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FISCAL AND POLICY NOTE

House Bill 1209
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(Delegates Howard and Cardin)

Tax Compliance and Administration Act of 2009

This bill imposes various tax compliance requirements.

The bill takes effect July 1, 2009.

Fiscal Summary

State Effect: General fund revenues increase by $51.4 million in FY 2010. d-yé&ar
revenues reflect estimated gains from tax changes and compliar@aesures.
Transportation Trust Fund (TTF) revenues decrease by $1.1 mitlidf¥i 2010 and
increase by $3.0 million in FY 2014. Expenditures are not affected.

($ in millions) FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
GF Revenue $51.4 $34.2 $64.9 $77.5 $40.3
SF Revenue ($1.2) ($1.0) $1.4 $3.0 $B.0
Expenditure 0 0 0 0 0
Net Effect $50.3 $33.2 $66.4 $80.5 $83.2

Note:() = decrease; GF = general funds; FF = federal funds; SF = special funds; - = indeterminate effect

Local Effect: Local highway user revenues decrease by $0.3 million in FY aado0
increase by $0.9 million in FY 2014. Local income tax revemuay increase beginning
in FY 2010 due to the enhanced tax compliance measures in thekgenditures are
not affected.

Small Business Effect: Minimal.




Analysis
Bill Summary: See discussion under State Revenues.

State Revenues: The impact on State revenues from imposing tax compliance
requirements is discussed below and illustrateiiimbit 1.

Exhibit 1
Tax Compliance Items — State Revenues
($ in Millions)
FY FY FY FY FY
2010 2011 2012 2013 2014
Banks — DHC Addback
General Fund $5.1 $5.2 $104 $16.0 $16.2
TTF-MDOT 0.9 0.9 1.9 2.9 2.9
Real Estate Sales Withholding
General Fund 25.0 5.0 7.5 10.0 10.0
Require Estimated Payments Sales and Use Tax
General Fund 0.9 2.9 6.6 9.2 9.9
Repeal Sales Tax on Cigarettes/Increase Cigaret® T
General Fund 29 @6) @2 @9 @41
TTF-MDOT (2.6) (2.6) (2.6) (2.6) (3.2
Mandate Use Tax Return
General Fund 0.9 0.9 0.9 0.9 0.9
TTF-MDOT 0.04 0.04 0.04 0.04 0.05
Federal Vendor Offset
General Fund 0.5 0.5 0.5 0.5 0.5
Eliminate Vendor Credit
General Fund 21.3 227 42.8 45.2 46.9
TTE-MDOT 0.8 0.9 1.7 1.8 2.3
Lower Threshold Electric Funds
General Funds 0.5 0.5 0.5 0.5 0.5
Total State Revenues
General Fund $51.4 $34.2 $64.9 $77.5 $80.3
TTF-MDOT (0.8) (0.7) 1.0 2.1 2.1
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Exhibit 2
Tax Compliance Items — Local Revenues
($ in Millions)

FY FY FY FY FY
2010 2011 2012 2013 2014

Local Highway User Revenues

Banks — DHC Addback $0.4 $0.4 $0.8 $1.2 $1.2
Mandate Use Return 0.02 0.02 0.02 0.02 0.02
Cigarette Tax 11 (211 (@1 @11 (@149
Vendor Credit 0.4 0.4 0.7 0.8 1.0
Total ($0.3) (%0.3) $0.4 $0.9 $0.9

Source: Comptroller’s Office, Department of Legislative Sesvice

Include Banks in Delaware Holding Company Addback

The bill repeals an exception for banks from income tax provisions requiring cavpsrati
to add back to federal taxable income any otherwise deductit#eest expense or
intangible expense paid directly or indirectly to one or more relatechbers, except
under certain circumstances.

The current addition modification for holding companies has generated abouilfdd
in net tax revenue for both tax years 2004 and 2005. Of the revenuesddoamehe
2004 holding company settlement, the majority was from retadérgugh revenue was
received from manufacturers, service companies, and others.

An analysis of the relative growth in intangible assets in Defavemd Maryland
commercial banks indicates that over $330 million of income froamylnd operations
could be sheltered in Delaware. Therefore the addback will genspateximately
$20 million annually. This estimate is reduced in the nean ©ue to the economic
recession and difficulties within the banking sector.

Require Withholding from Proceeds of Real Estate Sales by Residents

The bill requires a resident to pay an amount equal to the sud0%f and the top
marginal State income tax rate of the amount by which the patahent in the sale or
exchange of real property and associated tangible personal propertyge$250,000 (or
$500,000 for married couples filing a joint income tax return) before ted deother

instrument of writing may be recorded.
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A similar requirement is imposed on the sale of property byeaswents. Based on
estimates from by the Comptroller’s Office, this provisisexpected to increase general
fund revenues by $25.0 million in fiscal 2010, which is largely duentacaeleration of
revenue. Future years reflect increased tax compliance revenues.

