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Executive Summary

Thisfirst in aseries of Special Reports by Florida TaxWatch on modernizing Florida's tax system looks
at Florida's special, and possibly unique, vulnerability to recent major developments in the economy, in
information technology, and in tax jurisprudence which, in converging, are opening great holesin the
sales and use tax bases of all the states.

@ Floridas sales and use tax collections for 1998, as a percent of itstotal tax collections, reflects the
third highest percentage in the countryl, making it among the states most dependent upon the continued
vitality and effectiveness of that tax. Y et some studies indicate that, in 2003, Florida's losses from E-
Commerce, from other remote sales, and from greater consumption of services, when added to its
legislated exemptions, represent the biggest revenue loss sustained in that year by any of the 45 sales-
taxing states, as a per cent of total tax collections. Also, by 2004, Florida's loss in estate tax revenuesis
estimated to approach $500 million, and to double that amount by 2006.

@ Florida's dependence upon sales and use tax revenues, in 1998, for example, was exceeded only by
that of two states Washington and Tennessee. Like Florida, both of those states do not tax personal

incomes, but, unlike Florida, neither is expressly prohibited in its own constitution from taxing them?2.

@ Congress recent repeal of federal estate taxation over the next 10 years and its accel erated phase-out
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of the estate tax credit for similar taxes paid to the states now forces Florida either to abandon estate
taxation as a source of state revenue, or to revise its constitution if it can.

@ 1n 1992, in the Quill Corporation case, the U.S. Supreme Court reaffirmed the principle that a vendor
whose only contact with a sales-taxing state is through a common carrier or the United States mails
cannot be required to collect and remit that state's use tax from its customers residing in that State.

@ When decided in 1992, the impact of the Quill decision on the States was substantially limited to
"remote sellers’ selling products by direct mail. But within four years, the commercialization of the
Internet had created a new and rapidly growing class of beneficiaries of the Quill doctrine: the Internet
vendor.

@ Current estimates are that one-third of our $8 trillion national economy could be conducted
electronically over the course of this decade, with a mgjor adverse effect on state sales and use tax
revenues, assuming continued vitality of the Quill doctrine.

@ |nthelast 30 years, the purchase of services has risen from about 45 percent of personal expenditures
to nearly 60 percent--arelative increase of one-third in generally non-taxable expenditures. Currently,
sales and use taxes are said by some to be arelic of the depression era, applying almost exclusively to
sales of tangible property.

@ Although aroll-back of the Quill doctrine is within the power of Congress, businesses engaged in E-
commerce resist such federal intervention, contending that they cannot continue to bear the substantial
administrative burden of collecting and remitting the states use taxes.

@ The states acknowledge that collecting and remitting use taxes has become excessively burdensome to
business, but they contend that modern technology enables the states to reduce dramatically that burden
by streamlining collection and administration of the tax. They have initiated a multi-state coalition--the
Streamlined Sales Tax Project-- to accomplish precisely that result, through voluntary reciprocal state
action.

@ Forida, by enacting the Simplified Sales and Use Tax Administration Act this year, joins the
Streamlined Sales Tax Project. In doing so, it takes an important first step toward tax reform in Florida.

Floridians must carefully examine whether more needs to be done. If so, a strategic restructuring of
Florida's tax policies needs to be examined as an alternative to the digointed incrementalism of the past.

I ntroduction

Among the tax measures enacted when Governor Bush signed H.B.21 into law on June 13, 2001 was the
Simplified Sales and Use Tax Administration Act (hereinafter the "Act").3 This legisation effectively
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places Florida in the multistate discussions known as the Streamlined Sales Tax Project (hereinafter
"SSTP"). The SSTP is a multistate project controlled by its participating states. |ts purpose and objective
are to design and establish, through state legislation, a voluntary, streamlined multistate system for the
administration and collection of state and local government sales and use taxes. The project's primary
design objective isto reduce the complexity and administrative burden currently borne by businessesin
collecting use taxes in interstatetransactions. After normalizing that burden on interstate businesses, the
project's secondary objective isto secure the passage of federal |egidlation whereby Congress, acting
under its Commerce Clause powers, would authorize the states participating in that streamlined tax
system to require remote vendors? to collect and remit use taxes imposed by those states and their
constituent local governments. By authorizing such state laws, the federal law would override the "bright
line" ruled sustained by the U.S. Supreme Court in Quill Corporation v. North Dakota.5

