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Enlarging Corporate Tax Loopholes Would
Move Maryland in the Wrong Direction
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Given before the Senate Budget and Taxation Committee

An effective revenue system is an essential tool to enable Maryland to invest in the foundations of our economy,
such as education, health care, and transportation. Just as importantly, a fair tax system is essential to push back
against the increasing concentration of wealth and power in a few hands. All Marylanders benefit when we have
sufficient resources to invest in the basics, and these investments can be particularly important to break down the
barriers—built through past and present policies—that hold back many Marylanders because of their race, gender,
a disability, or another aspect of their identity. Senate Bill 694 would move Maryland in the wrong direction by
expanding a tax loophole that benefits only a small number of large, multistate corporations. For these reasons,
the Maryland Center on Economic Policy opposes Senate Bill 694.

Maryland has been underinvesting in the foundations of our communities ever since the Great Recession. We
chipped away at public school funding, allowing the number of school districts that were close to full funding
under the Thornton formula to fall from 23 out of 24 in fiscal year 2008 to only six by 2017—with more than half
of the state’s Black students going to school in a district that was underfunded by 15 percent or more.i

We have allowed other essential investments to erode as well:

= Asoflate 2017, legislative analysts estimated that state agencies were understaffed to the tune of about
2,500 workers.1

= Today, nearly 3,000 Marylanders with disabilities that are considered “severe” by state standards are
unable to access supports that could help them succeed in the workforce because the state lacks the
resources to provide those supports.iii

Senate Bill 694 would make it harder to invest in essential services by expanding a tax break for large
corporations. The General Assembly in 2018 enacted legislation to phase in a single sales factor apportionment
formula for corporate income taxes. The single sales factor formula, which Maryland first introduced for
manufacturers in 2001, enables large, profitable multi-state corporations to reduce what counts as taxable income
in Maryland by basing their tax only on their sales to consumers in the state. Without this tax break, a
corporation’s taxes typically also include the shares of its property and payroll (that is, employees) located in the
State.

More concerning, the 2018 law allowed certain multistate corporations headquartered in Maryland to choose each
year which apportionment formula to use in calculating their Maryland taxes. While the single sales factor formula
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on the whole reduces corporations’ tax responsibilities, this may not be the case for every company. The 2018 law
carved out a small number of large corporations who can choose each year whether to use the single sales factor
formula or the previous three-factor formula. This potentially allows eligible corporations to switch their
apportionment formula every year in order to minimize their tax responsibility.

Senate Bill 694 would enlarge this loophole. Currently, a company must employ at least 500 people at its
Maryland headquarters (in addition to other requirements) to take advantage of the tax break. Senate Bill 694
would lower this threshold to 400 employees for corporations that are franchisors and meet the other
requirements. State analysts in 2019 estimated that about 12 additional companies would become eligible for the
tax break with the lower threshold.iV Targeting 12 large corporations for special treatment is far from sound tax
policy.

As Marylanders consider the major investments we will need to strengthen the foundations of our economy in
future years—from world-class schools to high-quality health care—we should work to end special interest tax
breaks, make our tax code more equitable, and raise the revenue needed to support vital services. Senate Bill 694
would do the opposite, expanding a tax break that allows a small number of large, wealthy corporations to choose
how their taxes are calculated to minimize their tax responsibility.

For these reasons, the Maryland Center on Economic Policy respectfully requests that the Senate
Budget and Taxation Committee make an unfavorable report on Senate Bill 694.

Equity Impact Analysis: Senate Bill 694
Bill summary

Senate Bill 694 would allow publicly traded corporations that are franchisors to choose their tax apportionment
formula each year if they are headquartered in Maryland and if their headquarters employ at least 400 people.
Current law requires companies to employ at least 500 people at their headquarters (in addition to meeting the
other requirements) to take advantage of this tax break.

Background

In the 2018 legislative session, the General Assembly passed legislation that phases in a single sales factor
formula for calculating corporate income taxes. This approach means the amount of a company's business
income that is subject to Maryland taxation is calculated using its percentage of sales in the state. This policy
allows large, multistate corporations to calculate their taxes based only on the sales they make in Maryland,
without considering their operations here.

The 2018 law also allows certain companies to choose the apportionment formula used to calculate their tax
responsibilities each year. Companies that are eligible for the tax break may use either the single sales factor
formula (or the phased-in formula, in applicable years) or the state’s previous formula, which included a
company’s payroll and property in Maryland. Eligible companies can make this choice each year, switching
between apportionment formulas as often as they choose to minimize their tax responsibilities.

Equity Implications
= Corporate tax loopholes primarily benefit the small number of wealthy households that hold the bulk of
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corporate stock and other financial assets. Multiple intersecting areas of historical and continuing racist
policy have made household wealth in the United States heavily lopsided. The wealthiest 10 percent of
white households nationwide (about 6 percent of all households) control nearly two-thirds of all built-up
wealth—leaving less for everyone else, including the majority of white households and nearly all
households of color.V Enlarging corporate tax loopholes would simply create a new tax break for the
wealthy individuals who already pay a smaller share of their income in state and local taxes than the rest
of us do.

= Senate Bill 694 would expand a corporate tax loophole to let a small number of large corporations choose
the tax apportionment formula that minimizes their tax responsibility. This would cost the state revenue,
making it harder to invest in things like world-class schools, sufficient child care assistance, and reliable
transit. Investing in these basics strengthens our economy and can dismantle the economic barriers that
too often hold back Marylanders of color. Weakening these investments would do the opposite.

Impact

Senate Bill 694 would likely worsen racial and economic equity in Maryland.

i Christopher Meyer, “Budgeting for Opportunity: How our Fiscal Policy Choices Can Remove Barriers Facing Marylanders of Color and
Advance Shared Prosperity,” Maryland Center on Economic Policy, 2018, http://www.mdeconomy.org/budgeting-for-opportunity/

ii pavid Juppe et al., “Executive Branch Staffing Adequacy Study,” Department of Legislative Services, 2018,
http://dls.ma land. ov/pubs/prod/TaxFiscalPlan/Executive-Branch-Staffing-Adequacy-Study.pdf

iii Maryland State Department of Education—Division of Rehabilitation Services, https://dors.maryland.gov/consumers/Pages/waiting.aspx
1V Senate Bill 1022 of 2019 Fiscal and Policy Note.
V2016 Survey of Consumer Finances.

1800 North Charles Street, Suite 406 Baltimore MD 21202 | mdcep@mdeconomy.org | 410-412-9105