Repeal Sales and Use Tax on Sale of Cigarettes and Increase Cigarette Tax

The bill provides that the sales and use tax does not apply t@lthefscigarettes on
which the tobacco tax is paid. The bill increases the tax onetigarfrom $2.00 per
pack to $2.32 per pack (20 or more cigarettes). The net effddbevhigher tobacco
taxes, offset by a larger reduction in sales taxes. Gdneadhrevenues will decrease by
$2.9 million in fiscal 2010 and by $4.7 million in fiscal 2014; TTF revenudsiedrease
by $2.6 million in FY 2010 and by $3.2 million in fiscal 2014.

The estimated increase in tobacco tax revenues is based on thatesbtprice of
cigarettes including the pending federal excise tax increase anthtest compliance
gain.

Mandated Use Tax Return

The bill requires an employer who is required to file an anneaine tax withholding
return to file a sales and use tax return at least annually,ifetten employer is not a
licensed vendor under the sales and use tax.

The sales tax return has a line for use taxes owed, but mang$sesrthat may owe use
tax are not required to file a sales tax return. Adding a usedakement for employers
who do not have a sales tax license will result in some revemass Voluntary
compliance and will give the Comptroller’s Office the authority to lanyassessment if a
return is not filed. It is expected that general fund revenuésnerease by $1 million
annually with this requirement.

Federal Vendor Offset

The bill adds salaries, wages, and pension income to provisions aathotie
Comptroller to enter into reciprocal agreements with the fedgoalernment for
interception of tax refunds and vendor payments for collection of delinquent liabilities.

The federal vendor offset program permits reciprocal offsets batMaryland and the
federal government. Including State employees salaries arsibpsrio be offset will
allow federal salaries and pensions to be run through the fedesal &df Maryland
liabilities, increasing general fund revenues by an estimated $500,000 annually
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Lower Threshold for Payment of Taxes in Immediate Funds

The 1992 budget financing legislation authorized the Comptroller’'s Cdficethe State
Department of Assessments and Taxation to require taxpayerg taxgs in funds that
are immediately available to the Statee( by electronic funds transfer), if at least
$20,000 is owed in connection with a return or other document requiredfilecbe In
addition, the legislation authorized the Comptroller to provide for payme
immediately available funds of any delinquent unpaid tax liadditywithholding taxes,
corporate income tax, or sales and use tax. In 2003, the thresholdhfanitgub require
electronic funds transfers for nondelinquent tax payments was cethore $20,000 to
$10,000.

The bill reduces the threshold for applicability of the electroniod$ transfer
requirement from $10,000 to $5,000. This will further acceleraté&Stae’s receipt of
funds and reduce processing costs, generating an estimated $500,000 amnually i
revenues.

Sales and Use Returns

The bill requires a vendor who, for the most recent calendarwaarrequired to pay at
least $600,000 in gross sales and use tax or filed or was eligifile &2 consolidated
return and was or would have been required to pay at least 600,000 isajess<o file
with the Comptroller a declaration of estimated sales andtarseon or before the
twentieth day of the month in which the vendor makes any retail saleedosaise. Any
vendor who does not pay the estimated tax when due or does not pay&t%easd the
sales and use tax required to be shown on the return that covepsrithe will be
assessed interest and a penalty, not to exceed 10% of the amouastumagéed, on any
amount not paid.

Mandating estimated sales and use tax payments will increase rever$es hyllion in
fiscal 2010 and by $9.9 million in fiscal 2014.

Eliminate Vendor Credit

In order to cover expenses for collecting the State sales tagngeiiling timely returns
are allowed to take a vendor credit against the gross tax edmittan amount equal to
1.2% of the first $6,000 collected and 0.9% of the excess. Chapter 328fQhespecial
session limited the amount of vendor credit to $500 per filing period (nyoh#dis)
from January 3, 2008 through June 30, 2011.

The bill will eliminate the vendor credit beginning in fiscal 2010as&d on the current
forecast for the sales tax and estimated impact of cappmgrédit as enacted by
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Chapter 3, general fund revenues will increase by $21.3 milliors@alf2010 and by
$46.9 million in fiscal 2014. TTF revenues will increase by $834,000¢alfZ011 and
by $2.3 million in fiscal 2014.

Local Revenues: Exhibit 2 shows the impact of the bill's provisions on local highway
user revenues distributed from TTF. Local income tax revenukealsa increase due to
additional income tax compliance, but any impact is expected to be modest.

Additional Information
Prior Introductions: None.
Cross File: None.
Information Source(s): State Department of Assessments and Taxation, Maryland
Chamber of Commerce, Comptroller's Office, Judiciary (Adniiatsse Office of the

Courts), Department of Legislative Services

Fiscal Note History:  First Reader - March 11, 2009
ncs/hib

Analysis by: Robert J. Rehrmann Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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