While the Act effects no immediate change in the substantive tax laws of Florida, it places Floridain
multistate discussions which could result in far-reaching changes in the way sales and use taxes are
collected nationally, and in Florida. For this reason, and also because these multistate actions are
intended to encourage Congress to restructure the Quill doctrine, Florida's opinion leaders should
maintain an awareness of the Streamlined Sales Tax Project, and monitor its progress and Florida's
involvement in it.

Because the SSTP is an ongoing project and far from completed, the limited purpose of this article will
be to identify the project in context with the problems it has been established to resolve. The author will
also discuss broadly the involvement of Congress to-date, asit searches for its proper role in context with
these developments in the state taxation of E-Commerce and other remote sales. A follow-up article will
focus more on the project's achievements and unresolved issues of the SSTP, and the uniform legislation
and multistate agreements it produces.

Background: Compliance Experience with
theUse Tax in Interstate Transactions

The sales tax was conceived during the depression years, when personal incomes were in decline and

most states had few other sources to turn to for revenues. Mississippi first enacted the tax in 1932. By
1938, 26 states had enacted it. Florida enacted the retail sales tax in 1949. Today, 45 states impose the
tax, as do nearly 7,600 local governmentsin 34 states.

The sales and the use tax are two separate taxes which are imposed at the same rate and are said to
"complement” each other. Generally, the salestax islevied on the privilege of selling at retail .7 It is
imposed on the vendor and required by law to be collected by the vendor,8 from the purchaser, at the
point of sale. The use tax isimposed on the privilege of using, consuming or storing tangible property in
the taxing state.® It is levied on the purchaser but required by law to be collected and remitted by the

vendor at the point of sale.10 Conceptually, the usetax is said to "complement" the salestax by
eliminating the tax incentive to the in-state purchaser to cross the state border and make an otherwise
nontaxable retail purchase. Thus, local merchants are not placed unfairly at a competitive disadvantage
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because of the state's lack of power to impose its sales tax extraterritorially on the neighboring state's
vendor. By requiring the out-of-state vendor to collect and remit the state's own use tax, the sales and
complementary use tax of a state are conceived to impact the marketplace in a neutral manner.

From a compliance perspective, interstate sales reveal a principal weaknessin the use tax.11

While compliance experience with the sales tax varies among states, typically depending upon the quality
of the state audit program, most states experience an acceptable level of compliance. In contrast, use tax
compliance varies widely, based principally upon the "nexus’ criteria of the vendor whereby, as
discussed in the next section, a connection may be established by the courts between a state and that
which it seeksto tax.

Since the earliest days of the use tax, vendors have preferred to avoid the collection and remittance duties
imposed upon them under use tax statutes. A long line of litigated cases reflect efforts of vendorsto
avoid those duties, usually on the basis that their contacts with the taxing state are insufficient to support
constitutionally the states imposition and enforcement of those burdens upon them.12 Since 1967, the
U.S. Supreme Court has determined that an out-of-state vendor, whose sole contact with the taxing state
isthrough the U.S. mails or common carrier, may not be required by that state to collect and remit its use
tax.13

Although each state's use tax isimposed upon the consumer,14 purchaser compliance with the use tax,
where for any reason the vendor failsto collect the tax at source, has always been very low.1> The
problem to which the Streamlined Sales Tax Project is directed isthis. Interstate sales, involving, from
the taxing state's perspective, remote vendors,16 are growing at a more rapid rate than overall retail sales.
That ratio and the problematic compliance experience associated with it is expected to continue into the
foreseeable future,17 representing a continuing erosion of the sales/use tax base of the states.

