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The Kansas Chamber appreciates the opportunity to present testimony in favor of
Senate Bill 371.

The issue:

Online-only retailers are exploiting a loophole in the current sales tax system to avoid
collecting local sales tax. The collection of any local sales tax is required by law for all
brick and mortar and retail stores that exist in Kansas, but online-only retailers shirk this
responsibility. This negatively impacts nearly every sector of our economy — both public
and private — at a time when most Americans are struggling to climb out of the
economic downturn. Some examples:

It hurts local businesses: The sales tax loophole enjoyed by large online-only
retailers gives them anywhere from a 5-10% price advantage over brick-and-mortar
stores in Kansas—stores that hire local workers, and pay payroll, income and
property taxes to state and local government. This significant and unfair advantage
is putting hard working retailers on Main Street out of business and millions of U.S.

jobs at risk.

It unnecessarily puts consumers at risk: Consumers may think they're getting
items tax -free online. But U.S. consumers are still legally required to pay a “use
tax” equivalent to the sales tax to the state when they file their tax returns — or risk
being audited or penalized. Naturally, most citizens do not pay because the process
is onerous and difficult to calculate. And while online vendors have the technology
to collect sales tax at the point of sale, they choose not to.

It is costing local & state government: Every day, the State of Kansas and local
governments are losing money because online businesses are exploiting tax
loopholes. It has been estimated that the U.S. government could lose more than
$11 billion_in uncollected taxes from online sales in 2012 — money that could help
pay for education, law enforcement, healthcare, emergency response, or
transportation projects. Enforcing the collection of online sales tax would generate
much-needed revenue and help close critical budget gaps without having to institute
new taxes.

We urge the committee to pass SB 371 and level the playing field for Kansas retailers.

The Kansas Chamber, with headquarters in Topeka, is the leading statewide pro-business advocacy group moving
Kansas towards becoming the best state in America to do business. The Chamber represents small, medium and
large employers all across Kansas.
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The Truth About eFairness Legislation

MYTH: Requiring online-only retailers to collect sales taxes would impose an additional tax on
consumers and the business community.

FACT: eFairness legislation DOES NOT create any new taxes. Purchases made over the Internet were

‘never intended to be tax-free. In fact, when Amazon and other online-only retailers fail to collect the
sales tax on a purchase, the onus is on consumers to pay a “use tax™ to the state when they file their tax
returns, a burden required by law.

MYTH: Purchasing products from an online-only retailer is beneficial to consumers because they don’t
have to pay sales tax. '

FACT: Almost every product purchased online requires a sales tax to be collected. Consumers may
think they're getting items tax-free online, but this is simply not the case. Online-only retailers are
exploiting a loophole to garner additional sales. Many bricks-and-mortar retailers currently have online
sites where consumers can shop online, many which use readily available technology to collect the Jocal
taxes, as required. These taxes are then delivered back to the state and the local community, to help
provide vital services like education, law enforcement, and emergency responders.

MYTH: Online-only retailers provide low income communities with products at a discounted rate by not
charging sales tax.

FACT: Many of the poorest Americans are subsidizing online commerce. Many Americans in minority
and rural communities do not have access to the Internet or a credit card — both essential to online
shopplng These Americans are limited to shopping in Main Street stores where, as required by law, sales
tax is collected at the point of sale. When purchases are made from online-only retailers and sales tax is
neither collected by the seller nor remitted by the buyer, those who do not have Internet access or credit
cards and dutifully pay the required sales tax are in effect subsidizing the state and community services
that tax revenues provide for those who don’t pay.

MYTH: Requiring online-only retailers to collect the sales tax will result in less Internet commerce and
hurt the economy.

FACT: Purchases made online gerieféte hundreds of billions of dollars in revenue each year and help
support the economy. The fact that online-only retailers are able to exploit a loophole and refuse to
collect the sales tax at the point of purchase results in an unfair advantage over local businesses that are

required to collect the tax at the point of purchase. Bricks-and-mortar retailers can’t compete with onhne-

only retailers that don’t collect sales taxes, don’t employ local residents, and don’t have a local presence

in our neighborhoods. Unless the loophole is corrected, local retailers will become an endangered specws

and local communities will continue to lose millions of dollars in revenue.

MYTH: If forced to collect and remit sales tax, online-only retailers will simply plill their affiliates
from states and rob them of potential income and jobs.

