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SECOND REGULAR SESSION
HOUSE COMMITTEE SUBSTITUTE FOR

HOUSE BILL NO. 2112

94TH GENERAL ASSEMBLY

Reported from the Special Committee on Tax Reform March 13, 2008 with recommendation that House Committee Substitute for
House Bill No. 2112 Do Pass. Referred to the Committee on Rules pursuant to Rule 25(21)(f).

D. ADAM CRUMBLISS, Chief Clerk
4496L..05C

AN ACT

To amend chapter 144, RSMo, by adding thereto one new section relating to the Fair Tax Act
of 2008, with a referendum clause.

Be it enacted by the General Assembly of the state of Missouri, as follows:

Section A. Chapter 144, RSMo, is amended by adding thereto one new section, to be
known as section 144.001, to read as follows:

144.001. 1. Thissection shall be known and may be cited asthe" Fair Tax Act of
2008" .

2. Asused in this section, the following terms mean:

(1) "Basicinterest rate":

(&) Inthecaseof adebt instrument, investment, financing lease, or account with
aterm of not over threeyears, theapplicableinterest rateshall beashort-termrate based
on theaveragemarket yield during any one month on outstanding mar ketable obligations
of the United Stateswith remaining periodsto maturity of threeyearsor fewer;

(b) Inthe case of a debt instrument, investment, financing lease, or account with
aterm of over threeyearsbut not over nine years, the applicable interest rate shall bea
mid-term rate based on the average market yield during any one month on outstanding
mar ketable obligations of the United States with remaining periods to maturity of more
than three yearsbut not over nineyears,

EXPLANATION — Matter enclosed in bold-faced brackets [thus] in the above bill isnot enacted and is intended
to be omitted from the law. Matter in bold-face typein the above bill is proposed language.



H.C.S H.B. 2112 2

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

42
43
44
45
46
47

48
49

(c) Inthecaseof adebt instrument, investment, financing lease, or account with a
term of over nineyears, theapplicableinterest rate shall bealong-term rate based on the
aver age market yield during any one month on outstanding mar ketable obligations of the
United Stateswith remaining periodsto maturity of over nineyears,

(2) "Businesspurpose”, purchased by a person engaged in atradeor businessand
used in that trade or business for resale, to produce, provide, render, or sell taxable
property or services, or in furtherance of other bona fide business purposes;

(3) "Businessuseconversion”, the use of taxable property or servicesupon which
tax was imposed under this section and actually paid that commenced to be ninety-five
percent or more used for business purposes,

(4) " Department”, the department of revenue;

(5) "Education and training", tuition for primary, secondary, or postsecondary
level education, and job-related training courses. " Education and training" shall not
includeroom, boar d, sportsactivities, recr eational activities, hobbies, games, artsor crafts,
or cultural activities;

(6) "Explicitly charged fees', includes:

(a) Brokeragefees;

(b) Explicitly stated banking, loan origination, processing, documentation, credit
check fees, or other similar fees;

(c) Safedeposit box fees;

(d) Insurance premiums, to the extent such premiums are not allocable to the
investment account of the underlying insurance policy;

(e) Trustees fees; and

(f) Other financial servicesfees, includingmutual fund management, sales, and exit
fees,

(7) "Family members', any resident of this state with a valid Social Security
number who is:

(& Anindividual;

(b) Theindividual's spousg;

(c) Alllineal ancestor sand descendants of such individual and of such individual's
Spouse;

(d) All legally adopted children of such individual and of such individual's spouse;

(e) All children under legal guar dianship of such individual or of such individual's
Spouse;

() All children livingaway from home. For purposesof thisparagraph, " children
living away from home" meansany per son whowasaregistered student during not fewer
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than five monthsin a calendar year while living away from the common residence of a
qgualified family but who receives over fifty percent of such person's support during a
calendar year from membersof thequalified family. For purposesof thissection, children
living away from homewhoseparentsaredivorced or legally separ ated shall betreated as
part of the qualified family of the custodial parent, and in cases of joint custody, the
custodial parent shall bethe parent that has custody of the child for more than one-half
of thetime during a given calendar year. A parent entitled to betreated asthe custodial
parent under this section may release such claim to the other parent if such releaseisin
writing;

(8) "Financial intermediation services', the sum of:

() Explicitly charged feesfor financial intermediation services; and

(b) I'mplicitly charged feesfor financial intermediation services,

(9) " Government enterprise”, any entity owned or operated by afederal, state, or
local gover nmental unit or political subdivision that receivesgross paymentsfrom private
persons, except that a government-owned entity shall not be deemed a government
enterprise under this section unlessin any quarter it has revenues from selling taxable
property or servicesthat exceed two thousand five hundred dollars;

