













































































is similar to a corporate tax return except that the way the tax
base is calculated is different. The base is then apportioned
tc the state for businesses that operate in more than one state.

The subtractive method of calculating value-added starts
with the gross receipts of a business and subtracts all
purchases from other businesses. After subtracting all
purchases, the remaining value is composed of net income (loss),
cost of labor, taxes, interest paid on borrowed capital, royalty
payments and rental payments. The European invoice credit
method, a type of subtractive VAT, requires a business to
collect tax from its customers on all of its sales, and to remit
that amount less value-added tax paid to its suppliers. Thus,
it is a transaction based tax like the sales tax. Consequently,
such a tax is ordinarily employed in lieu of a general sales tax.

The transactions VAT is complicated by exempting exports
from the tax. This usually requires the purchaser to request a
tax rebate or reguires that no tax be levied on the purchase.

Crossroads Implications

On a stand-alone basis, the CBT is rated high on nine of the
10 Crossroads criteria, as well as on the benefits received half
of the Equity principle. It rates medium on the ability to pay
criterion. : o

Its principal appeals are as follows. Stability is high
because all value-added, in both the goods and services sectors,
is taxed, and it is not profit-based. The Capital Acquisition
Deduction (CAD), allowing full expensing of capital assets in
the year of acguisition, has a stabilizing effect as well. Ease
of administration is promoted by gearing the tax to federal
income tax data and calculations. Economic distortions are
mitigated because, through the deduction of input costs, the tax
falls only on incremental values and pyramiding is avoided. 1In
addition, it is neutral as between debt and equity, unlike the
corporate income tax. Efficiency is therefore adjudged to be
high. It is neutral with respect to form of business
organization as well, applying not only to reqular corporations,
but to subchapter S5 corporations, partnerships and sole '
proprietorships and across industries. Finally, the CAD is
believed to remove disincentives to investment in capital assets
and so is rated high from a 'pro-investment perspective.

Other States

Michigan is the only state which imposes such a tax. It had
a subtractive value-added tax in place from 1953 to 1967, then a
corporate income tax, and enacted the SBT in 1975 at the same
2.35 percent rate now in effect. The Brookings Institution
recommended a VAT for Alabama and Iowa in 1932-33, but both
states demurred. Hawaii briefly experimented with the
value-added concept in its business excise tax from 1932 to 1935
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and commissioned a feasibility study on the subject again in
1973. An additive VAT bill was vetoed by West Virginia's
governor in 1970 and VAT proposals have been introduced without
result in Oregon, California and Louisiana. Most recently,
Texas has considered the adoption of a value-added tax that
includes net worth tax characteristics. In addition to that
activity at the state level, proposals for a national VAT date
back to 1921 and have drawn increased interest over the last few
yvears as massive federal deficits continue unabated.

Crossroads Findings and Recommendations

The Florida Chamber finds that a replacement value-added tax .
holds substantial advantages over a corporate income tax under
the Crossroads criteria and that such a measure should be
considered as a part of the reform of Florida's tax structure.
Many issues are raised by the prospect of a CBT, and they will
need to be carefully addressed in any such transaction. They
include the crafting of a CBT designed around the special
characteristics of Florida's economy, the treatment of
businesses experiencing a year of low or marginal profitability,
compliance difficulties, with special reference to small
business, the avoidance of disparate impacts which might
unfairly burden a given industry, the handling of
labor-intensive business, and the enactment of appropriate
transition rules, among others.

Unlike the approach taken with the services tax in 1987, the
concerns should be identified and resolution found before a CBT
is put into effect.  Some lead time, afforded by a prospectlve
effective date, will be needéd for that purpose. Subject to
these important qualifications, the Florida Chamber recommends
the consideration of a Florida Comprehensive Business Tax ,
(CBT), as a substitute for the following taxes paid by business:

(1) Corporate income and emergency excise taxes (preserving
EET credits).

(2) Sales tax on all business purchases of machinery,
equipment, electric power and telecommunication services,

(3) Annual intangible tax on intangibles owned by businesses,

(4) Documentary stamp taxes (except on deeds and similar
instruments) and

(5) Insurance premium taxes.

The CBT should have the following features:

(1) It should be calculated on an additive basis, starting
with federal taxable income. The Chamber has considered

subtractive methods, including the European invoice
credit method, and f£inds them inappropriate.
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(2)

Other studies have found the invoice credit method of
calculating the tax inapplicable to state or subnational
economies. (See, e.qg., Rethinking Texas Taxes, Final
Report of the Select Committee on Tax Equity, Vol. 2
[1989]). Moreover, its requirement for separately
stating and passing along the value-added tax to
purchasers suggests either a duplication of Florida's
existing sales tax or the latter's wholesale repeal,
neither of which the Chamber finds responsible.