Quill Corporation v. North Dakota

In Quill Corporation v. North Dakotal8 the issue was whether North Dakota could constitutionally
require Quill, against Due Process and Commerce clause attacks on its use tax statute, to collect and
remit North Dakota's use tax from its direct mail customersin North Dakota. The North Dakota Supreme
Court had upheld the state's use tax, and had enforced its vendor collection provisions against Quill,
refusing to follow the U.S. Supreme Court's 1967 decision otherwise on point in the National Bellas Hess
case.19 In deciding Quiill, the U.S. Supreme Court overturned the Due Process holding in Bellas Hess, to
the extent it had held that the Due Process clause requires the vendor's physical presence in the taxing
state in order to support the imposition of a use tax collection duty. The Court held that evidence of the
"purposeful direction" by Quill of its substantial marketing activities at North Dakota residents confirmed
contact with North Dakota "more than sufficient” to justify the exactions of its use tax from Quill under
Due Process standards. However, so far as concerned Quill's Commerce Clause claims, the Court
disagreed with the North Dakota Court's conclusion that it should renounce its Commerce Clause holding
in Bellas Hess; and it declined to do so, retaining it instead, asits holding in Quill under the Commerce
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Clause.

The Court's clearest departure from Bellas Hess was in the bifurcation of its analysis under the Due
Process and Commerce Clauses. While in Bellas Hess the Court had dealt with the Due Process and
Commerce Clause claims nearly indistinguishably, the Quill Court held that those provisions raise two
distinct limits on the taxing power of states, which require separate analysis. In the perspective of its
importance to both federalism and the national economy, the most significant feature of the Quill
decision isin the Court's "sculpting" of the holding so that thisissue could effectively be regulated by
Congress in the future. By lifting the Due Process bar to state enforcement of its use tax against interstate
vendors who "purposefully avail" themselves of the taxing of state's markets, even without physical
presence in the state, the Court has knowingly20 placed Congress in a position to override the Court's
Commerce Clause ruling, or to alow it to stand, as it seesfit. This feature of the Quill decision provides
the constitutional basis for currently proposed federal legislation2! in which Congress would consider
allowing certain states, upon meeting Congressionally specified conditions, to require remote vendors to
collect and remit the state's use tax.

From the same proposed federal legislation, it is clear that the minimum condition which Congress would
impose upon its willingness to modify the Quill rule, isthe radical ssmplification of the sales and use tax,
and a substantial lightening of its administrative and financial burden on business corporations.

Clearly, the leadership of the major state government and tax associations?2 believes that (i) the states, if
willing to act in concert, have sufficient technology at their disposal to "streamling" sales and use tax
administration and to make collection responsibility easier for businesses to bear; and (ii) under those
changed conditions, athree-way "deal" can be made between business, the states and Congress, which
would restore the tax base lost to the states under the Quill decision. It isthose state tax and political
|eadership organizations, and, of course, their constituent states that have sponsored and staffed the
"Streamlined Sales Tax Project.”

Why Simplify the Salesand Use Tax?

To their credit, some state |eaders argue in favor of simplifying sales and use tax administration solely on
the bases that (i) the technology is available, and (ii) the need of businessesfor relief from its excessive
compliance burdens s just. The more pragmatic view, however, is that the states would never go to the
extreme of conforming their taxing policiesto a single model solely in the interest of dealing fairly with
business. Indeed, the motivations underlying the Streamlined Sales Tax Project are concerned more with
replacing revenues lost to the states in the aftermath of Quill, and of even greater amounts projected to be
lost in the near future if the Quill doctrine should survive without modification.

Quill in a National Economic Per spective

When National Bellas Hess was decided in 1967, it was generally expected that it would have little
impact beyond the "mail order" industry, which at that time was a fledgling industry doing about $2
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billion in gross sales nationally. According to the North Dakota Supreme Court, however, by 1989, the
mail-order industry had become a"goliath," with national annual sales that reached "the staggering figure
of $183.3 hillion ."23 With revenues corresponding to sales of that magnitude being lost by state and local
governments due to Quill's modified reaffirmance of National Bellas Hess, state legislators took note of
Quill, but by no means expressed alarm over itsimplications to future state budgets. It was not until 1996
that tax professionals, in business and in government service as well, realized that Quill would have afar
greater revenue impact on the states than had been foreseen when the decision was handed down in mid-
1992. The reason: the commercialization of the Internet had become areality during that short span of
time; and it became clear that in the borderless environs of cyberspace, Internet vendors could easily
avoid "physical presence” in the states in which their products were sold and delivered. In aword, E-
Commerce vendors could use Quill to avoid most, if not all, of their obligations to collect and remit use
taxes for the states and localities into which they sold and delivered their products.

