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The American Homeowners Grassroots Alliance (AHGA) commends the House Judiciary Commercial and Administrative Law Subcommittee for holding this hearing on business activity taxes. AHGA is a nonpartisan consumer advocacy organization which focuses on policy issues that have a significant economic impact on the nation’s 75 million homeowners. 

Nexus is the key issue related to the application of business activity taxes as well as the obligation of Internet-based businesses to provide state and local sales tax collection services for the approximately 7,000 state and local taxing authorities outside of those businesses’ home jurisdictions. Historically nexus has been defined as a physical presence, i.e. a physical facility such as a headquarters, warehouse, sales office etc.

Both business activity taxes and Internet sales taxes impact homeowners and other consumers. Business activity taxes are inevitably passed on to consumers, and consumers are obligated to pay state and local sales taxes directly unless  those sales taxes are collected by a company with a nexus in the consumer’s state and local jurisdiction. Among those companies are the growing numbers of home-based businesses, which now number 18 million, according to U.S. Census figures. For these reasons AHGA supports H.R. 5267, the Business Activity Tax Simplification Act of 2008 (“BATSA”), which would clarify the constitutional requirement for a physical presence nexus standard governing state assessment of corporate income taxes and comparable taxes on a business. It would set a universal fair standard for defining nexus and it addresses the question of whether digital commerce, Internet use, the movement of intangible goods and software, and similar activities would create physical presence in a state. 

A growing share of home based and other micro businesses are Internet-centric. Although they sell their products and services across the country very few have a physical presence anywhere except their home jurisdiction. They face two nexus related challenges – the trend of state and local governments in other jurisdictions to impose business activity taxes on them based on new “economic nexus” concepts, even though those companies have no physical presence, in the taxing jurisdiction. As a result they are effectively being forced to help underwrite a state infrastructure that they place no burden on and do not receive any benefit from. The second challenge are the efforts of state and local governments to get Congress to pass a Streamlined Sales Tax Initiative that would require Internet vendors to provide state and local sales tax services for the approximately 7,000 state and local taxing authorities. In the latter case, rather than trying to redefine nexus, the states seek an end run around the concept.

Neither businesses nor consumers favor the new “economic nexus” approaches to expanding business activity tax liability or Internet sales tax collection responsibility. In fact, according to a 2008 Parade Magazine survey of 3,125 readers, 85% of consumers oppose taxes on Internet sales. Consumers do not want any state and local sales taxes imposed on their Internet purchases, and they do not want those purchases to be taxed indirectly through the imposition of business activity taxes on their Internet suppliers. It is logical that they would also not want to pay more for products from out of state non-Internet suppliers of goods and services through the imposition of unjustified business access charges. State and local government officials who wish to reflect the will of their constituents should be supporting a permanent sales tax holiday on Internet commerce as well as ways to reduce business taxes on Internet companies. 

Restricting the expansion of business activity tax liability and prohibiting state and local governments from imposing sales tax collection responsibilities on businesses outside of their jurisdictions is also sound tax policy. Imposing unjustified new business activity taxes raises the costs of those products to consumers and reduces the international competitiveness of U.S. companies. These taxes also violate the U.S. Constitution by unduly burdening the free flow of interstate commerce.  

Encouraging Internet commerce is also sound environmental and economic policy. A drive to the mall generates greenhouse gasses, contributes to traffic congestion, and creates wear and tear on the transportation infrastructure. A consumer who uses Internet commerce to eliminate as little as 1,000 miles annually in driving to stores reduces CO2 emissions by about 1,000 lbs a year and saves about $200 in gas expenses. A click of the mouse therefore reduces the demand for gas, helping to keep gas prices down while also saving state and local governments on transportation infrastructure maintenance costs. The mail carriers and FedEx, UPS or vendors’ trucks delivering your orders will be coming down your street anyway, so Internet commerce does not create any additional costs or adverse consequences. Americans work more hours than any other society. Internet commerce also saves consumers a lot of time, a precious commodity for all of us in our society where long working hours leaves too little time for personal relationships and other interests. 
For all these reasons AHGA urges all the members of House Judiciary Commercial and Administrative Law Subcommittee to support the Business Activity Tax Simplification Act of 2008, as well as other efforts to encourage the use of Internet commerce. 
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