It should be as broad based as possible. Toward that
end, industry exemptions should only be granted upon a
showing of special circumstances. Michigan, for
example, exempts agricultural production and has
contended with difficulties in the application of its
SBT to financial institutions and the insurance
industry. 1In Florida, the relationship between a CBT
and the already heavily taxed utility industry should be
carefully considered. The Chamber notes that in
Michigan over 60 percent of the businesses pay no tax
and that 10 percent of the taxpayers pay 90 percent of
the SBT collected. The recent increase in the sgtatutory
exemption, from the first $40,000 to the first $100,000
of tax base, will further skew that concentration of the
tax burden. Florida should attempt to do a better job

"of spreading the liability among businesses, all of

which benefit from govermment programs and services.

The Michigan excess compensation deduction, designed to
accommodate labor-intensive businesses, allows the
exclusion of compensation from the tax base to the
extent that it would exceed 63 percent of the tax base.
That adjustment reduces the Michigan tax base by $320
million, or approximately 16 percent, for fiscal year
1991, Such a reduction does work to limit the tax base,
requiring a correspondingly higher rate. It favors
labor intensive businesses and ameliorates the effect of
the tax on less profitable firms (for which compensation
is a relatively larger component of the tax base). The
Florida Chamber recommends inclusion of an excess
compensation deduction.

The Michigan gross receipts limitation, an alternative
to the excess compensation deduction, allows firms to
limit the tax base to 50 percent of gross receipts.
While the cost to Michigan's SBT collections is lower
than with the excess compensation deduction, $65 million
for fiscal year 1991, this limitation also works to
narrow the tax base and truncate liability. The Chamber
believes that the implications of such a limitation
should be determined in advance. An estimate of
industry-by-industry incidence is needed so that any
differential CBT rates which such a limitation might
produce are known.
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(4)

(5

(6)

For the reasons previously stated, the CBT should allow
a capital acguisition deduction. The CAD should be
apportioned on the same three-factor formula as the
current Florida corporate income tax. See discussion of
multi-state firms below.

Small business should be accommodated by relieving those
below a specified level of gross receipts from having to
file a return calculating a CBT liability. A minimum
tax would be required, however, so that all businesses
are making some CBT payment. Those businesses below the
gross receipts threshold thus set would file a short
informational return stating the year's total gross
receipts and accompany it with the minimum tax payment.
Such a minimum tax has some ameliorative effect on the
windfall which such businesses would otherwise enjoy by
virtue of being relieved of sales tax liability on
machinery, equipment, electricity and telecommunication
services. ' '

The Florida Chamber recommends this front-end
accommodation of small business, but not the back-end
small business credit allowed by the Michigan tax. The
Chamber notes in this regard that, while small business
is virtually exempt from the Michigan SBT, those
businesses are subject to Michigan's general sales tax
and, further, that partners and sole proprietors are
subject to that state's personal income tax. For the
same reason, the unincorporated tax credit permitted by
Michigan law, designed to avoid duplication with the
personal income tax, is unnecessary in the Florida CBT.

Multi-state businesses should apportion their
value-added tax base (and CAD) to Florida using the same
three-factor formula approach now employed by the
Florida corporate income tax code. That formula would
attribute a portion of such aggregate tax base to
Florida based upon the taxpayer's property, payroll and
sales in Florida, the sales factor being
double-weighted. The Florida tax should not have any
unitary features, but should follow existing Florida
corporate income tax filing practices.

Compensation is a major component add-back in such a
tax, accounting for over 75 percent of the tax base on
average in Michigan. The definition of "compensation”
used in the Michigan statute is exceedingly broad,
including FICA and FUTA payments, workers' compensation
payments, other employee insurance payments and
contributions to retirement plans and accounts.

. Therefore, in addition to the above recommended excess

compensation deduction, the Florida Chamber recommends
that the definition be examined to determine the
appropriateness and effect of including such costs.
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It should also be reviewed to ascertain the extent to
which compliance burdens can be lessened by limiting the
need for taxpayers to go to general ledger or other data
behind federal tax returns.

(7) As much as possible, the taxes for which the CBT is a
substitute should be repealed, as distinct from leaving
the taxes in place and offsetting them with CBT credits
or reducing CBT liabilities by credits for such other
taxes. Doing so will relieve taxpayers of extra
accounting, return preparation and audit costs and
exposure to penalties and interest.