FACT: The Internet is here to stay, and it will only continue to play a more vital role in the marketplace
for decades to come. Most retailers cannot exist without a web presence, whether they are a local shop on
Main Street or a larger retailer with numerous locations. Many of these local retailers have already
adopted an online presence, which utilizes local marketing affiliates to garner new customers, and they
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have implemented the technology needed to collect sales tax. If online-only retailers choose to damage
their own business model and their relationships with a state’s online community, that’s their choice.
Other companies will gladly fill the void and work with online affiliates to support the local retailers that
are delivering revenues to the community. For example, New York law requires online-only retailers to
collect and remit the state’s sales tax if they pay commissions to New York-based marketers for sending
them customers, and it certainly appears that neither Amazon nor Overstock’s business in New York has
been impaired. ‘ -

MYTH: If online-only retailers terminate their affiliate relationships, it will result in lost jobs as the
affiliate companies will be forced out of business.

FACT: The fact is that legislation that ensures that sales tax is collected equitably will actually increase
jobs. The loophole online-only retailers exploit is hurting small businesses because they can no longer
compete with the online-only retailers and they are forced to cut local residents from the job force.
Additionally, the facts are that most affiliates work with multiple retailers — most of which collect sales
taxes at the point of purchase. The bottom line is that there is no excuse for online-only retailers to
continue to hide behind a nearly twenty year old Supreme Court decision, which was written before
Internet commerce became the major part of the economy that it is today.

MYTH: Streamlined Sales Tax legislation has already been passed in my state. Now we just have to
wait on the federal government to act.

FACT: eFairness legislation could benefit the tax revenues of your state and does not negate SSTP.
Twenty-four states have joined the Streamlined Sales Tax Project since it started in 2000. As a result
about 1800 online only retailers have started collecting and remitting sales tax within most states.
Unfortunately, some of the largest online-only retailers refuse to collect sales tax when a state passes
“Streamline” because they are waiting for federal action. SSTP needs more than 24 states on board to

pass legislation through Congress and it is time to look at what options may bring other states to the table.

MYTH: Legislation requiring online-only companies to collect sales taxes is ill-conceived and
unenforceable. The better route is to wait for a national solution.

FACT: Some states have already passed tax: fairness legislation and online-only retailers are complying
with the law. For example in New York they are finally delivering the revenues generated by their sold
goods, and they are still thriving. Enacting eFairness legislation quickly creates a fair marketplace and
reduces the burden on unknowing consumers who carry a tax liability, it ensures critical personnel and
services like teachers, police, and émergency responders are adequately funded. National legislation may
permanently close the loophole in due time, but as more states continue to lose vital revenues, immediate
state action is still necessary.

MYTH: Collecting the sales tax would be extremely burdensome on small businesses.

FACT: If state eFairness legislation is passed, most small businesses would already be collecting in that
state because they have a physical presence. The majority of retailers support a small business
exemption. For instance, the Mainstreet Fairness Act, contemplates excluding small out of state online-
only retailers from collecting and remitting but defers to the SSTP governing board on the definition of
what is a “small business.” We support other options that include exempting businesses with less than
$500,000 in sales to residents of another state.
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MYTH: Grocery stores are not impacted by online-only retailers.

FACT: Some online-only retailers have gotten into the grocery business. Customers are able to choose
their grocery items online and have them delivered to their home within 24 hours and in some cases the

same day.

MYTH: Collecting the sales tax would be extremely burdensome for online-only retailers as it would
require them to develop, test and install new software, which would be costly and time consuming.

FACT: The reality is that the software and Web applications necessary to collect the sales tax have
already been developed and put in place by numerous retailers that choose to adhere to the law and collect
the sales tax. The responsibility of collecting and remitting state and local sales tax should not be pushed
on to individual consumers by billion dollar online-only retailers. The correct solution is for online-only
retailers to harness readily available Web applications for collecting the sales tax and to do so at the point

of purchase.

MYTH: If eFairness laws are passed small businesses will suffer because they cannot afford the
compliance staff or infrastructure required for them to collect sales taxes in every state to which they sell.

FACT: The Mainstreet Fairness Act would institute a national framework for eFairness. Other options
authorizing states to require collection by out of state retailers would also protect small businesses from

too large a burden of collecting sales tax in other states. An acceptable bill would only require companies

to collect if they make at least $500,000 in sales to residents of a state in which they have no presence;
conversely, businesses with annual sales of less than $500,000 to residents of a state, would be exempt
from collecting and remitting sales tax assuming they have no other presence in the state.

MYTH: No one is negatively impacted and consumers benefit by being able to purchase goods on the
Internet without paying the sales tax.

FACT: Across the board, everyone — including the purchaser — is put at risk by the fact the sales tax is
not collected at the point of purchase by online-only retailers. The buyer has an unmet tax liability that
could result in an andit. Employers that are forced to collect the tax are losing business and may be
forced to close or lay off workers. And states, with massive budget deficits are going without revenue
that could help ensure they pay down their debt and finance critical services like law enforcement and
emergency personnel. The only ones that benefit are the online-only retailers who get a special deal.

For more information on tax fairness legislation, and what you can do to level the playing field in
your state, visit www.standwithmainstreet.com
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