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Basic Background

See initial interview with Rick Gill of J.C. Penney for more background (adv8001.doc).

· The Internet Tax Freedom Act, passed in 1998, established a 3-year moratorium on any new Internet taxes.  The moratorium ends October 2001.  Congress has a “habit of punting issues it doesn’t want to deal with, which is what they did here by establishing the ACEC (Gilmore Commission, named after its chairman, Gov. Gilmore of VA) to study the issue and report back to Congress with recommendations.  The commission (19 members) was picked by the party leaders in Congress, and no “brick-and-mortar retailer” was put on the commission.  In particular, Congress did not want to grapple with the sales and use tax issue.

· Based on precedent from two Supreme Court decisions (Quill, Bellus Hess), sales taxes will not be collected on remote commerce unless a “nexis” exists between buyer and seller (i.e., the company doing the selling has a “physical presence” in the state where the buyer lives).  This gives catalog companies an advantage over typical retailers (stores), but catalogs don’t make up a very big share of retail sales, so that didn’t hurt us too bad.  However, now that internet commerce is growing by leaps and bounds, traditional retailers are at a disadvantage competing with e-commerce.  We have to collect sales taxes on what we sell, while e-businesses generally do not.

· Almost all states (46 out of 50) have a “use tax” which requires consumers to save receipts on all remote commerce and then pay the sales tax with they file their state income tax returns.  Most states don’t try to enforce the use tax.

· Back to the Gilmore Commission.  Congress required that two-thirds of the commission had to agree on any recommendations that went into its report to Congress.  Gilmore could not get two-thirds of the panel to agree to a blanket extension of the moratorium on internet taxes (mainly because some commission members wanted to equalize the collection of sales taxes).  Gilmore got Dennis Hastert (Speaker of the House) and Trent Lott (Senate Majority Leader) to write a letter saying that Congress would accept the commission’s report without two-thirds approval.

· “The Gilmore Commission was the only game in town until April of this year, when the commission issued its report.  Then Congress took up the issue.”

Prior Activity on the Issue

· NRF was previously neutral on this issue, until January of this year [2000].  That is when the NRF board of directors vetted the issue with its membership.  After that process, NRF took a position in favor of equalizing sales tax collection across all channels of commerce.  “To be honest, I personally thought NRF should have stayed neutral on the Internet sales tax issue.  I didn’t want to risk alienating our friends in the Republican party, especially in the leadership, who philosophically oppose any new taxes.”

· We worked closely with Gov. Mike Leavitt (UT) when the Gilmore commission met.  Leavitt was co-chair of the commission and shares our concerns about the sales tax issue.

· We lobbied members of the House when they took up the issue in April, first the Judiciary Committee and then the full House.  Although the House passed a 5-year extension of the internet tax moratorium without any language addressing the sales and use tax issue, “we pushed the ball pretty far down the field by shifting the debate in the House toward the sales and use tax issue.”  Rep. Spencer Bachus offered an amendment to the internet tax bill that would have equalized sales tax collection, but it failed by a close vote.  Rep. Ernest Istook offered a resolution on the House floor stating that Congress needs to address sales tax equalization, and that resolution passed easily.

Advocacy Activities Undertaken

“Now the scene shifts to the Senate.”  Sen. McCain has been the biggest champion for extending the internet tax moratorium in the Senate.  In May (last month), McCain brought up the 5-year extension bill in the Commerce Committee (which McCain chairs), and “we made sure that he didn’t have the votes to pass the bill out of committee.”  We engaged in heavy grassroots activities directed at members of the Senate Commerce Committee.  This was a case of “textbook grassroots lobbying.”

1. We had CEOs of members companies write to Senators on the committee from their states.

2. We had workers from member companies and associations contact their Senators.

3. We also mobilized “senator-to-senator lobbying”

4. When leaders of state retail associations are in town, we take them up to the Hill to meet with Senators.  We just took a group around to about 25 Senate offices yesterday.

5. We have also been running print ads in local publications (Roll Call, the Hill).

6. We have regular meetings with Senators and their staff to discuss this issue.  We talked to Lott and Daschle yesterday.

