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Executive Summary

Chapter 2000-222 F.S. crested the State Tax Reform Task Force and directed it “to
examine the dat€' s tax structure and make recommendations to the Governor and
Legidature on how the gat€ s tax structure can be improved to ensure a stable revenue
base that is adequate to fund the needs of the state. After examining the tate' s tax
structure and conddering extensive testimony from al sectors we conclude that the
current state’ s tax structure is adequate to carry the state forward into the 21% Century.

The State Tax Reform Task Force offers this report as our best efforts to fulfill the charge
given us by the enabling legidation. The Task Force created a set of six Principles of
Taxation to be utilized in evauaing Horida stax sysem. These Principles of Taxation
are:

1. Equity — The Horidatax system should treat individuas equitably. It should impose
amilar tax burdens on people in Imilar circumstances and should minimize
regressvity.

2. Compliance— The Horidatax system should facilitate taxpayer compliance. It
should be smple and easy to understand so as to minimize compliance costs and
increase the vishility and awareness of the taxes being paid. Enforcement and
collection of tax revenues should be done in afair, consstent, professond,
predictable and cogt-effective manner.

3. Pro-Competitiveness— The Florida tax system should be responsive to interstate and
international competition in order to encourage savings and investment in plant,
equipment, people, and technology in Horida

4. Neutrdity — The Horidatax system should affect competitors uniformly and not
become atool for “socid engineering”. It should minimize government involvement
in investment decisons, making any such involvement explicit, and should minimize
pyramiding.

5. Stability — The Floridatax system should produce revenuesin a stable and reliable
manner that is sufficient to fund gppropriate governmenta functions and
expenditures.

6. Integration — The Horidatax system should balance the need for integration of
federa, state and local taxation.

The Task Force believes that any revison or amendment to the tax code should conform
to these principles, but recommends that the tax and spending limitations suggested by

the Task Force be enacted prior to any atempt at mgor reform. It isthe recommendation
of the Task Force that, should the Legidature undertake an evauation of the state' s tax
structure, areview of current tax exemptions, propose new tax exemptions, or propose a



reduction in the tax rate, the Legidature utilize these Principles of Taxation in their
review.

Proposed Recommendations of the State Tax Reform Task Force
Issue# 1. Constitutional Amendment to Limit State Appropriations

Replace the gate revenue limitation with an appropriations limitation thet limits Sate
gopropriaions for any fiscd year to state gppropriations for the prior fisca year plusa
growth adjustment of inflation and population growth.

Issue# 2. Constitutional Amendment to Limit Legisative Authority to
Increase Taxes

Require that any law that imposes new or increased taxes or repedls exemptions from a
tax be enacted in abill for that purpose only by atwo-thirds vote of the membership of
each house of the Legidature.

Issue# 3: Constitutional Amendment to Limit Local Authority to
Increase Taxes

Requires that any loca rule or ordinance that imposes new or increased taxes or repeals
exemptions from atax be enacted by amgority plus one vote of the membership of the
respective board, council or commission.

Issue# 4. Streamlined Sales Tax Project

The Streamlined Sdes Tax Project’s primary objective is to reduce the complexity and
adminigrative burden currently borne by businessesin collecting use taxes in interstate
commerce. The project’ s secondary objective isto secure the passage of federa
legidation whereby Congress would authorize the states participating in the streamlined
project to require remote vendors, such as Internet and mail order sdes, to collect and
remit use taxes imposed by those participating states. With FHorida s heavy reliance on
the sales and use tax, the State Tax Reform Task Force believes it isimperative thet
Florida continues to actively participate in the Streamlined Sales Tax Project.

Issue#5: Repeal of the Intangibles Tax

The Task Force recommends that the Legidature make a commitment to continue the
elimination of the intangibles tax when gppropriate.



Issue# 6: Repeal of the Alcoholic Beverage Surcharge

The Task Force recommends that the Legidature make a commitment to continue the
elimination of the acoholic beverage surcharge when gppropriate.

Issue# 8. Roll Back of Sales Tax on Commercial Electricity and
Communications Services

The Task Force bdieves that there should not be a differentid in the salestax rate
between commercid and noncommercid dectricity and communications services. The
Task Force recommends that the Legidature make a commitment to roll back the state
sdestax rate from 7% to 6% on commercid dectricity and commercia telephone
service, when appropriate.

Issue#9: Repeal of the Health Care Assessment on Hospital Out-
Patient Services

The Task Force recommends that the Legidature make a commitment to continue the
elimination of the PMATF assessment on hospita out- patient services when appropriate.

Issue# 10: Documentary Stamp Tax on Unsecured Notes

Cap at $2,450, the documentary stamp tax due on an unsecured note executed in Florida
Thistrandates into aloan of $700,000, which meansthat al such loans of $700,000 or
more would have atax liability of $2,450. The Legidature and the Department of
Revenue should monitor the response to this change to determineif the loan threshold is

appropriate.
Fiscal Impact: Revenue neutra

Explanation of why needed: Current law imposes the documentary stamp tax on
promissory notes, nonnegotiable notes, written obligations to pay money, and
assgnments of sdaries, wages, or other compensation, at the rate of 35 cents per $100, if
executed ddivered, sold, transferred, or assigned in the state. Florida residents and
businesses can avoid this tax by executing these agreements outside the State of Florida
When the amount of tax that would be due on the Florida transaction is sgnificantly
greater than the cost of closing the deal outside of the state, the parties to the transaction
have an incentive to leave the state, and often do. Thiswill not affect the tax on notes
secured by redl property.

Issue# 11: Tax Compliance

The Task Force recommends to the Legidature, the following tax compliance and tax
adminigration changes:



Sales Tax

Provide statutory authorization to make permanent the temporary $5 fee waiver for online
regidration.

Provide statutory authority for the department to require areport to be submitted when
filing asdes and use tax return if the deder is daming credits againg the tax.

Insurance Premium Tax

Authorize the Department of Revenue to create databases to be used by insurance
companiesin identifying the location of risks insured by their property and casudty
insurance policies. Insurers using these databases would be exempt from any tax, pendty
or interest which would otherwise be due as aresult of incorrectly assigning its policies.
Insurers that did not use the databases or exercise due diligence would be subject to a0.5
percent pendty on the premium of each policy incorrectly assgned.

Corporate Income Tax

Déeete the requirement that corporations, which are not otherwise required to file atax
return, mugt file an informationd return for the year in which they make an eection
pursuant to s. 1361(b)(3) or the Internal Revenue Code.

Amend s. 220.23, F.S,, to darify that interest is owed on underpayments from the origind

due date of the tax to the date the tax is actudly paid, even if the deficiency is discovered
during afederd audit.

Documentary Stamp Tax

Reped the documentary stamp tax on the origind issue of stock certificates.
Intangible Personal Property Tax

Reped the requirement that corporations file a return when no tax is due.

Repedl the requirement that corporations file annua information returns regarding stock
vaue and the related pendty provisons.

Unemployment Tax

Change the due date for annud filing from April 1 to January 1 and change the
delinquency date from April 30 to January 31. Amend the statute to dlow most
employers of domestic employees to file annudly by removing some exceptions that
exig in current law.



Issue# 12: Encourage Consistency Within the Department of Revenue

In order to ensure consistent tax treatment by the Department of Revenue, the Task Force
recommends the following language be added to the “Florida Taxpayer’ s Bill of Rights’:

(16) Horidataxpayers shdl have the right to fair and consistent application of
Horidatax laws by the Department of Revenue.




Introduction and Principles of Taxation

Chapter 2000-222 F.S. created the State Tax Reform Task Force and directed it “to
examine the sate’ s tax structure and make recommendeations to the Governor and
Legidature on how the gat€ s tax structure can be improved to ensure a stable revenue
base that is adequate to fund the needs of the state.

After examining the stat€' s tax sructure and consdering extensive testimony from all
sectors we conclude that although the state’ s tax structure could be improved (i.e., by
eliminating certain taxes and by making the sales tax more of a persona consumption

tax), and dthough the gate’ s tax structure could be made more immune from the effects
of economic downturn (i.e., by extending the sales tax to groceries, rent, medicine, and 0
forth), the current state’ s tax structure is adequate to carry the state forward into the 21%
Century.