By the end of 1996, the National Tax Association (NTA) held a meeting in Boston to discuss the tax and
public finance ramifications of developmentsin E-Commerce in the aftermath of Quill. The participants
at that meeting agreed that there were serious potential problems that needed to be further explored. Early
in 1997, the NTA established a national project, with a steering committee of tax specialists representing
business and government.24 Meanwhile, in order to "buy" time to study the problem itself, Congress
enacted the Internet Tax Freedom Act25 in 1998, which established a three-year moratorium on certain
state taxation of the Internet and E- Commerce26 and created the Advisory Commission on Electronic
Commerce (ACEC) to make atax study and report to Congressin 18 months. The ACEC filed its report
in April 2000.27

Both the NTA project report and the ACEC's written report confirmed that the Quill decision, and the
rapid proliferation of "remote sales’ across the country, threatened major erosion to the sales/use tax base
of all states and local governments. Both reports also confirmed widespread divergence of views between
business and among government leaders, as to what type of compromise tax policy could command a
consensus among the states and business associations. Though their work would form an important base
from which subsequent efforts would proceed, neither the NTA nor the ACEC reports claimed the
reaching of a consensus on any of the critical issues under examination.

During 2000, the country began to see results from the first scholarly efforts to estimate the revenue

impact to the states of the post-Quill development of E-Commerce.28 Most of them agreed that their
estimates were little more than educated guesses, largely due to the absence of reliable data. The United
States General Accounting Office went further in disclaiming any pretense of achieving accurate revenue
impact predictions. The GAO decried not only the lack of reliable current data, but the unreliability of
confirmed current data as a basis for future projections:

" even with better data, the rapid and fundamental nature of innovations in E-Commerce
means that policymaking regarding the tax treatment of Internet sales will be donein an
environment of significant uncertainty."29
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Two studies focused particularly on projections for the calendar year 2003. One of those, by University
of Tennessee economics professors,30 Donald Bruce and William F. Fox, concluded that all "remote
sales"31 had been expanding during recent years, and that Quill had created a major tax shelter for mail
order and Internet vendors. For the 45 states (and District of Columbia) that levy sales and use taxes, the
report projects new losses in sales and use tax revenues, sustained from E-Commerce aone during the
year 2003, totaling $10.8 billion.32 The Tennessee report also made state-specific revenue projections;
and it projected that Florida's new state and local sales and use tax revenue losses from E-Commerce
alone, for the year 2003, would be $753.6 million.33 In alater sequel report, the author calcul ated the
direct local government revenue lossin Florida as 3.02% of that number, leaving the state's incremental
loss, or 96.98%, at $730.84 million.34

The Bruce/Fox Report then separated each state-specific loss for 2003 between revenues each state
would lose and those that its local governments would lose. It expressed those |osses as a percent of total
tax collections. For the year of 2003 alone, Florida's new state government losses from E-Commerce are
projected as 2.49%3 of its total state tax collections. While that number is significant, what seems more
significant is that, according to their report, if one includes Florida's total (incremental and pre-existing)
E-Commerce losses as well as trend losses from other remote sales, legislated exemptions and greater
consumption of services, then such state revenue losses for 2003 (as a percent of Florida's total state tax
collections) would be the highest of all of the 45 states (and D.C.) imposing sales and use taxes.

Senators Bob Graham (D.-Fla.) and George Voinovich (R.-Ohio)36 called upon the U.S. General
Accounting Office (GAO) to make a study of the revenue impact of E-Commerce on the sales and use
tax collections of the states.3” The GAO report, published on June 30, 2000, complained of insufficient
reliable data available on which to base even current estimates, let alone future projections. Nevertheless,
the GAO came out with "high scenario” estimates and "low scenario” estimates, to describe a range of
numbers within which the states' revenue losses might fall.