(8) The Chamber recognizes that the expansive base which the
Florida CBT will represent creates an extraordinary
incentive for making subsequent rate adjustments. Even
small rate adjustments on so large a base would produce
very substantial revenue gains for the state. The very
purpose behind the CBT recommendation, nonetheless, is
low rate, broad based, rate constant taxation that will
obviate the need for constant tax tinkering of the kind
that has preoccupied the Florida Legislature during the
last decade.

Miscellaneous

While the previous recommendations all fall within specific
identifiable categories, some areas of change are not so easily
grouped. We will, therefore, discuss them under a
"miscellaneous" category. Despite their miscellaneous label,
however, they are still very important.

The first recommendations in this area are "process"
recommendations. Throughout this report, we have referred to
the Crossroads criteria, those ten principles, both standard and
pro-competitive, by which all tax changes should be judged. The
Florida Chamber recommends recommends that these criteria be
placed in the statute and each tax change advanced by the
Legislature be graded under the criteria. Legislation can
violate the criteria, but the Legislature should be required to
make an affirmative statement as to why the criteria were not
followed. Another "process" recommendation deals with what is
known as the Taxpayers' Bill of Rights. These rights quarantee
equal treatment under the law for taxpayers of this state. They
address such items as interest rates and statutes of
limitations. The Florida Chamber recommends they be
statutorily adopted.

The second set of recommendations in this area deals with
miscellaneous taxes. The Florida Chamber recommends removal
of the referendum requirement on local government's ability to
pass its one-cent local option sales tax. We believe the local
option should be imposed by a super-majority vote of the local
county commissioners.
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The second Crossroads recommendation in this area also deals
with local government. Under current law, Florida provides a
$25,000 homestead exemption for property taxes levied by local
government. In 1990, the value of the homestead exemption was
$72 billion. We calculate that if the exemption were removed
entirely, current tax rates would precduce an additional $1.5
billion in revenue for local needs. The last time the question
of the homestead exemption was addressed, a proposition was
placed on the ballot to "ratchet up" the exemption, taxing the
first $10,000 of value and exempting the next $25,000. On a
statewide ballot, this lost by a substantial margin.

In some counties, low property values means that the value
of much of the normal tax base falls into the exempt category.
This narrows the tax base and requires high millage rates be
placed on non-exempt property, usually businesses. While local
governments use revenue other than the property tax to provide
needed services, the property tax remains the largest single
source of local tax revenue. Additionally, the property tax is
the only major source of local tax revenue for school districts
and some special service districts. The homestead exemption
provides property tax relief to homeowners without any
consideration of their ability to pay the tax. Property owners
receive the benefits of government services and should be
required to pay for these services.

During the 1991 Legislative session, the Senate considered a
proposed constitutional amendment that would have changed the
homestead exemption. Instead of the first $25,000 in value

.. being totally exempt, the tax would be levied against 50 percent

of the first $50,000 in assessed value. Thus, even a homestead
with a low assessed value would pay some small amount of tax.
Recognizing that some poor people living on fixed income could
find this tax overly burdensome, the proposal contained a .
"circuit breaker” to cure the potential regressive nature of the
tax. The "circuit breaker" gives relief from the tax if the tax
exceeded a certain percent of the homeowner's yearly income.
Five percent of a taxpayer's income is a common cap in states
that use the circuit breaker approach.

We estimate that this.proposal, if adopted by the voters,
would add $8.4 billion of value to the statewide tax roll, an
increase of approximately 1.9 percent., If millage rates were
not reduced, the expanded tax base would give local government
an estimated $175 million in additional property tax revenues.

Also on the positive side is the fact that the property tax
is a stable source of revenue that grows with the economy.
Furthermore, it is deductible for federal income tax purposes,
and is thus at least partially exportable.

The Florida Chamber recommends that the current homestead

exemption be changed in a manner similar to the above: i.e., a
levy of 50 percent of the first $50,000 of
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assessed value, coupled with "circuit breaker" relief for low
income homeowners.

The final two tax recommendations deal with estate and
inheritance taxes.

Estate and Inheritance Taxes

Background

Article VII, Section 5(a) of the Florida Constitution
prohibits tax upon estates or inheritances of residents in any
amount exceeding those amounts which may be credited against any

'similar tax levied by the United States or any state. There is

no federal inheritance tax. The federal estate tax allows
credits for state death taxes paid. The Florida estate tax on
the estates of residents is the amount of that federal credit,
reduced by estate and inheritance taxes actually paid to other
states. The estates of nonresidents are taxable in Florida in
an amount egqual to that portion of the federal credit
represented by the fraction:

Value of property taxable in Florida
Value of the entire gross estate

Property "taxable" in Florida includes real property situated in
this state, tangible personal property having an actual situs in
Florida, intangibles having a business situs in Florida {(subject
to a reciprocity exemption for Florida resident decedents) and
stocks, notes and other obligations issued by Florida
corporations.

