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SB 502 updates Florida’s corporate income tax by adopting the federal Internal Revenue Code in
effect on January 1, 2018. By adopting the updated code, Florida recognizes the changes made to
the code. A number of the changes made to the federal code will affect Florida’s corporate tax
collections.

The bill takes effect upon becoming law and operates retroactively to January 1, 2018.

The Revenue Estimating Conference has determined that the bill will decrease General Revenue
Fund receipts in Fiscal Years 2017-2018 and 2018-2019 by an indeterminate amount, and will

increase receipts in Fiscal Years 2020-2021 and thereafter by an indeterminate amount. The bill
will have an indeterminate impact on General Revenue Fund receipts in Fiscal Year 2019-2020.

Both the anticipated decreases and increases to the General Revenue Fund are expected to be
substantial.

Present Situation:
Annual Adoption of the Internal Revenue Code

Florida imposes a 5.5 percent tax on the taxable income of corporations and financial institutions
doing business in Florida.! A corporation calculates its taxable income for Florida tax purposes

! Sections 220.11(2) and 220.63(2), F.S.
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by starting with its taxable income determined for federal tax purposes.? Additional adjustments
are then made to determine the corporation’s Florida taxable income. By starting with federal
taxable income, Florida eases the administrative burden on Florida taxpayers.

Florida maintains its relationship with the federal Internal Revenue Code by each year adopting
the federal Internal Revenue Code as it exists on January 1 of the year. By doing this, Florida
adopts any changes that were made in the previous year to the determination of federal taxable
income.

Because Florida relies on federal taxable income to determine Florida taxable income, changes to
the calculation of federal taxable income will affect the calculation of Florida taxable income and
may increase or decrease Florida tax receipts if Florida adopts the most recent federal Internal
Revenue Code. In some instances, Florida has adopted the new federal Internal Revenue Code,
but excluded some changes.

The Tax Cuts and Jobs Act of 2017

On December 22, 2017, President Trump signed into law the Tax Cuts and Jobs Act of 2017
(TCJA).2 The TCJA made significant changes to federal income tax provisions related to
individuals, corporations, and the treatment of foreign income.

Individual Tax Reforms

The TCJA’s changes to the taxation of individual income do not affect Florida tax revenues, as
Florida does not have an individual income tax.

Business Tax Reforms

The TCJA’s changes to corporate taxes generally:

Reduce the federal income tax rate on corporate income.*

Significantly increase the first-year deductions related to equipment purchases.
Limit or require amortization of certain business expenses.

Repeal or curtail certain tax credits and deductions.

International Tax Reforms

The U.S. has historically deferred taxation of foreign-source income until the income was
repatriated to the U.S.> The TCJA aims to largely eliminate this deferral for corporations.

The TCJA’s foreign income changes generally:
e Require taxation of foreign-source income.
e Provide deductions for certain dividends from foreign corporations.

2 See generally s. 220.13(2), F.S.

3 Pub. Law No. 115-97 (December 22, 2017)

4 Changes to the federal income tax rate do not directly affect Florida corporate income tax receipts.

5Tax Policy Center, Briefing Book, Key Elements of the U.S. Tax System, available at
http://www.taxpolicycenter.org/briefing-book/how-does-current-system-international-taxation-work (last visited Feb. 17,
2018).
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e Provide temporary, partial credits for certain foreign income to reduce the near-term taxation
of that income.

Bipartisan Budget Act of 2018

On February 9, 2018, President Trump signed into law the Bipartisan Budget Act of 2018 (the
BBA).® Included within the BBA, Congress reauthorized for a limited time several tax
provisions.” These provisions have come to be known as “tax extenders” because Congress has
been regularly extending them for brief periods of 1 or 2 years.

The major changes affecting corporate taxes will:

e Accelerate the depreciation of certain assets.

Increase the first-year expensing of certain film and television production expenses.
Increase deductions for corporations with manufacturing activities in Puerto Rico.
Increase deductions for energy efficient commercial building expenses.

Delay recognition of certain income related to dispositions of utility property.