According to figures published by the House Fiscal Policy and Resources Committee,
over the last 20 years, state appropriations per person has grown 269 percent, while state
persond income per person has grown 167 percent. During this same time, state
appropriaions have grown 498 percent. FHorida sinflation adjusted tax revenue from
fisca year 1980 through 2000 has grown from $1,086 per person (5.4% of income) to
$1,873 per person (6.6% of income). During the same time, Florida s sdes tax revenue
has grown from $523 per person (2.6% of income) to $908 per person (3.4% of income).
Thus, over aperiod of time, which involves severd recessons, the growth in Florida
government spending per person has outpaced Florida persond income per person by
nearly 61 percent. We bdlieve that the state’ s tax structure is fundamentally sound.

The Task Force concludes that sales tax is more stable than an income tax during
economic downturns, because consumption does not decrease in the same proportion as
income. People and businesses use persond savings and borrowing to supplement their
incomes during recessons. The salestax could be made even more stable during
downturns by diminating the exemption on such things as groceries, rent, and medicine,
but that would make the tax more regressive, and we are certainly not recommending that
be done. We bdlieve that diminating other exemptionsin the sales tax would ultimately
result in a permanent increase in tax collections, but would not gppreciably reduce the
cydlica variahility of the state€' stax structure, and might even make it worse,

Over thelast 20 years, our state government gppears to have grown by revenues available
rather than by a congderation of what government should be providing. We should not
gpend dl of available tax revenue, but should save more during good times to supplement
revenue during times that are not so good. If our “rainy day fund” of 5 percent is not
adequate perhaps additiona alowances should be made. We believe that when the fina
results are tabulated, FHorida revenues during fisca year 2001, amid recesson and
terrorist attacks, will still increase though at asmaler rate than was expected.
Government has shown that it will spend whatever it collects, and it istime we begin
condderation of what our state government should be undertaking and planning its long-
term needs for revenues and priorities. During that consideration, we should kegp in
mind that the private sector generdly performs more efficiently than the public sector,



and that more economic freedom (including alower tax rate) promotes growth in per
cgpitaincome a dl levels.

We were asked to determine whether the state’ stax structure “is adequate for supporting
the continuing needs of the state,” and we concludethat itis. Regarding the
effectiveness of our tax system, we were directed to answer the following questions:

EFFECTIVENESS:

Q) Is the revenue raised by the system stable and adequate to fund needed services or
isit highly sengtive to economic fluctuations in the short run?

(A)  Asnoted above, we bdieve our tax system is sufficiently stable both in the short
run and the long run, and that no system would be immune from the busness cycle. An
income tax would be less stable, and broadening the base of the sdles tax will not provide
gregter sability unless you include items that people have to have to live such as
groceries, rent, and medicine.

(Q)  Doesthetax structure produce revenue that grows as the state’ s economy grows,
thereby enabling the public sector to grow commensurately with the private sector?

(A)  Asnoted above, the tax structure has enabled the public sector to grow faster than
the private sector, and the Task Force does not believe that the public sector should
necessarily grow even as fast asthe private sector.

EFFICIENCY':

(Q) IstheHForidatax structure easly and economicaly administered? |s compliance
with tax provisons, by business and by consumers, smple and inexpensive?

(A)  Although Floridd s tax system would probably be easer to adminigter if it
consgsted primarily of a consumer sdestax, in our judgment, the system is not broke, and
is better than most other states. We are concerned about recommending substantial
change unless and until tax and spending limitations are in place, but would welcome
review by the Horida Associaion of CPA’swith aview toward clarifying or smplifying
Florida s Tax Code. They testified before the Task Force, but did not recommend any
changes beyond what is being recommended by the Task Force.

(Q)  Doesthetax system unnecessarily distort decision-making by consumers or
businesses?

(A)  No. Notinour opinion, and there was no testimony otherwise.

(Q)  Towhat degree can the tax burden be exported to the tourist, the federal
government, or out- of-state businesses?



(A)  Oneof the mgor reasons that the sdes tax suits Florida so well isthe sate has a
ggnificant tourigt industry, which alows our vigtors to contribute in a substantid way to
the operation of our ate government, athough they do not use our schools or most of
the government services. Exporting responsibility to the federal government, if that be
possible, is certainly not desirable, because the citizens of Florida are a substantial
portion of that government. Getting the federd government to pay for it does not mean
that it isfree.

(Q)  How doesthe state’ stax structure interact with federal or loca tax structures?

(A)  Forida s accountants and tax lawyers could better answer that question, but
testimony before this Task Force indicates that we have agood system and it would not
appear feasible to make changesjust for the sake of change. The Task Force heard
testimony that Forida sdes tax would be smpler if it were primarily a consumer saes
tax, but such mgjor reform would likely raise more problems than it would solve. We
need to be very careful that we do not “simplify” Horida s Tax Code in the same way
that Congress has been “smplifying” the income tax since itsinception.

EQUITY:

(Q) IsHorida stax structure proportiona or progressive in its incidence among
income groups? Areindividuaswith Smilar incomes taxed uniformly? Are Horida's
taxes based on ability to pay?

(A)  Yes. People determine how much tax they want to pay by how much they want to
buy. The exemptions of rents, groceries, medicine, etc., which clam the greater part of
earnings of lower income people dleviate regressvity of the sdestax.

(Q)  How do other states treat the same or Smilar tax issues?

(A)  Of course, we have not studied the tax system of dl other states, but are
recommending that Florida continue to work with other states on these issues.

(Q)  Isthebase of the tax system as broad as possible so that tax rates and burdens are
aslow as possible?

(A)  Thebase could be broader and the rates could be lower by diminating all
exemptions, but we do not recommend doing so for the reasons stated above. We fed
this would result in a permanent increase in government unless and until serious
condtitutiond tax and spending limitations are in place.

(Q)  Aretax exemptions condgstent with state tax policies and the economic impact of
each exemption?

(A)  Yes



In addition, we were directed to provide an andysis of dternative tax sources. We have
not attempted to provide aterative tax sources at this time, because we have concluded
none are necessary, and that the current system fairly meets the needs of the Sate.

The State Tax Reform Task Force offers this report as our best efforts to fulfill the charge
given us by the enabling legidation. The Task Force crested a set of Sx Principles of
Taxation to be utilized in evduating Forida stax system. These Principles of Taxation
are:

7. Equity — The Florida tax system should treet individuas equitably. 1t should impose
smilar tax burdens on people in smilar circumstances and should minimize
regressivity.

8. Compliance— The Horidatax system should facilitate taxpayer compliance. It
should be smple and easy to understand S0 as to minimize compliance costs and
increase the vigihbility and awareness of the taxes being paid. Enforcement and
collection of tax revenues should be donein afair, consstent, professond,
predictable and cost-effective manner.

9. Pro-Competitiveness— The Florida tax system should be responsive to interstate and
internationa competition in order to encourage savings and investment in plant,
equipment, people, and technology in Forida.

10. Neutrdity — The Florida tax system should affect competitors uniformly and not
become atool for “socid engineering”. It should minimize government involvement
in investment decisons, meking any such involvement explicit, and should minimize
pyramiding.

11. Stahility — The Horidatax system should produce revenuesin a stable and rdligble
manner that is sufficient to fund appropriate governmenta functions and
expenditures.

