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Tue HovorasLe HerseErT R. O’Conog,

Governor of Maryland.
Sir:

In your public statement accompanying our appoint-
ment as members of this Commission you stated that we
were selected for the ‘‘purpose of determining the
best method by which needed revenues of the State can be
raised, and to explore various methods of taxation and
to make recommendations for the most equitable and fair
forms which will be caleulated to vield a sum to meet the
requirements of the State’’.

We were advised by your Budget Commission that it
will be necessary to raise $8,500,000. for each of the first
two fiscal years of your administration, to take the place
of expiring taxes and to raise the additional revenue
required by the budget. Included in this sum is a figure
deemed sufficient to cover the cost of administering and
collecting the various taxes proposed to be levied.

The raising of this large sum presents a number of
serious problems. At the outset we hoped to be able to
draft a permanent plan of taxation to raise the revenue
necessary for the State. We encountered numerous in-
stances of unfairness and inequalities in our present tax
system. Because of the limited time at our disposal we
concluded that we would confine ourselves to the tmme-
diate problem of raising the sum mentioned by the Budget
Commission as being necessary.
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We are hopeful that a Commission will be appointed
by vou to examine the entire tax structure of the State
and report to vou well in advance of the next session
of the General Assembly, so that ample time will be
given for a careful consideration and discussion of its
recommendations.

This Commission devoted a great deal of time and
study to a consideration of the many tax plans pro-
posed. We had the assistance of the officials of State
Departments and had the advice of expert accountants
whose service was rendered gratuitously.

There has been a full and complete discussion and ex-
amination of every plan suggested. Because of the
divergent business and professional interests represented
by our membership we had the views of a fair cross-sec-
tion of the State.

In raising this large sum this Commission had to deter-
mine what tax, or group of taxes, could be levied with the
least burden upon, or damage to, the economy of the
State. It is also necessary to consider the effect of new
tax measnres upon the existing tax structure, and to
modify that structure accordingly.

It was at once apparent to the Commission that the
amount to be raised was too large to be met solely by any
group of special taxes. Obviously, it was necessary to
select one of the main types of general taxation to form
the backbone of the program. Accordingly, the Commis-
sion was obliged to consider the three main branches,
namely, the general property tax, the general sales tax,
and the net income tax.

As to the first, the Commission felt that any substantial
increase in the State property tax was undesirable, for a
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number of reasons: (1) because the eombined State and
local rate is already so high as to be a drag upon the real
estate market, and to be approaching the point of dimin-
ishing returns; (2) because this is the primary souree of
revenue for the financing of capital improvements and
State bond issues; (3) beeause this is the only praetieable
souree of local revenue, which should be chiefly reserved
to the local political subdivisions to meet expanding
needs; (4) beeause the tax falls upon unproduetive as
well as produetive property, and contains many exemp-
tions of produetive property; (5) because ownership of
real estate or of merely an equity in real estate is
not a fair index of wealth or of ability to pay on the basis
of uneneumbered value; (6) and finally, because any ad-
dition to the present real estate tax rate would further
increase existing inequalities in assessments. These
arguments seemed to us to outweigh the faet that an
inereased rate would produce revenue without added ad-
ministrative eost. The problem is to raise revenue with
the greatest and fairest distribution of the burden.

As to the general sales tax, the Commission felt that
a disproportionate burden of this tax would fall upon
those least able to pay and that it would affeet business
adversely in the border counties. Furthermore, the gen-
eral gross receipts tax of 1935 had developed such strong
opposition that the enactment of a general gross receipts
or general sales tax was obviously out of the question.

The Commission has therefore seleeted the net income
tax as a main souree of dependenee for additional
revenue. Moreover, the Commission believes that this
tax, if not earried to extremes, is sound in theory, and,
regardless of the needs of the moment must form a per-
manent part of the tax strueture of the State.
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The point was raised at the outset that reasons of ex-
pediency should dictate the abandonment of this revenue
source, because of the adverse vote upon the proposed
constitutional amendment (Ch. 525, Acts of 1937). The
vote may be explained by the fear on the part of tax-
payers that a favorable vote might have brought about
the adoption of a graduated or progressive income tax of
an extreme character. The tax we recommend is a uni-
form income tax, classified as to sources of income.

The Commission has no doubt as to the constitutional
validity of a net income tax in Maryland of the type here-
inafter recommended. The power to tax is inherent in
sovereignty, and the only possible contention that could
be raised against such an income tax is that it violates
the uniformity clause of the Maryland Constitution.
That clause, we think, is not applicable to net income
taxes at all, but if it were, it would still permit reason-
able classification such as we propose.