For the year 2003, whereas the Tennessee Report had predicted 45 state (and D.C.) new revenue
sales/use tax losses from E-Commerce alone of $10.8 billion, the GAO predicted losses between $1
billion and $12.4 billion (average $5.7 billion). However, the GAO's report indicated that losses in 2003
from all remote sales were between $2.5 billion and $20.4 billion (averaging $11.45 billion). On a state-
specific basis, the GAO estimated Florida's 2003 E-Commerce-related sales and use tax revenue losses at
between $48 million and $595 million. It estimated Florida's 2003 losses from all remote sales at between
$321 million and $1.3 billion

The National Debate I ntensifies
By January of 2000, the outlines of a three-cornered national debate over the state taxation of E-
Commerce were becoming well-defined.38 During 2000, |egislative initiatives were launched by the

states and in Congress to "head off" the catastrophic state revenue losses predicted by the studies. During
that year and throughout 2001 to date, the positions of the parties to the debate were clear:
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1. Remote vendors the direct mail industry and Internet vendors resist collecting and remitting the 45
states' use taxes because of the grievous administrative burden and the high costs associated with
compliance.3® Companies selling to a national market have to deal not only with the use taxes of 45
states (only 27 of which pay vendor compensation for collection efforts?), but with approximately 7,600
use tax-collecting local governments as well. Substantial reductions of the administrative and economic
burdens of collecting the tax is their minimum demand. These demands include simplification of the tax
and fair compensation for their collection activities and risks.

2. The states position vis-...-visthe Quill decisionis clear: they cannot sustain the substantial adverse
revenue impact of Quill as E-Commerce rapidly gains momentum in the United States. The National
Governor's Association (NGA), National Conference of State Legisatures (NCSL), the Multistate Tax
Commission and the Federation of Tax Administrators have acknowledged that the burdens and
complexity of sales and use taxation in America have become too complex; that modern technology
provides opportunities to reduce those burdens substantially, through voluntary cooperative efforts of the
states; and all of those organizations have urged the states to support such efforts. Specifically, these
organizations have established the Streamlined Sales Tax Project (SSTP), now in its second year of
existence.

In December 1999, the National Conference of State Legislatures (NCSL) and the National Governor's
Association (NGA) called for a multistate project to develop a " Streamlined Sales and Use Tax System
for the 21st century.” In January 2000, the NCSL's Executive Committee Task Force on State and L ocal
Taxation of Telecommunications and Electronic Commerce ("NCSL Task Force") approved model
legislation. The purpose of the model legislation was for each state to appoint the appropriate authority to
participate in discussions with other states to devel op the specifics of a voluntary, streamlined multistate
system for sales and use tax collections and administration. The central premises to be pursued as goals
of the proposed project included a commitment that "remote sellers' should not receive "preferential tax
treatment"” at the expense of local merchants nor be burdened with discriminatory or multiple taxes.

During 2000, 32 states joined and became participating states either through enacting the NCSL model
legislation or by Executive Order of its Governor.41 The SSTP met throughout 2000 and in November
approved and proposed a model act and an agreement (the "SSTP Act and Agreement"). For many
reasons, the details of which are outside the scope of this paper, the NCSL Task Force and Executive
Committee amended the Model Act and Agreement (the "NCSL Amendment") to include, among other
changes, a new and liberalized concept for governance?2 of the Project through July 1, 2003.

Under the SSTP Act and Agreement, the SSTP would maintain control of the terms of the agreement
until 5 states had complied (i.e., conformed their laws) with al the simplification requirements, after
which these conforming states would control all further amendments to the agreement.

Under the governance provisions of the NCSL Amendment, any state which either enacted the act and
statute to comply with the full agreement ("SSTP Package™) or just the 10 sections of the act ("NCSL
Package"), would, until July 1, 2003, be entitled to participate in multistate discussions and to vote to
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amend the Streamlined Sales and Use Tax Agreement. Until that date, the Agreement could be amended
by a simple majority of those states. After July 1, 2003, only those states having enacted the Simplified
Sales and Use Tax Administration Act and having complied with the Agreement would have authority to
amend the Agreement.