12. Integration — The Horidatax system should ba ance the need for integration of
federd, state and locdl taxation.

The Task Force bdieves that any revison or amendment to the tax code should conform
to these principles, but recommends that the tax and spending limitations suggested by

the Task Force be enacted prior to any atempt at mgor reform. It isthe recommendation
of the Task Force that, should the Legidature undertake an evauation of the state' s tax
structure, areview of current tax exemptions, propose new tax exemptions, or propose a
reduction in the tax rate, the Legidature utilize these Principles of Taxation in their

review.
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Recommendations of the State Tax Reform Task Force

Issue# 1. Constitutional Amendment to Limit State Appropriations

Amends Article VI, Sec. 1, of the State Constitution, to:

Replace the gtate revenue limitation with an appropriations limitation thet limits Sate
gopropriaions for any fiscd year to state gppropriations for the prior fisca year plusa
growth adjustment of inflation and population growth. As with the Sate revenue
limitation, the amendment provides for the transfer of excess revenues to the Budget
Stabilization Fund, until it isfully funded, and then refunds the rest to taxpayers pursuant
to generd law. The appropriations limitation can be suspended in any fisca year in which
the governor declares a sate financial emergency and the legidature must agree by three-
fourths vote in a separate bill containing no other subject.

Issue# 2: Constitutional Amendment to Limit Legisative Authority to
Increase Taxes

Require that any law that imposes new or increased taxes or repeals exemptions from a
tax be enacted in a bill for that purpose only by atwo-thirds vote of the membership of
each house of the Legidature.

Issue# 3: Constitutional Amendment to Limit Local Authority to
Increase Taxes

Amends Article VI, Sec. 9, of the State Constitution, to:

Requires that any loca rule or ordinance that imposes new or increased taxes or repeals
exemptions from atax be enacted by a mgority plus one vote of the membership of the
respective board, council or commission.

Issue# 4. Streamlined Sales Tax Project

Chapter 2001-225, Laws of Florida, created the “ Smplified Saes and Use Tax
Adminigration Act’, authorizing Horida to participate in discussons with other sates for
the purpose of developing a multi-state, voluntary, streamlined system for the collection
and adminigration of state and local sdles and usetaxes. The project’s primary objective
is to reduce the complexity and adminigrative burden currently borne by businessesin
collecting use taxes in interstate commerce. The project’ s secondary objectiveisto
secure the passage of federd legidation whereby Congress would authorize the Sates
participating in the streamlined project to require remote vendors, such as Internet and
mail order sales, to collect and remit use taxes imposed by those participating states.

Floridarelies heavily on its 6 percent sdesand usetax. Infiscal year 1999-2000, sales
and use tax collections accounted for 73% of Generd Revenue and over 48% of al tax
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revenues. ! Floridaiis projected to lose $1.2 billion in sales tax revenue in fiscal year
2001-02 from both Internet and mail order sdes. With Horida s heavy reliance on the
sdes and use tax, the State Tax Reform Task Force believesit isimperative that Forida
continues to actively participate in the Streamlined Sales Tax Project.

Issue#5: Repeal of the Intangibles Tax

Florida stax on intangible persona property was enacted in 1931, and it isatax on “al
persond property which isnot initsdf intringcaly vauable, but which derivesits chief
vaue from that which it represents’. Taxable intangible persond property includes,
among other things, stocks, bonds, notes, and other obligations to pay money. The tax
rateis currently 1 mill, or $1 per every $1,000 taxable assets. The intangibles tax
exemption for anatural person is $20,000 and the married couple exemption is $40,000.
Effective January 1, 2002, the exemptions will be increased from $20,000 to $250,000
for anatural person and from $40,000 to $500,000 for amarried couple. In addition, a
new $250,000 exemption for non-natura taxpayers was created effective January 1,
2002.

Since 1998, the Legidature has made changes in the intangibles tax, working toward their
expressed god of diminating the tax. In 1998, one-third of accounts receivable was
exempted from the tax. 1n 1999, the exemption for accounts receivable was increased to
two-thirds and the annud tax rate on intangible assets was reduced from 2 millsto 1.5
mills. In 2000, accounts receivable was fully exempted from the tax and the annud tax
rate was reduced further to 1 mill. The 2001 Legidature had proposed reducing the tax
rate further, but due to the down turn in the economy, the Legidature settled for
increasing exemptionsinstead. The exemption for anatura person was increased from
$20,000 to $250,000, the married couple exemption increased from $40,000 to $500,000,
and anew $250,000 exemption for non natura taxpayers was created. These changes
were to go into effect January 1, 2002, but an 18 month delay in the implementation of
the exemption increases was adopted during Specid Sesson C.

The Task Force recommends that the Legidature make a commitment to continue the
eimination of the intangibles tax when appropriate.

Issue# 6. Repeal of the Alcoholic Beverage Surcharge

In 1990, the Legidature created s. 561.501, F.S., which imposed an acoholic beverage
surcharge on al dcohoalic beverages sold by the drink for consumption on aretailer's
licensed premises. The surcharge was ten cents on each one ounce of liquor or four
ounces of wine, Six cents on each 12 ounces of cider and four cents on each 12 ounces of
beer.

12001 Florida Tax Handbook Including Fiscal Impacts of Potential Changes
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Since its inception, the acohalic beverage surcharge has been viewed as an onerous tax
by dcohalic beverage retallers. There have been severd attempts to iminate the
surcharge since 1997. 1n 1999, the Legidature reduced the surcharge by one-third andin
2000, the surcharge was again reduced by one-third to its current rate of 3.34 centson
each one ounce of liquor or four ounces of wine, 2 cents on each 12 ounces of cider and
1.34 cents on each 12 ounces of beer. It wasthe Legidative plan to diminate the find
third of the surcharge in 2001, but as a result of the down turn in the economy, the
surcharge was not diminated.

The Task Force recommends that the Legidature make a commitment to continue the
elimination of the dcohoalic beverage surcharge when appropriate.

Issue# 8: Roll Back of Sales Tax on Commercial Electricity and
Communications Services

In 1992, the State of FHorida was faced with a revenue shortfall and needed to raise
revenue to meet the budget demands of state government. In order to find sufficient
funds, the Legidature raised the needed revenue by primarily increasing taxes paid by
businesses. Among the tax increases enacted by the 1992 L egidature on business was the
increased salestax rate on commercid telephone service and commercia/industria
eectricity from the standard 6% to 7%, which raised an estimated $55 million in 1992.

Conggtently during the 1980's and early 1990's, the L egidature fashioned tax increases
to fal on businesses rather than individuas. The business community understood the
necessity for government to have adequate funding to operate and, in many instances, did
not object to such tax increases because it was believed that government was alocating
its tax resources for the greater good of dl Foridians.

The Task Force believes that there should not be a differentia in the sdes tax rate
between commercid and noncommercid eectricity and communications services. The
Task Force recommends that the Legidature make a commitment to roll back the Sate
sdestax rate from 7% to 6% on commercid dectricity and commercia telephone
service, when appropriate.

Issue#9: Repeal of the Health Care Assessment on Hospital Out-
Patient Services

The Hedlth Care Assessment was originally enacted in 1984 to impose an assessment of
1.5 percent againgt the annual net operating revenue of each state-licensed hospital. The
funds generated through the assessment are used to expand Medicaid coverage and
equdize the financid burden of indigent hedth care among hospitals. Assessments are
deposited into the Public Medicd Assstance Trust Fund (PMATF).

The 1991 L egidature extended the PMATF assessment to four additiond types of health
care providers. clinica laboratories, ambulatory surgica centers, diagnostic imaging
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centers, and freestanding radiation therapy centers. In 1992 an assessment was imposed
on nursing home facilitiesin the amount of $1.50 for each patient day provided by the
nursing home, but was repeded in 1993. 1n 2000, the Legidature reduced the annua
assessment on net operating revenues attributed to hospital out patient services from

1.5% to 1.0%. Further reductions were proposed during the 2001 Legidative Session, but
not adopted. Aswith the intangibles tax and the acoholic beverage surcharge, the
Legidature has expressed a desire to eliminate the PMATF assessment on hospita out-
patient services.

The Task Force recommends that the Legidature make a commitment to continue the
eliminaion of the PMATF assessment on hospital out- patient services when appropriate.

Issue# 10: Documentary Stamp Tax on Unsecured Notes

Proposal 1: Cap a $2,450, the documentary stamp tax due on an unsecured note
executed in FHorida. Thistrandatesinto aloan of $700,000, which meansthat dl such
loans of $700,000 or more would have atax liability of $2,450. The Legidature and the
Department of Revenue should monitor the response to this change to determine if the
loan threshold is appropriate.