We have not proposed a graduated income tax for a
number of reasons: (1) out of deference to the adverse
although light vote on the graduated tax, (2) because the
Federal tax has gone to such marked extremes in pro-
gressive taxation, and (3) because at the low rates pro-
posed, a flat tax, classified as to source, accomplishes prac-
tically the same purpose. In this connection, we may
point out that this type of tax has been in use for many
vears in Massachusetts, a State which has always en-
joyed the best professional advice in its tax policies and
administration.

INCOME TAX

Firstly, we propose a flat income tax of 2% % upon
individual incomes from sources other than intangibles.
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We propose to allow individuals the following spe-
cific exemptions: single, $1,000; married and heads of
families, $2,000; dependents, $400 each. In this connec-
tion, we find that married exemptions are $2,000 or lower
in more than half the States having income taxes. More-
over, we think that there is no sounnd reason why a
married couple, having no children or dependents,
should have an exemption of more than twice the single
exemption. We propose no change in the dependent ex-
emption of $400 per dependent, although it is not higher
in any State, and is lower in two-thirds of the States.

We recommend that the filing date be the same as for
Federal returns, and that payments in full accompany the
returns, to meet the revenue needs of the State, as the
payment date 1s nearly six months after the State’s fis-
cal year begins. The forms for the returns should be
made as simple as possible.

We believe that this income tax should apply to the
income of all state officials and suggest that proper legis-
lation be enacted to effectuate this recommendation.

We further propose the disallowance of deduections of
all income, inheritance, gift, succession, and estate taxes
paid.

In regard to partnerships, we propose to disregard
partnership entity, except for information purposes, and
to impose the tax upon the income received by partners as
individuals. This involves no change in the present law.

As to fiduciaries, we propose likewise to tax the bene-
ficiaries on the income received, except in those cases
where income is accumulated or not distributed during
the taxable year. In such cases, we propose to tax the
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fiduciary as under the present law, making such changes
therein as will conform to the Federal Law as far as
practicable. This tax should not apply to trusts admin-
istered in Maryland for non-resident beneficiaries.

We propose to eliminate altogether the tax upon capital
gains, and likewise to disallow capital losses. This will
result in no real loss of revenue, based on the returns for
1937 under the present Act, which taxes capital gains or
allows capital losses on property held less than two years.
It will, however, simplify accounting and minimize flue-
tuation in the annual yield.

It is estimated that a 2% % income tax on incomes of
individuals, with exemptions as outlined will yield annu-
ally $1,950,000.

Secondly, our proposal is to levy a flat individual in-
come tax of 6% on income from dividends and interest
and to repeal the present tax on intangibles, generally
known as the 4% mills tax. The present tax of 414 mills
is, in effect, a flat income tax, based on the value of the
security taxed and not its yield, and is equal to a flat in-
come tax averaging 8.9%. The 414 mills tax applies only
to dividend paying stocks of foreign corporations and
interest bearing obligations.

While our proposal brings within the tax base income
derived from investments in domestic as well as foreign
(i. e. out of state) corporations, nevertheless it is most
fair in its operation. The average portfolio is found to
contain only 17% % of stocks in Maryland corporations:
the balance namely, 8214 % consists of investments now
subject to the 4% mills tax,

The result of this proposed 6% income tax means that
the State of Maryland will receive a proper tax on income



7

from securities, and at the same time the taxpayer who
has made a fair and honest disclosure of his holdings of
securities subject to the 4V4 mills tax, will pay less; but,
the person who has not paid in full heretofore on his hold-
ings will pay more. The average owner of sccurities in
domestic corporations with the normal diversification of
holdings will pay no greater tax than before.

There are grave doubts as to the constitutionality of
any proposal to tax at different rates income from the
shares of domestic and foreign corporations. Actually,
the amount of revenue derived from the tax ou the divi-
dends of domestic corporations is a comparatively small
percentage of the total and will have no adverse effect on
business. Moreover, such a distinetion would iuvite re-
taliatory legislation by other States.

The 4% mills tax is unfair, and its administration difli-
cult, and to a very great extent ineffective. The proposed
plan eliminates the necessity for assessment as to valua-
tion, since the proposed tax is to be measured by income
from, and not the market value of, investments. It ap-
plies to income received throughout the year, rather
than being measured by holdings on a certain date. It
provides for an accurate, centralized administration,
that will minimize tax evasion.

From figures and statistics we have compiled we be-
lieve that the 414 mills tax in its practical effect has heen
unfair to the taxpayer who was properly assessed and
has benefited unduly many taxpayers who were uever
properly assessed. The proposed plan will take away
the present advantage in establishing fictitious or col-
orable residence as hetween local political subdivisions,
and will result in no loss of revenue to them.
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At present the law (with certain exceptions) provides
that two-thirds of the 4% mills tax goes to the political
subdivisions, and one-third to the State. To avoid any
disturbance to the local budgetary plans we recommend
a return to these subdivisions of the exact amount they
received in dollars averaged over the past five years from
this source.