During 2001, the state |egislatures were presented with alternatives of enacting the "SSTP Package" or
the "NCSL Package" in order to enter the Project. The NCSL amendment was relied upon by Florida,
which, in H.B. 21, enacted the first 10 sections of the Simplified Sales and Use Tax Administration Act
into law.

On May 4, 2001, the four organizations which sponsored the SSTP*3 jointly agreed to, and proposed,
seven principles that should guide the states in the next phase of the Streamlined Project. The seven
points reflect the NCSL governance concept, whereunder the states that have enacted either the SSTP
Package or the NCSL Package will be "Governing States' through July 1, 2003. After that date, the
Project and further amendments will be controlled by those states which have conformed their sales and
use tax laws to the Agreement.

As of thiswriting, 17 states,* including Florida,4° are considered "Governing States' of the Project,
though 33 states are considered " Participating States' with 6 asformal "Observers." All of these states
perhaps with the exception of the Observers have signaled their commitment to work cooperatively
toward sales and use tax simplification and to reduce the burdens of use tax compliance upon remote
vendors by conforming their sales and use tax laws to norms to be adopted by voluntary reciprocal state
action.

3. Within the Congress, there is substantial interest in this debate; and apparently, awillingnessto act to
resolveit. While at present several bills are pending, reflecting opposing views competing for support,
one of those bills, Senate 512, seems to have greater support in the Senate than others.46> This hill, called
the "Internet Tax Moratorium and Equity Act," was introduced on March 9, 2001 by North Dakota
Senator Byron Dorgan, for himself and for co- sponsoring Senators Enzi, Graham, Voinovich, Breaux,
Thomas, Dirkin, Chafee, Lincoln, Hutchison and Rockefeller.

Senate 512 (i) would extend the moratorium of the Internet Tax Freedom Act through 2005; (ii) would
encourage the states and localities to work together to develop a"streamlined sales and use tax system"
that addresses 13 stated principles "in the context of remote sales," which system Congress finds (in the
"sense of Congress") will not, if enacted, violate the Commerce Clause of the Constitution; (iii) would
encourage the collaboration of state and local governments and the business community in
commissioning a study to determine the cost to sellers of collecting and remitting state and local sales
and use taxes, for use in determining what constitutes reasonable compensation; (iv) would authorize the
states to enter into an Interstate Sales and Use Tax Compact, which Congress (subject to its reserved
authority to reject the Compact within 120 days after submission by the signatory states) consents to
generally; and which Compact adopts a streamlined sales and use tax system reflecting the 13 principles
stated in the Act; (v) would require the submission of the Compact to Congress for its negative consent
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upon the 20th state becoming a signatory to the Compact, on the basis that the Compact will stand
consented to by Congress unless Congress disapproves the Compact within 120 days after such
transmittal; and (vi) would authorize any state that has adopted the system described in the Compact to
require sellersto collect and remit sales and use taxes on remote sales to purchasers located in such state.

Since the three-year moratorium enacted in the Internet Tax Freedom Act expiresin October 2001, it is
nearly certain that Congress will passlegislation on that subject this year. What is not certain at the time
of thiswriting is whether comprehensive legislation can be agreed on that will combine the moratorium
issues and the E-Commerce issues dealt with in Senate 512. Most observers feel that chances are fairly
good that compromises can be reached this year; but debate on the issuesisintense, and the outcomeis
far from certain. Thereis always a possibility that federal legislation enacted this year could be limited in
its scope to issues pertaining to the moratorium. If this should happen, S.512 would probably lose
momentum in Congress.

Conclusion: The Streamlined Sales Tax Project in Context with
Florida's Need to Repair its Salesand use Tax System

In this report, the author has tried to acquaint the reader with the Streamlined Sales Tax Project from the
perspective of a"look back" at its roots in the recent history of sales and use taxation. Limitations of
space have precluded an explanation of (i) details of the many unresolved debates being carried on within
the Project, and (ii) the work accomplished during the first year of the Project, including its Pilot
Program.

During the first year of the multistate discussions, Floridawas listed neither as an active participant nor
as an observer state in the Streamlined Sales Tax Project. However, after itsfirst year, two alternate
methods were offered for new states to join the Project. With Florida's enactment of the Simplified Sales
and Use Tax Administration Act (¥ 5, 6, and 7 of H.B.21), it now becomes a full participant in the
Project.

