Implications of the Internet Sales Tax
Internet sales as a percentage of total retail sales have grown from 2 percent in 2000 to 16.1
percent today, with a value of $4.1 trillion, according to the Federal Reserve Bank of St.
Louis.[1] This massive revenue source has caught the attention of governments looking to meet
budgets because many of these transactions are not subject to state and local sales taxes.
Taxing internet sales has largely been restrained by the 1992 Supreme Court case Quill Corp. v.
North Dakota, which ruled that collection of sales taxes from remote venders was an
unconstitutional burden on interstate commerce and that states could only tax companies with a
physical presence within the state.[2] This in turn led to larger companies with internet sales to
strategically placing their warehouses and offices to avoid higher taxes, a notable example being
Amazon's warehouse in low-tax Nevada being used to deliver to customers in high-tax
California.[3]
The ability of internet sellers to avoid state sales taxes has prompted the introduction of the
Marketplace Fairness Act in Congress, which would empower states to collect online sales
taxes.[4] This is in line with the Quill ruling as the Court said Congress could grant states the
power to collect online sales tax.
An internet sales tax will undeniably increase how much consumers pay for what they order
online. For Nebraskans, the increase would include the 5.5 percent state sales tax and the local
sales tax, which can run as high as 2 percent under state law.[5] So some Nebraskans would pay
up to 7.5 percent more for online items. Although, Nebraskans are currently required to report
their online purchases and remit the amount owed directly to the state,[6] but it is unclear how
effective these requirements are in compelling compliance. It is also unclear how well-known the
requirement is among the general population.
Effects on consumers tie directly into the costs for businesses. The higher costs will inevitably
result in fewer people shopping online. In a 2000 study, Austan Goolsbee-a chief economist for
President Obama-estimated that taxing online sales would make them decrease by 24
percent.[7] Apart from lost revenue due to decreased sales, businesses would also have the
daunting task of collecting taxes for the states their customers live in. There are roughly 9,600
jurisdictions with the authority to impose sales taxes, and businesses selling online would have to
comply with each one.[8] While the bill would allow businesses to file a single return for all
taxing authorities within a state, that still means businesses would have 46 potential returns-45
sales tax states and Washington D.C.-that would be filed monthly or quarterly depending on the
state.[9] Additionally, each state would be able to audit a particular business once a year, which

means a single business could face up to 46 potential audits every year.[10] While these
requirements and the immense costs associated would likely be no problem for large businesses
like Amazon, it would have a substantial impact on smaller businesses like the Norfolk-based
online ATV parts company Powersports Nation.[11] In effect, these requirements and regulations
could help larger sellers like Amazon crowd out their smaller competitors who would both lose
business from lower consumer spending and be unable to calculate the thousands of taxing
jurisdictions; deliver dozens of returns on a monthly or quarterly basis; and deal with potentially
numerous audits every year.
There is also a states' rights issue to consider, as the legislation would force businesses in states
without sales taxes-Alaska, Delaware, Montana, New Hampshire, and Oregon[12]-to collect taxes
for other states even though the business owners and employees have no say in those states' tax
policies. Some have even labeled this a modern form of "taxation without representation."[13]
On the other side of the argument, there is a fairness argument that internet sales should be
subject to the same taxes and regulations as regular businesses. The lack of sales tax gives
internet sellers a distinct advantage over brick-and-mortar retailers as their goods are less
expensive and therefore more attractive to consumers. The Marketplace Fairness Act would not
create any new taxes; it simply makes internet sellers subject to taxes that already exist.[14]
Even though it would "level the playing field," the tax compliance burdens are of concern, and
some suggestions have been put out to make an internet sales tax workable and less burdensome.
In a 2011 paper, economists Veronique de Rugy and Adam Thierer of the Mercatus Center at
George Mason University recommended "[a]n origin-based sourcing rule" where customers
would pay the sales taxes of the state where the company they are buying from is located. This is
based on the idea that a visitor to a state pays the taxes of that state, not of their home
state.[15] For example, if a Nebraskan went to Iowa and bought something, they would pay Iowa
taxes; similarly, if a Nebraskan bought online from an Iowa based company they would pay Iowa
taxes under the origin-based sourcing rule. This process would simplify the process and eliminate
the constitutional concerns of "taxation without representation" as well as foster tax competition
as businesses would try to put themselves in low-tax environments, encouraging states to lower
their tax burdens.[16]
It is also important to evaluate how an internet sales tax would affect Nebraska. A 2010 study
conducted by Empiris LLC estimated that had there been an internet sales tax in 2008 with an
exemption for small businesses making less than $5 million-the Marketplace Fairness Act has a
small business exemption for those making less than $1 million[17]-then Nebraska would have
collected an extra $17.5 million. Without the small business exemption, the state would have
collected $25.5 million.[18] To put that in perspective, those amounts would have been 1 and 1.4
percent, respectively, of the sales tax revenue brought in for fiscal year 2008-2009.[19]
While taxing internet sales like regular sales would "level the playing field," the way the
Marketplace Fairness Act would impose an internet sales tax would do far more harm than good.
The regulations and requirements of this Act would be detrimental to many small and medium
sized businesses, and will simply help big businesses like Amazon and Walmart to keep smaller
competitors out of the market. In short, it is big government helping big business; a visible
demonstration of crony capitalism. The better solution for states to collect online sales tax would

be to make sure citizens know the requirements for reporting their online purchases and remitting
those taxes. If states and Congress feel such measures are inadequate, then the most reasonable
course of action would be to adopt the "origin-based" internet sales tax proposed by Rugy and
Thierer of the Mercatus Center. This idea would both allow states to collect internet sales revenue
and avoid placing an incredibly heavy burden upon small businesses.
As our economy becomes more online-based, it will become necessary to integrate internet sales
into existing sales tax codes. However, the Marketplace Fairness Act is the wrong way to do it.
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