Among the examples considered in the Crossroads report are
the deletion of the Florida cutback for taxes paid to other
states and the addition of an inheritance tax. An estate tax is
levied against the net taxable value of the decedent's estate,
with an unlimited deduction for transfers to the surviving
spouse. An inheritance tax is levied against beneficiaries,
with rates which generally vary based upon the consanguinity
between the decedent and the beneficiary.

Crossroads Implications

The estate tax rates high on five of the Crossroads
criteria, including Administration, Compliance, Exportability,
Efficiency and Growth and low on Stability and Diversity. It
ranks high on ability to pay considerations and low on the
Benefits Received principle. The Neutrality factor is
inapplicable and it falls into the mid-range on Pro-investment
characteristics (i.e., it probably does not create any
substantial disincentives to save or invest). An inheritance
tax is predicted to improve Florida's revenue structure on the
Diversity, Growth, Equity and Exportability fronts.
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Other States

Twenty-eight states impose only an estate tax. Nine states
levy an estate tax in amounts exceeding the federal credit.
Fifteen states impose both inheritance and estate taxes.
Typically, when both an estate and an inheritance tax are
imposed by the same jurisdiction, the estate tax applies when
the estate (property) is in the taxing jurisdiction and the
inheritance tax applies when the estate is elsewhere but the
inheritor is a resident of the taxing jurisdiction.

Revenue Potential

The Florida estate tax is expected to yield approximately
$300 million in 1992-93. If the credit for other states’ estate
and inheritance taxes, worth $15 million, is repealed, Florida's
estate tax collections will increase so as always to be the full
amount of the federal credit.

The addition of an inheritance tax would also augment
current collections in an indeterminate amount. Using North
Carolina rates and exemptions adjusted to Florida data, Florida
Tax Sources estimates that such a tax would produce in excess of
$219 million in 1992-93.

Chamber Findings and Recommendations

Except by virtue of the extant constitutional provision,
Florida is under no obligation to reduce the estate tax it
imgpses by the amount of estate and inheritance taxes paid other
stites. By doing so, Florida is simply giving awal a part of
the federal credit subsidy. While the matter is not wholly
without doubt, it is believed that repeal of the credit for
other states' taxes would require a constitutional amendment.
The repeal of the credit for other states' taxes would assure
Florida that the estates of residents are taxed to the full
amount of the federal credit, even when parts of the estate are
in another jurisdiction and subject to state or inheritance tax
in that other jurisdiction. The Florida Chamber therefore
recommends that Article VII, Section 5{(a) of the Florida
Constitution be amended to permit a Florida estate tax in the
full amount of the federal credit currently allowed, without
reduction for estate or inheritance taxes paid to other states.

Furthermore, the Chamber is advised that prior efforts to
repeal the federal credit for state death taxes have been made
in Congress. Since the Florida Constitution authorizes a
Florida estate tax only in the amount of such federal credit,
such a repeal by Congress could have the effect of abolishing
the Florida estate tax, at a cost to state government of some
$300 million annually. The Florida Chamber therefore
recommends that Article VII, Section 5(a) of the Florida
Constitution be amended to authorize a Florida estate tax, on a
rate structure equivalent to the federal credits currently
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permitted under Section 2011 of the Internal Revenue Code, even
if the federal estate tax credit for state death taxes paid is
repealed.

An inheritance tax would produce revenues for Florida in
those situations where the decedent is a nonresident, and the
estate is outside Florida, but the inheritor is resident here.
Such a tax bears an obvious relationship to ability to pay. It
represents a clear opportunity, which many other states have
seized, for taxing the transmission of property values or wealth
outside the state. The diversity of Florida's tax structure
would be improved with this addition to the aggregate tax base.

There is, of course, in such a tax an incentive for an
.inheritor to change his residency (even if temporarily) to a
state which has no inheritance tax or to one which imposes the
tax at a lower rate. The administration of the tax would
require some system for identifying taxable inheritors.
Valuation can be keyed to values as finally established for
federal estate tax purposes so as to simplify this aspect of
administration and compliance. On balance, the Florida Chamber
finds that a properly structured inheritance tax would _
complement Florida's estate tax and therefore recommends the
amendment of Article VII, Section 5(a) of the Florida
Constitution to permit imposition of such a tax., 8Such an
amendment should be preceded by such further studies as are
necessary to identify any exemptions which should be
constitutionally guaranteed and so that a cap on rates can be
specified in the constitutional amendment,

Conclusion

Because of its geographic proximity to major international
markets, its wealth of business talent and its attractive
prhysical environment, Florida has the potential to become an
economic leader in years to come. However, if Florida is to
realize this potential, we must act now to restructure its
systems of budget and taxation. This restructuring should
follow the dictates of the ten Crossroads criteria and should be
accomplished in an orderly, but expedited manner.