As Foridas legidative |leaders consider the need for reform of the state's tax system, nothing is more
important in this author's view than for Florida to attend to the ongoing processes of erosion of its sales
and use tax base. As noted in the GAO Report, the extent to which Floridarelies on sales and use tax
revenues to pay for the cost of government is exceeded by only two other statesin the Union.4” Of the six
states having the highest level of reliance on sales tax revenues for public funding, none of them, asa
matter of policy, taxes persona incomes (There are only seven such statesin the U.S.). However, of
those six states, only Florida has expressly prohibited the state taxation of personal incomesin its
constitution. Thus, Florida's reliance on the long term vitality of its sales and use tax system is probably
unique among all the United States.

Even so, there is evidence that Florida's sales and use tax base is suffering a major and ongoing erosive
impact (i) from direct e-mail, E-commerce and Quill, (ii) from a substantial swing, during the last two or
three decades, to a service economy, and (iii) from widespread exemptions. The entry of Floridainto the
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Streamlined Sales Tax Project is a strong start in the direction of reforming the administrative side of the
sales and use tax, which in turn will hopefully lead to Congress' assistance in restoring the use tax base
lost from the growth of remote sales especially through direct mail and E- Commerce in the aftermath of
Quill. Florida should commit its full prestige and power to the success of the Project, aswell asto the
enactment of Senate 512.

If S.512 is enacted, and the Project leads to a multistate tax compact consented to by Congress, the
substantial sales/use tax revenue losses currently predicted for Florida for 2003 may possibly be averted,
depending upon how fast those goals can be achieved. At the very least, the hemorrhage resulting from
the future proliferation of untaxed remote sales will be stopped.

Other mgjor revenue leaks in Florida's sales/use tax structure will also need the serious attention of
Florida's |egidative leaders. Some politically difficult questions need to be asked and answered. For
example, Florida had a short, unpleasant and unsuccessful experience attempting to tax services, which
ended in 1987. However, the "tilt" of the U.S. economy toward consumption of services has continued
since then, with dilutive impact on sales tax bases throughout the country, including Florida. The Florida
legislature should commission a study to project the current and future revenue implications of this major
change in the economic environment.48 Only by putting the economic facts on the table can Florida make
the correct choices concerning the need for strategic and structural repairs to its sales and use tax system.

The policy implications of such are-evaluation of Florida's sales and use tax base must necessarily be
judged in the light of al contemporary developments having material budgetary impact on Florida,
obviously including Congress recent repeal of the federal estate and gift tax. While the federal tax itself
is phasing out over a 10-year period, to be completed in 2011, the phase-out of the federal credit4® for
estate taxes paid to state governments will be accelerated ahead of the federal repeal schedule. The phase-
out of the federal credit will trigger a shutdown of Florida's estate tax, which isitself constitutionally
limited to the federal credit.>0 Asreported in May, by Florida TaxWatch®1 the most current Department
of Revenue revenue estimates showed a substantial impact from estate tax repeal on Florida's General
Revenues, beginning with fiscal year ending 2003:

Revenue I mpacts (in $millions) of Estate Tax Phase-out in Florida
F/Y/E 2003 F/Y /E/2004 F/Y/E 2005 F/Y/E 2006
(174.3) (488.3) (808.7 1,124.1

The objectives of the Streamlined Sales Tax Project are worthy of all the efforts being expended to
achieve them. The use tax has become excessively complex and burdensome to America's businesses,
which have too long carried the burden of its administration without adequate efforts by the states to
compensate them fairly for their costs of compliance or to use modern technology and effective
management practices to lighten that burden.

Beyond that, since it seems unquestionable that Florida has a specia vulnerability to the Quill decision,
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Senator Bob Graham is to be commended for his co-sponsorship of Senate 512 and should be encouraged
and assisted in his effortsto win its early passage. In short, Florida's officials at al levels should commit
Florida's full prestige to the objectives of the Streamlined Project and to the objectives of Senate 512.

[In the next Special Report in this series, the author will focus on the activities and achievements of the
Streamlined Sales Tax Project and related developmentsin Congress.]
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