(10) " Grossimputed amount™ :

(@) With respect to any underlying interest-bearing investment or account, the
product of:

a. Theexcessof thebasicinterest rate over therate paid on such investment; and

b. Theamount of theinvestment or account;

(b) With respect to any underlying inter est-bearing debt, the product of:

a. Theexcessof therate paid on such debt over the basic interest rate; and

b. The amount of the debt;

(11) " Implicitly charged fees' , includesthegrossimputed amount inrelationtoany
underlying interest-bearing investment, account, or debt;

(12) "Intangible property", includes copyrights, trademarks, patents, goodwill,
financial instruments, securities, commercial paper, debts, notes and bonds, and other
property deemed intangible under state law. "Intangible property” does not include
tangible personal property or rents or leaseholds of any term thereon, real property or
rentsor leaseholds of any term thereon, or computer software;

(13) "Investment purpose’, property purchased exclusively for purposes of
appreciation or the production of income but not entailing more than minor personal
efforts,
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(14) "Mixed use property", a taxable property or taxable service used for both
taxable use or consumption and for a business purpose;

(15) " Nonprofit organization”, any nonprofit organization, no part of the net
earnings of which inuresto the benefit of any private shareholder or individual, that is
organized and oper ated exclusively:

(@) For religious, charitable, scientific, testing for public safety, literary, or
educational purposes;

(b) Asacivicleague or social welfare organization;

(c) Asalabor, agricultural, or horticultural organization;

(d) Asachamber of commerce, businessleague, or trade association; or

(e) Asafraternal beneficiary society, order, or association;

(16) " Person”, any natural person, and unlessthe context clearly doesnot allow it,
any cor por ation, partner ship, limited liability company, trust, estate, gover nment, agency,
administration, organization, association, or other legal domestic or foreign entity;

(17) " Produce, provide, render, or sell taxable property or services', includesthe
following:

(a) A taxable property or serviceis used to produce, provide, render, or sell a
taxable property or serviceif such property or serviceis purchased by a person engaged
in atrade or business for the purpose of employing or using such taxable property or
serviceintheproduction, provision, rendering, or saleof other taxableproperty or services
in theordinary course of that trade or business;

(b) Taxable property or services used in a trade or business for the purpose of
resear ch, experimentation, testing, and development shall betreated as used to produce,
provide, render, or sell taxable property or services;

(c) Taxable property or services purchased by an insurer on behalf of an insured
shall betreated asused to produce, provide, render, or sell taxable property or servicesif
the premium for theinsurance contract givingriseto theinsurer'sobligation was subject
to tax on financial intermediation services under this section;

(d) Education and training shall betreated as services used to produce, provide,
render, or sell taxable property or services,

(18) " Qualified family" , oneor morefamily member ssharingacommon residence.
All family members sharing a common residence shall be considered as part of one
qualified family;

(19) " Taxableemployer”, includes, but isnot limited to, the following:

(@ Any household employing domestic servants; and

(b) Any government except for gover nment enter prises.
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" Taxable employer” shall not include any employer that is:

(@) Engaged in atradeor business;

(b) A nonprofit organization; or

(c) A government enterprise;

(20) " Taxable property or service":

(@) Any property, including but not limited to the following:

a. Property purchased for businessusebut subsequently converted to per sonal use,
which shall be subject to the tax imposed by this section at the fair market value of the
converted property as of the date of conversion;

b. Leaseholdsof any term;

c. Rentswith respect to such property;

d. Property exchanged in barter transactions, which shall be taxed as if the
transaction was made in cash;

e. Mixed useproperty, totheextent that theproperty isused for aper sonal and not
a business purpose; and

(b) Any service, includingany financial inter mediation services, and including any
service performed by an employee for which the employee is paid wages by a taxable
employer, or any service performed by an employeefor which theemployeeispaid wages:

a. By an employer in theregular course of the employer'strade or business,

b. By an employer that isa nonprofit organization;

c. By an employer that is a government enterprise; or

d. By taxable employersto employeesdirectly providing education and training.

" Taxableproperty or service" shall not includeany intangible property or used property,
any taxable property or service purchased for a business purposein atrade or business,
any taxableproperty or service purchased for an investment pur poseand held exclusively
for an investment purpose, or any state gover nment functions that do not constitute the
final consumption of property or services,

(21) " Used property", property on which the tax imposed under this section has
been collected and for which no credit has been allowed, or property that was held other
than for a business purpose on December 31, 20009;

(22) "Wages', all compensation paid for employment service including salaries,
cash compensation, employeebenefits, disability insurance, or wager eplacement insurance
payments, unemployment compensation insurance, wor kers compensation insurance, and
the fair market value of any other consideration paid by an employer to an employee in
consideration for employment servicesrendered.
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3. For all taxable years beginning on or after January 1, 2010, no tax shall be
imposed upon any incomederived from any sourcewithin thisstate, and all revenues|ost
asaresult of theprohibition on thetaxation of incomeunder thissection shall bereplaced
by the levy and imposition of a tax upon all use or consumption of taxable property or
servicesin this state.