In determining the tax to be paid by the taxpayer we
recommend that income from dividends and interest
shall be taxed at 6%, and other income at 2% %, with
a tax credit equal to 214 % of the allowable exemptions
and deductions.

This income tax of 6% is estimated to
yield ... .. i $4,800,000

From this it is necessary to allo-
cate to the political subdivisions
the amount heretofore collected
by these subdivisions from the
4% milis tax which is to be re-
pealed. This is estimated to
amount to ..., $1,600,000

Since this Commission was charged
with the duty of raising new
revenue, it is necessary to re-
turn to the State the same
amount it has heretofore re-
ceived from the intangibles tax,
estimated at ................. 800,000

Totai to be deducted and returned to the
political subdivisions and the general
budget of the State as above set forth
by reason of the repeal of the 4%
mills intangible securities tax ....... 2,400,000

Amount of net new revenue from pro-
posed 6% tax .........ciiiiininn.. 2,400,000
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Third, as to corporations, we propose a rate of 1%6%
payable by both domestic and foreign corporatious, to
avoid discrimination, but only upon income derived from
sources in this State.

National Banks are taxed ou their shares, and this tax
is collectible out of dividends paid to shareholders. Un-
der the Federal law, National Banks may not be taxed
more heavily than State banks and trust companies.
For constitutional reasons, as well as for reasons of fair-
ness, we propose that in the case of all domestic corpora-
tions taxed on their shares, shareholders be relieved from
the payment of income tax on these dividends.

Insurance companies were relieved of the share tax
in 1937, and except in the case of life compauies, subjected
to the intangible tax; to offset loss of revemue from a
repeal of the latter tax, we suggest an upward readjust-
ment of the premiums tax on all classes of insurance
companies.

The problem of fair and adequate treatment of the vari-
ous classes of corporations requires study which the time
at our disposal has made impossible. We recommend
that a commission, as herein suggested, make a study
of corporation taxes and report to the Governor. The
Commission feels that while corporations should pay
their fair share of the tax burden, that burden should
not be so great as to drive domestic corporations out
of the State, or prevent new enterprises from incorpo-
rating here. We also feel that there should be no
penalty on doing business in the corporate form, as dis-
tinguished from the individual or partnership form.

It is estimated that an income tax of 1149 on corpora-
tions will yield annually $1,250,000.
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OTHER TAXES.

The Commission gave careful consideration to a num-
ber of special taxes suggested, including cigarette taxes,
soft drink taxes, tax on brands, public utilities consumers
tax, and others. The Governor of Maryland has publicly
expressed his disapproval of the licensing of gambling
maclines, by whatever name called. The present act
which expires April 30, 1939, provided for the licensing
of pin ball machines. We recommend allowing this law
to expire.

After mature consideration the Commission concluded
that the balance of revenue be raised from the following
sources :

MUSIC BOXES

While this tax is estinated to yield ouly $55,000 it is
the only tax provided by the last tax program which does
not expire in 1939. It is the only tax apparently made
permanent by the Legislature of 1937. 1t applies to the
commercial type of phonograph requiring the insertion
of a coin for operation and is found in public restaurants,
taverns, etc. We see no reason why this tax, which is at
present at the rate of $15.00 per machine, should be re-
pealed.

MOTOR VEHICLE TITLING TAX

This tax has been in effect since 1935, aud has been
economical in its administrative cost, and quite fair. It
is a one per cent tax on the market value of all motor ve-
hicles for which an original certificate of title is issued by
the Commissioner of Motor Vehicles. This tax is esti-
mated to yield $450,000 annually. We recommend the
continuance of this tax.



11

TAX ON DISTILLED SPIRITS.

The present manufacturers’ production tax on whiskey
at the rate of 214¢ per gallon las yielded about $250,000
annually. This revenue will decrease as the distilleries
in Maryland are no longer operating at tull capacity as
heretofore but have accumulated large stocks. In some
instances, because of this tax manufacturing has been
done elsewhere to the detriment of this industry in
Maryland.

We recommend in lien of this tax an addition of fif-
ten cents per gallon to the present excise tax of $1.10 on
distilled spirits sold to retailers in Maryland. This is
estimated to raise $310,000 additional annually and will
not increase the cost of administration.

TAX ON BEER
At present beer is taxed at the rate of 2 7/16¢ per gal-
lon, approximately 75¢ per barrel. We recommend the
continuance of this tax at the present rate. The estimated
yield is $860,000 annually.

TAX ON RECORDATION OF LEGAL DOCUMENTS
At present this tax yields $235,000. It is easy to ad-
minister and generally fair in its application. It should
be continued but modified to provide for a fairer inter-
pretation as applied to long term leases and open mort-
gages. These modifications would not materially affect
the revenue from this source.