Fiscal Impact: Revenue neutra

Explanation of why needed: Current law imposes the documentary stamp tax on
promissory notes, nonnegotiable notes, written obligations to pay money, and
assignments of salaries, wages, or other compensation, at the rate of 35 cents per $100, if
executed ddivered, sold, transferred, or assigned in the state. Florida residents and
businesses can avoid thistax by executing these agreements outside the State of Florida
When the amount of tax that would be due on the Florida transaction is sgnificantly
greater than the cost of closing the deal outside of the state, the parties to the transaction
have anincentive to leave the Sate, and often do. Thiswill not affect the tax on notes
secured by redl property.

Issue# 11: Tax Compliance

The Task Force recommends to the Legidature, the following tax compliance and tax
adminigration changes:

Sales Tax

Waiver of feesfor onlineregistration

Proposal: Statutory authorization to make permanent the temporary $5 fee waiver for
online regidration.

Explanation of why needed: Current law requires a $5 registration fee for businesses
that collect sdesand usetax. The Department of Revenue now accepts applications over
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the Internet and for the first 6 months of the Internet application program the fee has been
waived. The department will begin to accept applications viathe Multistate Tax
Commission' s online multi-jurisdiction regisiration process. This proposa will

encourage dealersto register online, which will reduce costs for them and the department.

Verification of entitlement to credit

Proposal: Provide statutory authority for the department to require areport to be
submitted when filing a sales and use tax return if the dedler is claming credits againgt
the tax.

Explanation of why needed: Sdesand usetax deders are eigible for various credits
under many programs, such as the urban high-crime area job credit, enterprise zone
credit, empowerment zone program, Front Porch communities, designated brownfield
areas, and urban infill areas. Deders may dso clam credit for tax refunds, and other
deductions and exemptions. Sales and use tax returns currently used make it difficult to
verify whether adedler isdigible for credits or refunds and additiond information must
be requested, which delaysthe credit. If information were provided on a separate report
it would facilitate gpproval of the credits, to the benefit of taxpayers. It would aso make
it eesier to track utilization of the credits and evauate the programs associated with them.

I nsurance Premium Tax
Local Premium Tax Situsng Data Base

Proposal: Authorize the Department of Revenue to create databases to be used by
insurance companies in identifying the location of risksinsured by their property and
casudty insurance policies. Insurers using these databases would be exempt from any
tax, pendty or interest which would otherwise be due as aresult of incorrectly assigning
its policies. Insurersthat did not use the databases or exercise due diligence would be
subject to a 0.5 percent penaty on the premium of each policy incorrectly assigned.

Explanation of why needed: Under current law, pension plans of participating cities
and specid fire control didricts receive annud digtributions of premium tax dollars for
insurance policies written within the boundaries of the cities or didtricts. Insurance
premium taxes are collected by the Department of Revenue, and a portion of the revenue
istransferred to the Police Officers and Firefighters Premium Tax Trust Fund at the
Divison of Retirement. Insurers must report the geographic location of itsinsured risks
to DOR in order to determine the proper distribution of premium tax revenue to the
police and firefighters pension funds. This process has been prone to errors, and some
municipalities have received improper distributions from the trust fund.

Corporate Income Tax

Corporate income tax information returns

15



Proposal: Delete the requirement that corporations, which are not otherwise required to
fileatax return, mus file an informationd return for the year in which they make an
election pursuant to s. 1361(b)(3) or the Internal Revenue Code.

Explanation of why needed: This proposal reduces an administrative burden on
corporations that do not owe Floridaincome tax. If these corporations owe tax in the
future this information will be received from the IRS and they can be added to Florida's
database.

Corporate incometax interest on under payments

Proposal: Amend s. 220.23, F.S,, to clarify that interest is owed on underpayments from
the original due date of the tax to the date the tax is actudly paid, even if the deficiency is
discovered during afedera audit.

Fiscd Impact: $10 million increase in Generd Revenue.

Explanation of why needed: Under current law, taxpayers generdly pay market-rate
interest on corporate income taxes not paid in atimely fashion. An exception to this
genera rule was created in 1999 by the case of Barnett Banks, Inc. v. Department of
Revenue, 738 So.2d 502 (1st DCA 1999), which ruled that the intent of the Florida
Legidature to impose interest on tax deficiencies discovered during federa audits was
not clearly expressed in the Florida Income Tax Code. Thisruling has created an
incongstency in the treatment delinquent taxpayers.

Documentary Stamp Tax

Documentary Stamp Tax on Original 1ssues of Stock

Proposal: Reped the documentary stamp tax on the origind issue of stock certificates.
Explanation of why needed: Under current law, the origind issuein Florida of
certificates of stock or shares by a corporation or by any joint stock company or other
associationis subject to documentary slamp tax. Revenue from thistax sourceisvery
small because taxpayers can avoid the tax by issuing certificates of stock out of state or

minimize the tax by issuing the stock at $.01 par vdue. Tax on the resde and transfer of
stock in Floridawas repeded in 1987.

| ntangible Per sonal Property Tax
Intangiblestax zero returns

Proposal: Reped the requirement that corporations file areturn when no tax is due.
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Explanation of why needed: Recent changesin intangibles tax law have resulted in 90
percent of corporations being required to file returns even though they owe no intangibles
tax.

I ntangibles tax information returns

Proposal: Reped the requirement that corporations file annua information returns
regarding stock vaue and the related pendty provisons.

Explanation of why needed: Current law requires each corporationsto file an
information report that is a representative copy of the notice of stock value for sharesin
the corporation’s stock or its eection to pay the intangibles tax as agent for its
shareholders. Recent changesto the intangibles tax law have resulted in 90 percent of all
corporate filers having no tax due each year, but they will ill be required to file zero
returns and provide an informetion report regarding stock value. A penaty of $100 can
be assessed againgt a corporation that does not timely file these information returns.

Unemployment Tax
Annual filing for domestic service employees

Proposal: Change the due date for annud filing from April 1 to January 1 and change
the delinquency date from April 30 to January 31. Amend the Satute to allow most
employers of domestic employees to file annualy by removing some exceptions that
exig in current law.

Explanation of why needed: Federd law alows annud filing for unemployment tax for
domestic service employees, but current sate tax law filing dates do not dlow employers
to take full credit for payment of state unemployment taxesif they file their federd

returns annually.

Issue# 12: Encourage Consistency within the Department of Revenue

In order to ensure consistent tax treatment by the Department of Revenue, the Task Force
recommends the following amendment to s. 213.015, F.S,, the “Forida Taxpayer’ s Bill
of Rights’:

213.015 Taxpayer rights—Thereis crested a Horida Taxpayer's Bill of Rightsto
guarantee that the rights, privacy, and property of Forida taxpayers are adequately
safeguarded and protected during tax assessment, collection, and enforcement processes
administered under the revenue laws of this date. The Taxpayer's Bill of Rights compiles,
in one document, brief but comprehensive satements which explain, in smple,
nontechnica terms, the rights and obligations of the Department of Revenue and
taxpayers. The rights afforded taxpayers to assure that their privacy and property are
safeguarded and protected during tax assessment and collection are available only insofar
asthey areimplemented in other parts of the Florida Statutes or rules of the Department
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of Revenue. The rights so guaranteed Florida taxpayers in the Florida Statutes and the
departmental rules are:

(17) Horidataxpayers shdl have the right to fair and cons stent application of
Horidatax laws by the Department of Revenue.
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Task Force Meetingsand Presentations
September 19, 2001 Full Task Force Meeting

The full Task Force met after alengthy recess on September 19, 2001. The state of the
economy had sgnificantly changed since the last full meeting of the Task Force, asa
result of the economic downturn. In addition, the impact of September 11th on the
economy and, in particular, on the tourist industry of Forida could not yet be quantified.

Chairman Blosser provided a brief update.

The Steering Committee Members provided alist of future meeting dates as follows:
October 17, 2001 - Talahassee
November 13 and 14, 2001 — Public forum meetings scheduled for South Forida,
Centrd Florida and North Forida (tentative locations. Ft. Lauderdale, Orlando
and Jacksonville)
December 12, 2001 — Talahassee
January 16, 2001 — Talahassee (tentetive)

Next, the Task Force divided into their various subcommittees for discussion purposes.