The initial impulse among just about everyone on the Hill is to extend the moratorium on internet taxes.  Our main challenge is to educate legislators about the existing inequity in sales tax collection and get them to understand the problems with a blanket extension of the internet tax moratorium.

“We’ve seen a sea change in the last few months in the way Congress looks at this issue.  McCain has really ratcheted down his plans and rhetoric on this issue.”  Early in the year, Sen. McCain wanted to enact a permanent ban on internet taxes.  Then, McCain wanted a 5-year moratorium.  In the past week, he’s been talking about just a one or two-year extension of the moratorium, and he’s working on compromise legislation with Sen. Wyden (although their compromise still does not satisfy us).

· We are also working with the National Conference of State Legislatures (NCSL) to write model legislation for states to simplify their sales tax codes.  So far, about 10 states have entered into a “compact” by passing this model legislation.

Future Advocacy Activities Planned

· We have to be ready for other Senate action.  Sen. Lott could bring up the House bill on the Senate floor at any time, and Lott told us yesterday that he thinks an extension of the moratorium will pass the Senate this year.  On the other hand, Sen. Daschle tells us that the Democrats won’t let such a bill go through.  But we need to be ready for action on the Senate floor action this year.  We’ll do the same things we did on the Commerce Committee (grassroots and direct lobbying) and we continue to run print ads locally.  In addition, Sen. Roth may try to grab jurisdiction over the internet tax bill for the Finance Committee (which he chairs), and the Senate Judiciary Committee may claim jurisdiction over the sales tax issue (since it involves a Supreme Court precedent).  We are keeping our eye out for any of these possibilities.

· “Part of our strategy has been to bury this thing [extending the moratorium on internet taxes] this year.  We are fighting the war on two fronts.  Our Normandy is defeating the moratorium extension this year.  Our North Africa and Italy is working with states to draft model legislation for simplifying the sales tax code.  Then we can gear up at the beginning of the 107th Congress to pass legislation applying sales taxes equally to all channels of commerce, and we will have the October, 2001 deadline [end of the current internet tax moratorium] as an incentive to get things done quickly.

· “We’re gonna win this one.”

Key Congressional Contacts/Champions

· Sen. Dorgan (D-ND)

· Rep. Bachus (R-AL)

· Rep. Istook (R-OK)

Key State Champions

· Gov. Mike Leavitt (R-UT)

Targets of Direct Lobbying

· Senate Commerce committee members

· Other Senators

Targets of Grassroots Lobbying

· Same as direct targets

Coalition Partners (formal)

· E-Fairness Coalition, “which pissed me off.”  E-Fairness is funded primarily by developers (shopping malls), but they are hiding behind our membership, our mantle, and our clout.  The e-Fairness literature parrots our membership and constituency figures, as if they only wanted us in the coalition so they could claim to speak for 1.4 million retailers and 20 million employees, exactly our membership figures.  E-Fairness is not as directly involved in this issue as we are and the governors.

Pfister on coalitions: “Flying at 1,000 feet, it’s easy to agree with e-Fairness and unite against extending the internet tax moratorium, but when it gets to nut-cutting time, we will part ways with them on some legislative particulars.”

Informal Allies/Partners

· National Governors Association

· Unions

· County and local government associations

· Many academics (law and econ professors who recognize the unfairness in the current system).

Pfister: It is interesting that the National Federation of Independent Businesses (NFIB) is silent (neutral) on this issue, and not in our coalition.  NFIB’s members are generally small retail businesses, the ones getting killed the most by tax-free internet commerce.  But NFIB is too close to the GOP leadership (the anti-tax wing) to do what is in the best interests of its members.

Main Arguments and Evidence

1. Equity.  All retailers, regardless of the channels in which they do business, should be treated equally with respect to the collection of sales taxes.  The current inequity is exacerbated by the growth in Internet sales, and the government should not favor one channel of commerce over another.

2. The current system unfairly penalizes states and local communities that rely on sales tax revenue.

3. This does not amount to a new tax on Internet or other remote commerce.  45 states and DC currently have sales and use taxes on the purchase of goods.  Even though the Quill decision exempts retailers from collecting sales taxes in cases where they have no “physical presence” (e.g., a store or distribution center) in the buyer’s state, the buyer is still required to pay a “use” tax (i.e., a sales tax on that purchase) to his home state.  States have typically not enforced collection of use taxes, but are now considering it given the explosion of Internet sales.

