs to prosper and the municipal services their customers need to be able to enjoy improved quality of life.  

The issue of taxation of  international sales over the Internet must be addressed from both the vantage point of imports and exports.  

I strongly support the taxation of goods purchased via the Internet.

II. Taxation of Federally Regulated Services Offered Via Internet
Telephone, long distance and cable providers are regulated by federal and local government and taxed primarily based on their use of the public rights-of-way.  The Internet, however, is a service provided through the use of either telephone, long distance or cable providers and the use of the lines to connect to the service is paid by the user or by the owner of the servers.  The Internet does not use the Public Rights-of-Way to conduct business.  They do provide a type of long distance service via local phone or cable lines.  The question is whether the Internet provider should pay for the use of the phone lines in the provision of long distance services.  

This becomes a difficult question to answer.  On one hand, technology is allowing for the use of voice and video interactive transmission that in some ways competes with and surpasses long distance carriers capabilities.  Signal degradation is higher on the Internet producing inferior clarity, but the technology easily lends itself to simultaneous video conferencing and other advancements not available over standard residential analog phone lines.  However, since the user is already paying for the use of the phone lines to connect to the Internet provider, and the Internet provider is paying for phone lines to be part of the Internet, and since it would be nearly impossible to determine when a user was using the Internet to connect to a distant server, conduct a character generated chat room, or conducting a full scale video conference, it seems ludicrous to attempt to tax a portion of the service that cannot be readily isolated. 

Regulation should be imposed to the benefit of all. The technology of the Internet is not suited for such regulation.  To attempt to regulate the use of the Internet is to attempt to regulate the fundamental rights of assembly and free speech.  What piece of the Internet can be regulated for the common good?  The information highway is free. Is government attempting to set itself up as enterprise? The level of surveillance required to regulate the Internet for long distance use would significantly impact the free flow of information and be reminiscent of Orwells classic book, 1984.





Taxation of Internet Services would be cumbersome, unproductive, and so costly that the regulatory agency formed could never be compensated.  It would also decrease Internet use and inhibit growth and development of new services.
III.  Taxation of Internet Access
The Internet began in late 60 or early 70's as an experiment by the Department of Defense to see if computer systems could reroute data and maintain the military communication network if a portion of the system was destroyed during an attack. The system grew immeasurably as it became evident that information could be continuously rerouted from one server to another around the world with seemingly limitless capacity.  A user can tap into the system at any point and be rerouted to nearly any other point.  An Internet provider is a point of access to a system of global computer information storage devices, but no one controls the Internet itself.

The Internet is primarily an information and communications device similar to a research library, newspaper, radio, news broadcast and local community center combined. Taxation of Internet access will most severely affect the portion of the population most in need of information and least likely to be able to afford it.  In an emerging knowledge based economy, acquisition of power will be directly proportional to the acquisition of information.  The Internet will be a continuing source of vast amounts of information on a myriad of topics for the next decade. Access to the Internet is limited to those who can afford computers or those who can get access to computers at libraries, community centers, churches or schools, the addition of a tax will only serve to further reduce access for a further alienate the most impoverished sectors of our society.

Several Internet providers charge a fee to access the Internet through a specific interface, others provide the service free of charge.  True computer hackers already know how to access the system without the use of any interface.  The Internet itself is free and international in scope.  It is nearly impossible to guard every possible portal to the system.  Further, it would require a level of regulation reminiscent of Big Brother.  

I feel that taxation of Internet access is unnecessary, counterproductive, prejudicial and nearly impossible to achieve. 