After the Task Force returned from their subcommittee meetings, Dr. Ed Montanaro of
the Office of Economic and Demographic Research gave an outlook on the State’ s
forecasted generd revenues and working capita funds for the 2002-2003 fiscd year in
compan son to the prior fiscd year.
There has been alarge jump in unemployment.
Consumer confidence is down.
Recessions result from a significant economic imbaance and weakened economy.
Generdly, recessions result from some externa shock to the economy.
Effect of Recesson on State Budget
0 Consumer confidenceis usudly a short-term problem.
0 Transportation sector/tourism is alonger-term problem thet primarily
affectsar traffic.
o Out-of-gate tourism accounts for 13-14% of salestax collections.
0 Fud tax collections should increase as more vistors choose to drive
ingteed of fly.
Recessons are usudly relatively short
0 1990 recession — goproximately 8 months
0 1982 recession — gpproximatdy 16 months
0 1974 recession — gpproximady 16 months

The Subcommittees gave reports of their earlier meetings.
Mr. Cashin gave the report for the Evaluation and Simplification Subcommittee.
0 The subcommittee requested information on a breakdown of the
documentary stamp tax revenue by category.
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0 The subcommittee ft the insurance premium tax was difficult to revamp

o

and difficult to increase compliance.
The subcommittee recommended thet they get feedback from the industry
regarding the impact of a cap on the documentary stamp tax on unsecured
notes executed in Florida

Commenting on the worthiness of dl of the salestax exemptionsis too
large in scope for this Task Force and would consume too much time
relative to other aspects of taxation.

0 Thesubcommittee was in favor of the Streamlined Sales Tax Report.

Mr. Miller spoke on behdf of the Taxes and Economic Growth Subcommittee
and said they were now focused on hel ping the Evauation and Smplification

Subcommittee with its various issues.

The Honorable Mr. Hilton spoke on behdf of the Condtitutional Expenditure and
Revenue Limitations Subcommittee and requested that Dr. Randall Holcomb of

the FSU Economics Department speek to the Task Force.

Senate Finance and Taxation Committee staff provided data on the State revenue outlook
and on the effect that the Economic Growth and Tax Relief Reconciliation Act of 2001
(the “Act”) would have on the State of Florida as aresult of the phased reduction and
eventud repeal of the Federal edtate tax in year 2010.
The Act was written in such away that it impacts Horida s estate tax on amuch
more accelerated timetable than the reped of the Federd estate tax itsalf.
The Federd estate tax credit for state estate taxes is reduced 25% in 2002, 50% in
2003, 75% in 2004 and diminated in 2005.
The estimated impact of H.R. 1836 on FHorida s edate tax is asfollows:

State Fiscal Year Old Edimate New Estimate Lossin Revenues
FY 01-02 $ 730.00 $ 730.00 $ 0.00
FY 02-03 $ 766.50 $ 613.20 $ 153.30
FY 03-04 $ 833.70 $ 444.60 $ 389.10
FY 04-05 $ 906.20 $ 241.70 $ 664.60
FY 05-06 $ 974.60 $ 48.70 $ 925.80
FY 06-07 $1,022.20 $ 0.00 $1,022.20

Marshdl Stranberg of the Department of Revenue presented information on the activities
of the Streamlined Sales Tax Project. A write-up of his presentation isincluded in

Appendix 1.
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October 17, 2001 Full Task Force Meseting
The Task Force convened on October 17, 2001.

Dr. Randdl Holcomb of FHorida State University made a presentation on tax and
expenditure limitations, which made the following points:

Forida s current tax limitation isineffective. Over time the limitation becomes
less and less of a congiraint because the alowable growth in the limitation far
exceeds the growth in revenues.

Other gtates have implemented tax or expenditure limitations, however most of
these programs are a so ineffective because of poor structura design.

There are saverd ways in which a state can implement atax or expenditure
limitation. The program can either be adopted through voter referendum or by
legidation. Voter referendum is more binding than legidation. A limitation on
expenditures is more effective than alimitation on revenues.

Some conditions that would strengthen Horida s limitation are;

0 Usethe previousyear’s gppropriation’s base rather than the previous
year' stax limitation as a premise to estimate future growth;

0 Assssthelimitation on dl revenues;

0 Egimate future revenue growth based on population and inflation rather
than income.

Marshdl Stranberg of the Department of Revenue gave an update on the Federd Internet
Tax Freedom Act legidation.

On the previous day (October 16, 2001), the U.S. House of Representatives had
passed a bill which would extend until November 1, 2003 a moratorium
preventing the taxation of Internet access and multiple and discriminatory Internet
taxes. The three-year moratorium was scheduled to expire the following Sunday.
There are four mgor pieces of House legidation and nine mgor pieces of Senate
legidation proposed by the 107th Congress regarding the taxation of eectronic
commerce.

The National Conference of State Legidatures (the “NCSL”) supportsthe
amended version of H.R. 1552, “The Internet Tax Nondiscrimination Act”, as
reported by the House Judiciary Committee, which would extend the moratorium
for atwo-year period and retain the grandfather clause which alows those states
that imposed atax on Internet access as of October 1, 1998 to continue to do so.
The NCSL believes the two year moratorium would alow gtates time to smplify
sdes and use tax collection systems.
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The NCSL supports S.B. 1481, “The Internet Tax Moratorium Extension Act”,
whichissmilar to H.R. 1552.
The NCSL opposes the mgority of the House and Senate hills, believing they
would be unfunded federad mandates imposed upon the States.
The Center for Business and Economic Research presented updated estimates on
State and Local Sales Tax Revenue Losses from e-commerce (authored by
Dondd Bruce, Assstant Professor of The University of Tennessee and William F.
Fox, Professor of The University of Tennessee) based on the Forrester Research,
Inc. e-commerce forecast.
This report updated estimates of 1osses from e-commerce provided in 2000. In
2001, the updated study projected a 41% incresse in lost revenue over the
previous report primarily due to ahigher forecast of e-commerce business-to-
bus ness transactions.
“Tota” e-commerce lossisthe totd sales and usetax loss dueto dl sdeson the
Internet. Thisincludes salesthat would not have been subject to salestax anyway
because purchases were made via telephone or cata og.
0 Thetotd e-commerce estimated state and local government revenue loss
for al statesin 2001 is $13.3 hillion.
0 Thetotd e-commerce estimated state and loca government revenue loss
for al statesin 2006 is $45.2 hillion.
0 Thetotd e-commerce estimated state and local government revenue loss
for al statesin 2011 is $54.8 hillion.
“New” e-commerce lossis sales and use tax loss resulting from sales made
through the Internet both on goods that would have otherwise been purchased
from the over-the-counter method and projected new goods to be purchased over
the Internet. In comparison to the “total” e-commerceloss, al “new” e-commerce
loss is attributable to transactions that otherwise would have been subject to sdes
and use tax.
0 Thenew e-commerce esimated state and local government revenue loss
for dl statesin 2001 is $7 billion.
0 Thenew e-commerce estimated state and local government revenue loss
for al statesin 2006 is $24.2 billion.
0 Thenew e-commerce estimated state and local government revenue loss
for dl gatesin 2011 is $29.2 hillion.
0 In 2011, dtates are etimated to lose anywhere from 2.6 percent to 9.92
percent of their total state tax collections to total e-commerce losses.
In generd, the sales tax base has declined for severa yearsrlative to Sate
persond income. The decline is due primarily to three factors:
0 E-commerce, catalog, telephone and cross-state shopping have dl
increased rapidly in recent years.
0 There has been a shift toward greater consumption of services and less
consumption of goods.
0 Many dtates have increased the amount of legidative exemptionsto ther
date' s sdes and use tax.
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Next, Lisa Echeverri of the DOR outlined various legidative proposas to improve tax
compliance and reduce administrative costs. These proposas have been adopted by the
Task Force and are included in the recommendations of the Task Force.