Secondary Arguments and Evidence

1. Collecting sales taxes on Internet commerce will not cause a drop in e-commerce.  Studies show consumers shop online for convenience, competitive prices, and good product selection, not because of tax-free sales.

2. States and localities will need the lost sales tax revenue if a recession hits or Internet sales continue to grow rapidly.

3. Congress is rushing to extend the moratorium on Internet taxes without carefully considering its impact on mainstreet retailers, state and local governments, and low-income people.

4. The current system is regressive.  Wealthy people make more tax-free Internet purchases than poor people, who generally have little or no access to the Internet.

5. Our efforts to produce more simplicity and uniformity in state sales taxes will reduce the burden on retailers if states require them to collect sales taxes.

6. Retailers should be fairly compensated by the government for collecting and remitting sales and use taxes.

Targeted Arguments, Targets and Evidence

Yes, when talking to Republicans, we emphasize that the current system creates an “unlevel playing field,” that government should not be favoring some businesses over others.  When talking to Democrats, we emphasize the impact on state and local revenues if they cannot collect sales taxes on e-commerce (we really avoid that argument with most Republicans).

Nature of the Opposition

· Grover Norquist and Americans for Tax Reform

· Direct Marketing Association (key staffer is Ben Isaacson)

· Anti-tax Republicans

Major Arguments and Evidence Articulated by Opposition

1. Equalizing the application and collection of sales taxes to all forms of commerce would have the effect of creating a new tax on Internet commerce.  The Internet is taxed enough as it is.

2. State and local governments are not broke – they have budget surpluses and thus don’t need the extra revenue from sales taxes on Internet commerce.

Secondary Arguments and Evidence Articulated by the Opposition

1. If states and local governments were interested in “fairness,” treating all commerce the same way, then they could simply tax all sales at the point of sale (e.g., Utah could tax all sales by Utah companies).  States refuse to do this because they find it politically more feasible to try to tax out-of-state businesses.

Targeted Arguments and Evidence Articulated by the Opposition

None mentioned.

Described as a Partisan Issue

Yes, to some extent.  Democrats are generally aligned with us on this issue, but this issue really puts Republicans in a bind.  The anti-tax wing of the party sees this issue as imposing a new tax and opposes us.  But other philosophical tenets of the GOP are policy devolution to the states and fair competition.  If we are going to give more responsibility to state and local governments, then we need to make sure they have the means to collect revenue.  Republicans at the state and local level all recognize this, and Republicans at the national level are hearing this from their fellow party members at the grassroots.

Nevertheless, the rift in the GOP on this issue creates “really strange bedfellows.”  We’ve got Rep. Istook (a very conservative Republican) and Reps. Conyers and Frank (very liberal Democrats) all on our side.

Venues of Activity

· Senate

· State legislatures

Action Pending or Taken by Relevant Decision Makers

· Senate action is pending.

Policy Objectives and Support for/Opposition to the Status Quo

· NRF wants to change the status quo.

Advocate’s Experience: Tenure in Current Job/Previous Experience

9 years working as a lobbyist at NRF.  Before that, 5 years working for the Republican floor leader in the House.

Reliance on Research: In-house/External

· We commission academic studies when necessary.

· We also use focus groups to help shape our message when we plan to run ads on an issue.

Number of Individuals Involved in Advocacy

At least 9

Units in Organization Involved in Public Affairs/Policy

· Government Relations

· Public Relations

· PAC

Advocate’s Outstanding Skills/Assets 

Didn’t ask.

Type of Membership: None, Institutions, Individuals, Both

Institutions

Membership Size

The world’s largest retail trade association. Membership includes:

· Nationally known retailers and independent stores that includes roughly 1.4 million retail establishments.

· 50 state retail associations

· 32 national retail associations

· 36 international retail associations

Organizational Age

10 years (founded in 1990)

Miscellaneous

Documents:  NRF talking points, bill comparison memo, 6/7/00 NYT article on the issue, legal summary NRF commissioned, testimony of Grover Norquist before the House Judiciary Committee.

Web site: www.nrf.com

Follow-up in December 2000
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