Public confidence must be restored in government's ability
to spend its revenue wisely; therefore, any reform of our system
of taxation must be accompanied by fundamental reform in our
system of budgeting and spending. Government must show
restraint in its growth and accountability in its necessary
programs.

Only then will the overall business climate in Florida be
conducive to the nurturing of a sound and growing economy.
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Appendix

The Crossroads Commission was appointed in June 1991 and
charged with the task of taking the principles contained in the
Florida Chamber Foundation report titled Crossroads: Designing
‘Florida's Tax Structure and translating them into a set of
specific recommendations for reforming Florida's system of
taxation and spending. :

The Commission was broad-based and of divergent background.
It was selected to be representative of top business leaders
from businesses of all sizes, types and geographic locations.
Key local chambers of commerce were asked to participate as were
other business organizations. To assist in its deliberations,
the Chamber retained two well respected experts, Cass Vickers as
Tax Policy Consultant and William Shelley as Economic
Consultant. Jim Brainerd, General Counsel to the Chamber, acted
as staff.

The Commission met throughout the summer of 1991. Most of
its deliberations were done through subcommittees charged with
examining specific areas of concern. The task was not easy and
a great debt of gratitude is owed to the dedicated volunteer
leaders who gave so freely of their time and talent to produce
this report.

CROSSROADS COMMISSION

Chairman: o » Glenda Hood »
Subcommittes Chairman: Nancy Graham
Subcommittee Chairman: Richard Graves
Subcommittee Chairman: Terrell Sessums
Subcommittee Chajirman: Rick Walsh
Tax Policy Consultant: Cass Vickers
Economic Consultant: William Shelley
Staff: Jim Brainerd
Membership

James Apthorp John Baker

David Batt Wendell Beard

Todd Bowers Rod Brooker

Ronald Brower Hugh Brown

. Eddie Carpenter Nathaniel Doliner

‘Stephen Frank Joseph Freni

Dan Gallagher Tim Guzzle

Wade Hopping . Sherrill Hudson

Lana Jane Lewis-Brent Richard McRae

Joe Millsaps John O'Hearn

Gordon Oliver Carolyn Pannell

Tico Pere=z Lawrie Pitcher Platt

Leslie Reagin aAnn Sahlman

John Sittig Jan Smith

Robert Sullivan Bronson Thayer
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Estimated Sales Tax Revenue From

Repeal of Exemptions, 1992 - 93
(Millions of Dollars)

Total Gen. Rev.

Receipts Receipts
Personal Services:
Laundry & Dry Cleaning 51.8 46.6
Tax Preparation $ Misc. Pers. Serv. 13.0 1.7
Cleaning & Pest Control 245 20
Deftective, Burglar & Other Protection 54 49
Auto Towing and Other Non-Repair Services 4.7 42
Professional Services:
Real Estate Agent 119.9 107.9
Legal 109.9 98.9
Engineering, Architectural, and Surveying 65.6 59.0
Accounting, Aunditing & Bookkeeping 21.7 19.5
Management Consulting & Public Relations 10.8 9.7
Business Services:
Agriculiural Services 51.1 46.0
Service Industries for the Printing Trade 0.4 04
Express Truck & Air Courier 12.4 111
Credit and Collection Agencies 25 22
Secretarial & Court Reporting 0.5 0.5
Data Processing, Prog. Design & Computer 6.4 5.8
Testing Laboratories & Facilities 6.6 59
Telephone Ans. Interior Design & Misc. Buss  20.8 18.7
Financial Services:
Banking 30.8 22.7
Non-bank Financial Institution 11.9 ] 107
Transportation Services:
Charter Bus Transportation 1.2 11
Total Services 571.7 514.5
Non-Prescription Drugs 228 ~20.5
Eyeglasses 52.9 47.6
Airport Landing Fees 207 186
Charter Fishing Vessels 7.1 64
Cruiselines
Dance Studios, Schools & Halls 3.3 3.0
Membership Sports & Rec. Clubs. Instruction 4.0 3.6
Classified Advertising
Total Other 110.8 29.7
Grand Total 6825 614.2

Chart # 3 .
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