Sades Tax

0 Waliver of feesfor online regigtration.

0 Veification of entittement of credit (i.e,, provide Satutory authority for
DOR to require areport be submitted if dedler is claming credit on sdes
and use tax return.

Create loca premium Stusing database for Insurance Premium Tax
Corporate Income Tax

0 Deetethe requirement that corporations file astate informationd returnin
the year they make afedera eection.

0 Amend Satute to clarify that interest is owed on underpayments from the
origind due date of the tax to the date the tax is actudly paid, even if the
deficiency is discovered during afederd audit.

Documentary Stamp Tax

0 Reped the documentary stamp tax on original issues of stock certificates.

0 Cap theamount of documentary stamp tax due on an unsecured note
executed in Florida

Intangible Personal Property Tax

0 Reped the requirement that corporations file a return when no tax is due.

0 Reped the requirement that corporations file annua information returns
regarding stock vaue and the related pendty provisons.

Unemployment Tax

0 Change the due date for annud filing from April 1 to January 1 and
change the ddinquency date from April 30 to January 31. Amend the
gatute to dlow most employers of domestic employeesto file annudly by
removing some exceptions that exist under current law. Current State tax
law filing dates do not alow employersto take full credit for payment of
date unemployment taxes if they file their federd returns annually.

Senate Finance and Taxation Committee staff provided an update on the generd revenue
forecast based on the Revenue Estimate Conference held on October 15, 2001.

Together with reductions from the estimating conference held on September 15,
2001, the new estimate of Genera Revenue collections has been reduced by
$1,317.5 million from the origind estimate used to develop thisyear’s
appropriations act (i.e., a 6.6% reduction).

Together with reductions from the estimating conference held on September 15,
2001, the new estimate of Generd Revenue collections for fisca year 2002-2003
has been reduced by gpproximately $783.5 million.

The new estimate for the General Revenue/Working Capital Fund for the current
fiscd year, together with other available funds, projects a $928.5 million deficit
without taking into account reserve funds of $940.9 million in the Budget
Sahilization Fund.
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The new egtimate for the Generd Revenue/Working Capital Fund for fiscal year
2002-2003 is gpproximately $19,595.2 million.

Next, Richard Hunt, Richard H. Hunt & Associates, P.A., gave a presentation on behalf
of the Horida Tax Watch on Florida's participation in the Streamlined Sales Tax Project
(“SSTP").

Florida enacted qudifying legidation to participate in the SSTP in 2000, but was
not listed as a participating sate until 2001.

The purpose of the SSTPisto (i) replace revenues lost to states as aresult of the
aftermath of the Quill casg, (ii) reduce the adminigtrative and economic burdens
of collecting the tax and (jii) provide remote vendors with adequate and fair
compensation for their collection activities and risks.

The SSTP has approved amodd act and agreement (the “ SSTP Act and
Agreement”).

The NCSL has dso gpproved mode legidation (such legidation, as amended, the
“NCSL Amendment”).

Florida has relied on the NCSL Amendment and enacted the first 10 sections of
the Smplified Sdles and Use Tax Adminigration Act into law.

Asof August, 2001, 17 states, including Florida, are considered “ Governing
States’ in the SSTP and 33 states are considered “ Participating States”. (6 of
these 33 states are formal “ Observers’). Callectively, 44 of the 50 Sates,
including Forida, have sgnaled their commitment to work cooperatively toward
sdes and use tax amplification and to reduce the burdens of use tax compliance
upon remote vendors by conforming their sles and use tax laws to norms adopted
by voluntary reciprocal state action.

Congress, in Senate Bill 512, the “ Internet Tax Moratorium and Equity Act”,
which is supported by Senator Graham, has incorporated many idess of the SSTP
and the NCSL.

Findly, Randy Miller presented an overview to the Task Force of draft legidation
entitled “ Airline Economic Incentive and Stabilization Act” that Associated Indudtries of
Floridais proposing be enacted into law at the October 22, 2001 Specia Session.

Commercid arlines are subgtantialy cutting back nationwide routes.

Florida needs to establish an incentive package so that it receives the highest level
of arline service possible to support its tourism industry.

The following proposds are suggested:

0 Abaethe 6.9¢ per gdlon aviation fud tax effective immediately through
July 1, 2003 (Horida s aviation fud tax is the highest in the country).

0 Rendatethe proration provisonsin former § 206.9825(2), F.S. for air
carriersthat utilize mileage apportionment for the corporate income tax.

0 Rendatethefud tax credit for air carriers offering transcontinentd jet
service that increase their workforce in Florida by 1000% and at least 250
employees, retroactive to July 1, 2001.

0 Remove sdestax on:
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Catering provided to commercid airlines.

Crew and hotel rooms rented and leased by commercia airlines.
Security services at arports.

Airline ground support equipment.

Airport construction.

November 14, 2001 Full Task Force Meeting

The full Task Force originaly scheduled public forum meetings on November 13 and 14,
2001 to be held in South Forida, Centrd Floridaand North Florida. However, in an
effort to save costs appropriated to the State Tax Reform Task Force, the Commission
voted to cancel the November 13th meeting and conduct the November 14th meeting asa
public forum in Talahassee.

The Task Force commission received public tesimony from the following:
Sam Ard of the Florida Farm Bureau, who said:

Most other states outside of Florida have a complete exemption from sdes and
use tax relating to the purchase of farm equipment used in farming activities.

After September 11, 2001, the farming industry may be the largest revenue
generding industry in the State of Horida

Currently, the farming industry is bearing the mgority of the necessary increased
costs to protect its crops from potential bioterrorist attacks.

The Farm Bureau proposes that the sales tax exemption for food and pesticides as
well asthe partid exemption on farm equipment be continued.

Russdl Hae, Akerman Senterfitt & Eidson, presented testimony on behaf of the FHorida
Bankers Association requesting that alimit be placed on the maximum amount of
documentary stamp tax that would be impaosed by the State of Florida on the execution of
an unsecured note in the State of Forida

Currently, Floridaimposes a documentary stamp tax at the rate of 35 cents per
$100 of consideration on unsecured bonds, certificates of indebtedness,
promissory notes and other financid instruments executed in the State of Florida
The documentary stamp tax is avoided if the financid instrument is executed
outside of the State of Horida, including being executed in international waters.
House Bill 1009 and Senate 2140 from the 2001 L egidative session would have
capped the documentary stamp tax on dl obligations of $700,000 or more,
resulting in a maximum tax of $2,450.

At thisleve, the Revenue Estimating Conference believed the cap would have a
revenue neutral effect because many taxpayers would pay up to the $2,450 cap
rather than go through the additiond time burden, extra record keeping and
expense of travel outside of the state.

The cap on the documentary stamp tax on unsecured obligationsis being
proposed as arevenue neutra proposa. The proposal could have a sunset
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provison and in the event it was later determined the cap had arevenue positive
or revenue negative effect, the cap could be adjusted accordingly in later years.

Dominic Cdabro, Presdent and CEO of the Florida Tax Watch, aso presented testimony
regarding placing a cap on the impaosgition of the documentary stamp tax on unsecured
obligetions.

In addition, on November 7, 2001, Dominic Calabro, on behaf of the Florida Tax Watch,
distributed A Report by the Center for a Competitive Florida dated April, 2001 (the
“April Report™) which further supported a$2,450 documentary stamp tax cap on
unsecured obligations executed in the State of Florida.

The April Report stated that in addition to keeping transactions from leaving
Florida, because 39 states have some form of documentary stamp taxation,
financid transactions from other states could flow into Florida

The April Report did raise one concern with respect to the imposition of acap on
the documentary stamp tax on unsecured obligations with respect to the more than
$2.6 hillion of revenue bonds issued by the State of Florida and payable from and
secured by documentary stamp taxes.

The April Report suggests that the bill sponsor request from the Divison of Bond
Finance alega opinion from bond counsd that the bill would not condtitute an
impairment of the bondholders contractud rights or otherwise create lega
problems for the state on such bond issue or future bond issues.