Il. Effect of Proposed Changes:

SB 502 updates Florida’s corporate income tax by adopting the federal Internal Revenue Code in
effect on January 1, 2018. By adopting the updated code, Florida recognizes the changes made to
the code. A number of the changes made to the federal code will affect Florida’s corporate tax
collections.

The Tax Cuts and Jobs Act of 2017

Business Tax Reforms

Many of the TCJA’s changes to the taxation of corporate income directly affect Florida corporate
income tax receipts to the extent that Florida does not “decouple”® from the changes. The effect
of each change made by the TCJA varies — some decrease tax receipts, while others increase tax
receipts; however, the extent that each change will affect Florida corporate income tax receipts
depends upon the specific change and the nature of the corporations involved. For instance,
changes that affect manufacturing corporations may not affect Florida as much as states with
significant manufacturing activities

International Tax Reforms

The TCJA’s changes related to the taxation of corporations’ foreign income will likely affect
Florida corporate income tax receipts, but the magnitude of the impact on tax receipts cannot be

6 Pub. Law No. 115-123 (February 9, 2018)

" See BBA, ss. 40101 - 40501

8 “Decoupling” is the term used to describe a situation when the state adopts the Internal Revenue Code, but does not adopt
certain, specific changes to the code. In doing so, the state is said to have “decoupled” from those specific changes. Florida
has decoupled from several changes over the past decade, most often with extraordinary first-year depreciation deductions
granted at the federal level. The relevant acts were: the Economic Stimulus Act of 2008, the American Recovery and
Reinvestment Act of 2009, the Small Business Jobs Act of 2010, the Tax Relief, Unemployment Insurance Reauthorization,
and Job Creation Act of 2010, the American Taxpayer Relief Act of 2012, the Tax Increase Prevention Act of 2014, and The
Consolidated Appropriations Act, 2016.
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determined at this time. Like most states, Florida excludes (subtracts) certain types of foreign
income from its corporate taxable income. At this time, it is unclear if the “new” taxable foreign
income and related deductions will be included within those subtractions. Over the coming
months, many of those decisions are expected to be made by the Internal Revenue Service.

Bipartisan Budget Act of 2018

Some of the tax extender provisions affect federal taxable income, and thus, these provisions will
likely affect the Florida taxable income of affected Florida corporations.

The bill applies retroactively to January 1, 2018.
V. Constitutional Issues:
A. Municipality/County Mandates Restrictions:

The mandate restrictions do not apply because the bill does not require counties or
municipalities to spend funds, reduce counties’ or municipalities’ ability to raise revenue,
or reduce the percentage of state tax shared with counties and municipalities.

B. Public Records/Open Meetings Issues:
None.

C. Trust Funds Restrictions:
None.

V. Fiscal Impact Statement:
A. Tax/Fee Issues:

The Revenue Estimating Conference has determined that the bill will decrease General
Revenue receipts in Fiscal Years 2017-2018 and 2018-2019 by an indeterminate amount,
and will increase receipts in Fiscal Years 2020-2021 and thereafter by an indeterminate
amount. The bill will have an indeterminate impact on General Revenue receipts in Fiscal
Year 2019-2020.

Both the anticipated decreases and increases to General Revenue are expected to be
substantial.

B. Private Sector Impact:

By adopting recent changes to the Internal Revenue Code, Florida provides consistent tax
treatment for Florida corporate taxpayers. The effect on an individual corporation will
depend on many factors, including the type of activity it conducts. As a group,
corporations will likely pay less taxes in Fiscal Years 2017-2018 and 2018-2019 and
more taxes in Fiscal Year 2020-2021 and thereafter.
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C. Government Sector Impact:
None.
VI.  Technical Deficiencies:
None.
VII. Related Issues:
None.
VIII. Statutes Affected:

This bill substantially amends section 220.03 of the Florida Statutes.

IX. Additional Information:

A. Committee Substitute — Statement of Changes:
(Summarizing differences between the Committee Substitute and the prior version of the bill.)
None.

B. Amendments:
None.

This Senate Bill Analysis does not reflect the intent or official position of the bill’s introducer or the Florida Senate.