4. Nolater than January 1, 2009, the department of revenue shall submit a report
to the general assembly recommending the repeal of any provision of law imposing a tax
on any incomederived from any sour cewithin thisstate, therepeal and reenactment of any
provision of law relatingto salesand usetax to comply with thissection, and theenactment
of any provision of law relating toimplementingtheprovisionsof thissection. Such report
shall include, at a minimum, the following:

(1) The method for eliminating withholding taxes and individual and cor por ate
income taxation;

(2) Themethod for eliminating corporation franchise and bank franchise taxes,

(3) Themethod for eliminatingall tax exemptionsand deductionsrelated toincome
and sales taxes,

(4) Themethod for eliminating the estate tax;

(5) Thesalestax ratenecessary toreplacethecurrent salesand usetax revenueand
therevenueslost asaresult of the prohibition on thetaxation of incomeunder thissection;

(6) A method for allowing a compensation deduction for each collector of thesales
tax to retain one-fourth of one percent of the amount collected and remitted to the
department of revenue;

(7) The method for reporting monthly sales and tax collected on such sales by
slers;

(8) Themethod for collecting the sales tax;

(9) Record-keepingrequirementsfor all sellers;

(10) The method for retaining one-fourth of one percent by the department of
revenuefor the administration of the salestax;

(11) Themethod for providing each taxpayer with a payment to offset the burden
on taxation of basic necessitiesasrequired in subsection 6 of this section;

(12) Provisions for credits for business use conversion, a portion of bad debt,
insurance proceeds, over payments of the sales tax due, inventory held on December 31,
2009, but sold before December 31, 2010, and mixed use property;

(13) Provisionsfor phasing out the elimination of income taxation;

(14) Provisionsfor reporting wagesto the Social Security Administration;

(15) The statutory changes necessary to effect this section;
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(16) The proposed promulgation of rulesto effect this section;

(17) Any other recommendation or provision necessary to effect this section.

5. Thedepartment of revenue shall determine a method for setting and annually
adjusting the sales tax rate adopted under this section to provide for the funding of all
budgetary demands existing at the time the income tax is eliminated and the salestax is
adopted under this section and to comply with sections 16 to 24 of article X of the
Constitution of Missouri.

6. The department shall determine a method for providing a monthly sales tax
rebatefor each qualified family. Thesalestax rebateshall bedistributed to each qualified
family on or before the first business day of the month for which the salestax rebateis
being provided. The amount of the salestax rebate shall be deter mined annually and be
equal totheproduct of therate of salestax established under this section and one-twelfth
of theannual poverty guidelines updated periodically in the Federal Register by theU.S.
Department of Health and Human Services under the authority of 42 U.S.C. 9902(2), as
amended.

7. The department shall promulgate rules to implement the provisions of this
section. Any rule or portion of arule, asthat term isdefined in section 536.010, RSMo,
that iscreated under the authority delegated in this section shall become effective only if
it complies with and is subject to all of the provisions of chapter 536, RSMo, and, if
applicable, section 536.028, RSMo. Thissection and chapter 536, RSM o, ar enonsever able
and if any of the power s vested with the general assembly under chapter 536, RSMo, to
review, todelay theeffectivedate, or todisapproveand annul arulearesubsequently held
unconstitutional, then thegrant of rulemakingauthority and any ruleproposed or adopted
after August 28, 2008, shall beinvalid and void.

Section B. Section A of this act is hereby submitted to the qualified voters of this state
for approval or rejection at an election which is hereby ordered and which shall be held and
conducted on the Tuesday immediately following the first Monday in November, 2008, or at a
special election to be called by the governor for that purpose, pursuant to the laws and
constitutional provisions of this state applicable to genera elections and the submission of
referendum measures by initiative petition, and it shall become effective when approved by a
majority of the votes cast thereon at such election and not otherwise.

Section C. Theofficial ballot titlefor section A of thisact submitted under section B of
this act shall read asfollows:

"Shall Missouri Statutes be amended to eliminate individual and corporate income tax
and estate tax, and to enact a single, revenue-neutral salestax on new purchases of goods and
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5 services, and to exempt property purchased for business or investment from the sales tax, and
6 to provide each family with a monthly sales tax rebate?".
v