Florida TaxWatch does not believe the bill would cregte any impairment of the
bondholders rights but believesit would be prudent to get an opinion to avoid
potentia future challenges or to make gppropriate adjustments to secure the
public benefits intended by the legidation.

Next, Members of the Task Force presented additional testimony. Representative Rob
Walace presented testimony of a Tax and Expenditure Limitation Bill that would amend
Section 1 of Article VII and Section 21 of Article XI1 of the Florida Condtitution to limit
the state gppropriations (excluding any portion spent from receipt of federad funds) for
any fiscd year to the Sate gppropriations (excluding any portion spent from receipt of
federd funds) for the prior fiscal year plus the sum of the average of inflation and
population change for each of the prior three years.

State gppropriations in excess of any fiscal year in excess of the state
gppropriations limitation would be transferred to the Budget Stabilization Fund
until the fund reached its maximum baance and theresfter would be refunded to
the taxpayers.

The Sate gppropriation limitation would not goply in any fiscd year in which the
governor declared a gate of financia emergency on the order of war, a natura
catastrophe, an economic depresson or an event of Smilar magnitude.

Any suspension of the state appropriations limit would require a three-fourths
vote of the membership of each house in a separate bill that contains no other
subject matter.
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An adjustment to the gppropriations limitations would be made to reflect the fiscal
impact of trandfers of fisca responghility between the states and other levels of
governmern.

The amendment to the State gppropriations limitation would take effect a January
1, 2003 if adopted at the general eection in November, 2002.

The proposed state appropriations limitations would replace the existing
limitation which limitsincreases of date revenue collected in any fiscd year to a
growth factor equd to the average annual rate of growth of Florida persond
income over the most recent twenty quarters.

The prior limitation has proved completdy ineffective in placing any meaningful
limitation on the growth of Sate revenues.

Representative Wallace displayed chartsillugtrating the lack of impact of the
current state revenue limitation (a.copy of which is attached as Exhibit A entitled
Budget Population, Budget Per Capita and Family Income 1975-2001) and
illugrating from 1975-1999, then per capita Sate budget increased approximately
5.4 times. The dtate budget as a portion of a Floridafamily of four income
increased from gpproximately 3.56 percent in fisca year 1975-76 to
gpproximately 5.669 percent in fisca year 1998-19909.

Exhibit B, Appropriations, Population and Inflation illugtrates the differencein
where the state appropriation limitation would have been over the last 25 years if
such limitation would have been in effect.

The Honorable Charlie Hilton introduced language for a proposed House Joint
Resolution which would limit:

at the sate levd, the ability of any law enacted after January 1, 2002 to impose,
expand the base of, increase the rate of, or reped any exemption from any tax
unless the law was enacted in a separate bill for that purpose only by atwo-thirds
vote of the membership of each house of legidature, and

a thelocd leve, any county, school digtrict, municipaity or specid didrict from
imposing, expanding the base of, increasing the rate of, or repeding an exemption
from tax unless enacted in a separate locdl rule or ordinance for that purpose only
by avote of amgority plus one of the membership of the respective board,
council or commission.

Senate President John McKay presented the Commission with a copy of a peech he gave
regarding his plan for reforming Forida s tax structure.

Florida stax system is an antiquated system that was developed in the 1949
legidature and needs modernization.

The current system doesn’'t mirror Florida s current economy, is too subject to
economic fluctuations and is not capable of meeting Horida s long-term needs.

In 2002, Horidawill collect approximately $17 billion from sales and use tax, but
will exempt $23 billion from collection. The exemption portion of the sdes and
use tax isgrowing at afaster rate than the collections portion.
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In 1964, the sdles tax gpplied to approximately 68 percent of Florida's economic
activity. Today, it applies only to approximately 55 percent.

Many sales tax exemptions do not make sense and merely protect specia
interests.

Senator McKay's proposal includes a congtitutional amendment to decrease the
date sdes tax rate from 6% to 4% and yet maintain the same level of revenue by
broadening the base through the repedl of a variety of current exemptions.

There should be no salestax on groceries, resdentia rent, health care services,
prescription drugs or basic resdentia telephone service.

Elimination of the “by-the-drink tax”, “hospital bed tax”, and intangibles tax.

Tax on commercid utilities lowered from 7% to 4%.

Protection againgt increases in sdles and use tax rate. Any amendment to increase
the rate would require a 3/5 vote of both legidative houses.

Any new exemption will require 3/5 vote of both legidative houses.

Taxation of services.

Revenue growth must maintain neutrdity for thefirst three years. After that, if
revenue grows a afagter rate than it would have under the old sdles tax base, the
legidature would have the option to rollback the sales tax to compensate for
growth.

The Commission then focused on preparing the draft of the Find Report to the
legidature. Various recommendations to be included in the report were as follows:

Cap the amount subject to the documentary stamp tax imposed on unsecured
notes executed in Florida

By a7/1 vote, the Task Force agreed to recommend language proposed by
Representative Rob Wallace and the Honorable Charlie Hilton to limit the growth
of state appropriations.

Recommend Horida continue its participation in the SSTP, even though the
moratorium on taxing e-commerce isin effect.

Recommend that the legidature use the principas of agood tax system devel oped
by the Task Force as aguiddine in evauating Floridd s tax structure in the future
and, in particular, in evauaing the merits of the various sales and use tax
exemptions.

Recommend that when the economy gets better, the current trend to reped the
intangibles tax and the “ by-the-drink tax” be continued.

Recommend the DOR'’ s recommendations for improving compliance and
adminigtration discussed in the October meeting be adopted.

Recommend that the DOR ingtitute procedures to be consigtent in its tax
adminigration.

November 27th Steering Committee M eeting.

On November 27, 2001, the Steering Committee met to discuss and review a proposed
1<t draft of the proposed recommendations of the State Tax Reform Task Force. Randy
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Miller, Ken Cashin, Jane Houk and Senate Finance and Taxation Committee staff
attended. The Committee adopted the proposed first draft with minor stylistic changes

December 12, 2001 Full Task Force M eeting

The State Tax Reform Task Force met on December 12, 2001. Susan Langston,
Executive Director of the Florida Telecommunications Industry spoke endorsing amemo
written by Frank Meners of BdllSouth that called for the rollback of the sdlestax rate on
commercid telephone service from 6.8% to 6% and the rollback of the sdestax rate on
commercia eectricity from 7% to 6%. The proposa would roll back these taxes at a
time when the State has sufficient revenue to do so, smilar with the State Tax Reform
Task Force's recommended timing on the repedl of the Intangibles Tax, the Alcohalic
Beverage Surcharge and the Hedlth Care Assessment. The Task Force later voted to
approve this proposa and include it in the Find Report. The Task Force approved the
following recommendations for inclusion in the find report:

Proposa #1: Cap documentary stamp tax on unsecured notes.

Senate Finance and Taxation Committee Staff provided data thet the tax cap of
$2,450.00 (i.e., not taxing any unsecured loan amount in excess of $700,000) was
estimated to be revenue neutrd a the February 9, 2001 revenue estimating impact
conference. It was further recommended that the DOR and the legidature should monitor
and review the capped amount in the future to work toward providing arevenue neutra
reduction in the tax.

Proposd #2: Condtitutiond Amendmentsto Limit State Appropriations, Limited
Legidative Authority to Increase Taxes and Limit Loca Authority to Increase Taxes.

The Task Force recommended the breakout of the three proposals into three separate
issues: 1) the limitation on State gppropriations, 2) the limitation on the legidature' s
authority to increase taxes and 3) the limitation on local government’ s ability to increase
taxes into three separate proposals.

The proposed version regarding limiting loca government’ s authority to increase taxes
required a three-fifths vote of the membership of the gpplicable locd authority to pass
any locd rule or ordinance that imposes new taxes or increases taxes was amended. The
“three-fifths vote’ was changed to a“mgority plus one vote’.

Randy Miller stated thet the proposal regarding limiting local government’ s authority
may be beyond the scope of the Task Force because it deds with loca taxing authority
issues and the Task Force has not had alocal hearing on this.

