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For North Carolina local governments, sales taxes are the second largest source of tax revenue, exceeded only by the ad valorem property tax. Any federal actions, such as the Internet Tax Freedom Act and the ban on taxation of out-of-state sales, have a direct and immediate impact on the ability of local governments to provide the essential public facilities and services that residents need and demand. These include schools, roads, police, fire, emergency services, social services, recreation, environmental protection, planning and zoning services, solid waste management, recycling and many others. In addition, proceeds from the state sales tax provide funds for salaries for all N.C. public school teachers and administration, other educational needs and other local programs.





As retail sales conducted over the Internet rise, N.C. cities, counties and their residents lose much needed revenues. The U.S. Department of Commerce estimates that $9 billion in retail sales occurred over the Internet in 1998. We estimate that the State of North Carolina and its local governments lost a minimum of $16.9 million in state and local sales tax revenue. 





Another estimate is that online sales in 1998 totaled nearly $15 billion nationally. With this estimate, the State of North Carolina and its local governments lost approximately $28 million in revenues in 1998. Reliable research predicts online retail sales to exceed $36 billion by the end of 1999. Our N.C. state and local governments will have lost approximately $68 million in sales tax revenues in a single year.





These figures illustrate the importance of sales taxes in North Carolina’s balance of revenues, which includes state income taxes, sales taxes, property taxes and other taxes and fees. This system of taxation is designed to provide adequate and stable revenues with citizens taxed in a reasonable and equitable manner.





The ban on sales taxes on Internet sales puts that balance at risk, and it’s purpose is to boost the growth of the Internet. The Internet is an exciting and evolving medium for communication, information, research, entertainment and sales. But the ban does not have anything to do with how individuals and companies use the Internet for information exchange and communications. The ban just provides a competitive advantage for a specific medium for sales transactions. It would be comparable to the federal government deciding that it wanted to strengthen retail outlets in central business districts by banning the collection of state and local sales taxes at downtown establishments only. Recent experience has shown that use of the Internet will continue to grow dramatically because of convenience, speed, ease of use and the growing amount of information available online. Taxing retail sales over the Internet will not impede the growth of the Internet. 





N.C. local governments do not want to “tax the Internet.” Rather, they would propose a level field in which all retail purchases are taxed in an equitable manner, regardless of how the transaction is conducted – in person, over the phone, online or by mail.





Taxing purchases made over the Internet and other remote sales is a matter of fairness. The local retail merchant must collect and remit sales taxes. Doing so places the Main Street merchant at a competitive disadvantage. Individuals can examine merchandise locally, buy over the Internet and avoid the sales tax. In North Carolina, that means citizens who buy locally pay 6 percent more than those who purchase remotely over the Internet. 





We would request that the Commission consider recommending legislation that would permit reasonable and feasible taxation of all retail sales, including sales made over the Internet or by other remote means. We are confident that a plan can be developed to overcome difficulties such as rates that differ within a state. Our organizations, and our affiliated national organizations, stand ready to develop such a plan.
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