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The Internet creates a host of opportunities including the opportunity to serve as a catalyst for positive change in tax policy and administration.  In particular, the emergence of electronic commerce creates the conditions for dramatically updating and improving the sales and use tax.


The issues of electronic commerce and state and local sales and use taxes can be solved.  Moreover, they can be solved in a manner that, on the one hand, preserves federalism and the sales tax as a viable fiscal choice for state and local governments and, on the other hand, supports the vigorous growth of interstate commerce—including electronic commerce.  It is possible to collect sales and use taxes on electronic commerce sales to customers within a state without creating unacceptable administrative burdens for interstate marketers.  States, working with the private sector, can develop and implement this innovative system of tax administration on their own initiative.


A solution that achieves these results will be based on a combination of:

1. state of the art electronic commerce technology applied to the tax calculation, reporting and payment process, 

2. voluntary interstate standardization and simplification of certain key features of sales and use tax systems, and

3. the willingness of state and local governments to assume the costs of such systems for constitutionally protected interstate sellers.
 

A version of the electronic commerce technology for tax administration, developed and operated by a major U.S. company, is being used in Europe to collect transactional value-added taxes at the time of sale. This system contains most of the features that states would find necessary for the proper and efficient collection of their taxes.  Additional features that would be desirable are within technical reach and are under development by at least one other company.  The technology of electronic commerce is itself a major resource for solving long-standing sales and use tax issues.

Technology is not, however, the sole remedy.  The second element of the solution will involve interstate standardization and simplification of key features of sales and use tax systems.  State and local governments have acknowledged that their system of sales and use taxes must substantially change if they are to remain viable into the next century.
 Taxing authorities are thus actively moving toward the development of a multistate system that will remove complexity and add transparency and simplicity.
 This simplicity movement provides a foundation for changes in tax laws and procedures necessary to enable the technology for tax administration to work effectively and efficiently for electronic commerce. Although additional areas require attention, the two priority areas for simplification involve local option taxes and exemption administration, especially exemptions defined by use and entities.

The U.S. Supreme Court, in its Quill decision, made clear that states cannot impose the obligation of use tax collection on remote sellers whose contacts with states are limited in nature because of the burden of collection for those sellers.  Thus, if sales and use taxes are to be equitably collected at the time of sale, state and local governments will need to assume the costs and burden of collection for remote sellers who are constitutionally protected.  State and local governments, working with the private sector, can incorporate the Court's direction into a solution for sales and use tax collection issues. 

  A new system of sales and use tax administration can be designed around the needs of electronic commerce.  While beginning in that context, the system can and should, as it is refined, be expanded to encompass a broader range of commerce.

What is needed to resolve the sales and use tax issues—more than the technology, the simplifications and the financing—is a critical mass of state and local officials, technology companies, and volunteering interstate marketers with the vision and imagination to move forward in developing a new system of administration.  That system will accomplish the collection of taxes on an equitable and efficient basis without burdening remote sellers.

� The Computer Systems Policy Project, an affiliation of the CEO's of twelve major U.S. technology companies, has proposed similar ideas for revising sales tax administration.  See Computer System Policy Project, "Indirect Taxation of Electronic Commerce: Position Paper," July 1999, pp.9-10 at � HYPERLINK http://www.csp.org ��www.csp.org�. 


� See the report of the National Tax Association Communications and Electronic Commerce Tax Project.


� One example of the simplification movement is the Multistate Tax Commission Sales Tax Simplification Committee.  This business-government partnership seeks to achieve substantial sales and use tax simplification throughout the nation. The committee is currently developing a uniform method of processing sales tax exemptions and exploring electronic means of verifying purchasers exempt from sales tax. The committee will also develop a recommendation on a uniform rule for situsing sales and uniform sales tax refund procedures. This committee has fostered the establishment of state simplification committees in 23 states to work on simplification issues within those jurisdictions.


A second example of the simplicity movement is the Northwest Regional Sales Tax Simplification Project, involving the States of Idaho, Utah and Washington. This project, again a public-private partnership, seeks to harmonize those states’ sales and use taxes systems to ease the compliance demands of multistate companies operating in the region. The project is pursuing simplifications in exemption administration, filing and payment procedures, and local tax rate administration.


A third example is the initiation by six upper midwest states—Iowa, Nebraska, South Dakota, North Dakota, Minnesota and Wisconsin—of a regional project similar to the Northwest Project.


A fourth example is the EDI Audit and Legal Issues Task Force, a consortium of several pubic and private sector organizations organized by the Federation of Tax Administrators to study issues and develop recommendations for adapting state tax practices to the expanding use of electronic technology for business operations.  Recently, this project has generated a draft for a uniform direct pay statute, currently the subject of a public hearing process being conducted by the MTC in support of this project.


Finally, the Multistate Tax Commission undertakes a host of activities to simplify sales tax administration.   Current uniformity efforts include promoting in partnership with the Tax Executives Institute the expanded use by states of the MTC's uniform multistate exemption certificate, developing with the Association of Fund Raisers and Direct Sellers measures to simplify sales taxes for fund raising activities, and developing sales tax priority rules to mitigate potential double taxation disputes.  The Commission maintains a multistate alternative dispute resolution process to resolve at one time issues that taxpayers have with two or more states.  This process was developed in cooperation with the Committee on State Taxation.  The Commission streamlines the audit process for tax agencies and businesses by conducting joint audits on behalf of several states at once—a process that also encourages uniform treatment of taxpayer issues by the several states.  The Commission facilitates efficient, taxpayer convenient compliance through a joint voluntary disclosure process conducted for nearly forty states through its National Nexus Program.  Other simplification activities are undertaken as well.