Proposd #3. Streamlined Sdes Tax Project.
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Senate Finance and Taxation Committee staff provided an update on the taxing of e-
commerce and sdes. The moratorium on taxing e-commerce expired October, 2001, but
has been extended two years.

Marshdl Stranberg attended the last SSTP commisson meeting on behdf of the State of
Florida. At such meeting, bylaws were adopted and the commisson is scheduled to bring
back guiddines by the 2003 legidature.

The Task Force adopted Proposal #3, which states that the Task Force' s recommendation
isthat the State of Horida continue to actively participate in the SSTP.

Proposd # 4: Evauation of Tax Exemptions Usng Task Force Criteria

This proposal sets forth the six principles of taxation that the Task Force adopted as
governing provisonsin the evauation of any future review of the sa€ stax structure or
the review of current or proposed tax exemptions or any proposal of any appropriate
reduction in the tax rate. The proposa was amended to include the following Statement:
“The Task Force bdievesthat any revison or amendment to the Tax Code should
conform to these principles and further recommends that the tax and spending limitations
suggested by the Task Force be enacted prior to any attempt at mgor tax reform.”

Proposa # 4 was moved to the front of the Final Report, linking back to the enabling
legidation and contains language that this proposd isthe Task Force' s response to the
matters set forth in the enacting legidation.

Proposal #5: Reped of the Intangibles Tax

The Task Force voted unanimoudy to recommend to the legidature that it make a
commitment to continue the eimination of the intangibles tax when economic times
improve.

Proposd #6. Reped of the Alcoholic Beverage Surcharge

The Task Force voted unanimoudy to recommend to the Legidature that it make a
commitment to continue the eimination of the acoholic beverage surcharge tax when
€conomic times improve.

Proposd #7: Reped of the Hedth Care Assessment on Hospital Outpatient Services

The Task Force voted unanimoudy to recommend to the Legidature that it make a
commitment to continue the dimination of the hedth care assessment on hospita
outpatient services tax when economic times improve.

Proposal #8: Tax Compliance
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The Task Force reviewed the DOR’ s recommendations on tax compliance, smplification
and adminigtration and adopted al such recommendations unanimoudly.

Proposal #9: Encourage Consstency with the DOR

The Task Force voted unanimously to adopt a proposa amending §8213.015, F.S,, the
“Florida Taxpayer’ s Bill of Rights’ to provide Forida taxpayers with the right to fair and
congstent gpplication of Floridatax laws by the DOR.

Buddy Thurman, Executive Director of the FICPA, and Jennifer Jankowski Green of the
FICPA, reviewed thefirgt draft of the Finad Report and said the FICPA’ s was generdly
complimentary of the proposals and had no other recommendeations.

It was recommended that a generic reference be added to the beginning of the Find
Report that the Task Force reviewed the legidative act which created it and the Task
Force believes, given its timeframe and resources, it has used its best efforts to address
the intent and spirit of the legidative act.
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Appendix 1

Streamlined Sales Tax Project

The Streamlined Sadles Tax Project is an effort created by state governments, with input
from locd governments and the private sector, to Smplify and modernize sdes and use
tax collection and adminigtration. The Project’s proposals will incorporate uniform
definitions within tax bases, smplified audit and administrative procedures, and
emerging technologies to substantialy reduce the burdens of tax collection. The
Streamlined Sdles Tax System is focused on improving sales and use tax adminigtration
systems for both Main Street and remote sdllers for dl types of commerce.

Thirty-eight states are currently involved in the project. Thirty-three states are voting
participants in the project because their legidatures have enacted enabling legidation or
their governors have issued executive orders or asimilar authorization. Five Sates are
nor+voting participantsin the work of the project because they do not have the formal
commitment of the State executive or legidative branches.

The project has addressed its issues through a steering committee and four work groups:
Tax Base and Exemption Adminigration; Tax Rates, Regigtration, Returns and
Remittances, Technology, Audit, Privacy and Paying for the System; and Sourcing and
Other Smplifications. Businesses—including nationd retallers, trade associations,
manufacturers, technology companies, and others--have actively participated in Project
meetings by reviewing proposas and providing feedback to the states on key € ements of
the new system.

The key features of the Streamlined Sdles Tax System include:

Uniform definitions within tax bases. Legidatures still choose what is taxable
and exempt but will use the common definitions for key itemsin the tax base,

Simplified exemption adminigration for use- and entity-based exemptions.
Sdlersare relieved of the “good faith” requirements that exist in current law and will not
be liable for uncollected tax. Purchasers will be responsible for incorrect exemptions
clamed.

Rate smplification. States will be responsible for the adminigtration of al sate
and loca taxes and the distribution of the local taxesto the loca governments. State and
local governments will use common tax bases and accept responsbility for notice of rate
and boundary changes. States will be encouraged to smplify their own state and local tax
rates.
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Uniform sourcing rules. The gates will have uniform sourcing rulesfor dl
property and services.

Uniform audit procedures. Sellers who participate in one of the certified
Streamlined Sdles Tax System technology models will ether not be audited or will have a
limited scope audit, depending on the technology modd used.

Paying for the system. To reduce the financid burdens on sdllers, sates will
assume the respongbility for implementing the Streamlined Sales Tax System.

Participation in the system by both vendors and statesis voluntary. Also, registration by
vendorsin the Streamlined Sales Tax System does not infer nexus for business activity or
income tax purposes.

The Streamlined Sdles Tax System will provide sdllers the opportunity to use one of three
technology models. A sdler may sdect Modd | where a Certified Service Provider
performs al of the sdler’s sdestax functions. A sdler may select Mode 2, a Certified
Automated System, to perform only the tax caculation function. A larger seller with
nationwide sales that has developed its own proprietary saestax software may select
Modd 3 and have its own system certified by the states. However, some sdllers may
choose to continue to use their current systems and gtill enjoy the benefits of

amplification.

On December 22, 2000 state representatives to the Streamlined Sales Tax Project voted to
gpprove aUniform Sales and Use Tax Administration Act and Streamlined Sdes and Use
Tax Agreement. State legidatures began consdering the Act and Agreemernt in January
2001.

The gpprova of the Act and Agreement provides the basis for states to enact legidation
to provide the benefits of amplification to vendorsin their sate. However, the Project
will continue its work throughout 2002 to incorporate additional dementsinto the
system. These eements may include additiona uniform definitions, a uniform tax return,
and revisons to the technology models based upon information gained through the
testing of tax collection software. The Project has completed a handful of issue papers
relaing to uniform definitions and other features of the Streamlined Sdes Tax System.
The Project plans to complete remaining issue papers by the end of this year.

Asof January 1, 2002, thirty states plus the Digtrict of Columbia have introduced
legidation dedling with amplification. Streamlined legidation has been enacted in
twenty states and the Didtrict of Columbia

Participating States (33)

Alabama Nevada
Arkansas North Carolina
Horida North Dakota
[llinois Ohio

Indiana Oklahoma
lowa Rhode Idand
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Kansas
Kentucky
Louisana
Mane
Maryland
Michigan
Minnesota
Missssippi
Missouri
Nebraska
New Jersey

Observer States (5)

Connecticut
Georgia
Idaho

New Y ork
Pennsylvania

South Cardlina
South Dakota
Tennessee
Texas

Utah

Vermont
Washington
Wegt Virginia
Wisconsn
Wyoming

States That Enacted Legidation in 2001 (20) (Plus the Didtrict of Columbia)

Arkansas
Horida
lllinois
Indiana
Kentucky
Louisana
Maryland
Michigen
Minnesota
Nebraska

Uniform Definitions Being Devel oped

Food

Prepared Food
Soft Drinks
Candy

Vending Machines
Medicd Equipment
Drugs

Nevada

North Carolina
North Dakota
Oklahoma
Rhode Idand
Tennessee
Texas

Utah
Wisconsn
Wyoming



Clothing

Tangible Persona Property
Software
Digitd Products

Lease and Renta

Purchase Price

SdesPrice

Retal Sde

Bundled Transactions

Bad Debts

(Thelnterim Report will beincluded as Appendix 2)
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