INCREASED TAX ON RACE TRACK BETTING
In the emergency of 1933 the State enacted a law pro-
viding that 1% of the betting at the four one-mile tracks
in the State be paid over to the State Treasurer, in addi-
tion to the license fees and other taxes already levied.
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In 1938 the tracks obtained from the Racing Commis-
sion authority to increase their share of the betting by an
additional 1% to be used for capital improvements and
larger purses.

We recommend that the Act of 1933, Ch. 324 (Code,
Art. 78 B, Sec. 12A) be amended to raise the rate from
1% to 2% on all bets, to be paid over to the State, and all
other provisions of the law pertaining to the per diem
tax, ete. be lett unchanged. The estimated increased
vield is $300,000. annually.

RENEWAL OF OPERATORS’ LICENSES

In 1937 a re-registration fee of $1.00 was charged every
motor vehicle operator (exclusive of chauffeurs) and this
raised $410,000.00. Operators who obtained new licenses
in 1937 were not required to pay this charge. As a result
of a reeent decision of our Court of Appeals a large
proportion of those who heretofore were required to re-
new chauffeur’s lieenses at an annual charge of $3.00 will
no longer be required to do so.

We reeommend a lieense fee of $2.00 to each motor
vehicle operator (exelusive of chauffeurs) to be collected
during the fiseal year ending September 30, 1941. We
believe that fromn the point of view of public safety it is
imperative that there be a periodic re-examination of all
motor vehicle operators. We believe that the examina-
tions can be made with a minimum of inconvenience to the
publie, and if begun Oetober 1, 1940, could be fully com-
pleted by September 30, 1941. The Commissioner of
Motor Vehicles should be given diseretion to establish
dates for examination in the various counties and by
spreading the work over the year a last minute rush can
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be avoided. By setting dates beyond which licenses would
be void various groups of operators can be examined
without causing congestion.

The examination should cousist of answers to a ques-
tionnaire, examination of eyes, and in the discretion of
the Commissioner where physical defects are discovered,
a complete driving test.

It is estimated that after allowing for those who tail to
pass the examination and for other contingencies, the
revenue raised will be at least $1,000,000. Since this all
conies in the second year of this biennium it will be neces-
sary to adjust the accounts of the State Treasurer acecord-
ingly. This means $500,000 new revenue for each of the
two years for which this report is prepared. We suggest
that this tax go into effect for the second year of the
biennium so that there will be a lapse of three years since
the payment of the charge of $1.00 per operator in 1937.

TAX ON PASSES AND ADMISSIONS.

The present tax on admissions raises $230,000 annually
of which sum $78,000.00 comes from taxes on passes. In
the case of moving picture theatres, at the request of the
proprietors, the Legislature allowed them to absorb the
tax, and it was not passed on to the public.

We recommend that the law be coutinued but that
school and college plays, church affairs, and other similar
non-professional groups, not regularly in the entertain-
ment business, be exempt. This will result in no sub-
stantial loss of revenue but will reduce the cost of ad-
ministration considerably. We estimate that this tax
will raise $220,000.00 annually.
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SUMMARY OF TAXES

Income Taxes
2% 9% tax on uet income of individuals,
(exclusive of income from dividends
and interest) estimated to yield an-

NUALLY o e $1,950,000
Taxes on dividends and interest at the
rate of 6% per annum, estimated to
vield annually ......... ..., $4,800,000
Deduct from this estimate the
amount required to replace the
yield from the 4% mills tax
which is to be repealed; this
sum to be returned to the politi-
cal subdivisions and the State.. 2,400,000
Net total from this tax... 2,400,000
1% 9% tax on mnet income of corpora-
tions, estimated to yield anuually .... 1,250,000
Total ........c.cvvvvvnnn.. $5,600,000
Other Taxes
(all Estimates on annual yield)
Motor vehicle titling taxes ............ 450,000
Tax on music boxes .................. 55,000
Beer tax @ 75¢ per barrel ..., ... 860,000
Tax on recordation of legal documents. . 235,000

Additional tax on distilled spirits at 15c
per gal. ... 310,000
Increased tax on race track betting. ... 300,000

Tax on passes and admissions ......... 220,000
Renewal of operators’ license ......... 500,000
Total ...,

Grand Total .........

2,930,000

$8,630,000
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OTHER RECOMMENDATIONS.

The Commission deems it appropriate to make certain
other comments upon the existing tax structure of the
State. While not directly related to the problem of rais-
ing additional revenue, they demand consideration in the
near future.

1. Existing defects in the franchise tax law are a
source of expanding revenue loss and should he corrected.

2. The law dealing with the tax on the gross receipts of

railroads and public utilities should be revised to meet
objections which have been raised under decisions of the
Supreme Court.

3. The system of allocating the tax on tangible per-
sonal property of ordinary business corporations, ac-
cording to the residence of stockholders is anomalous,
unsound in theory, and adds unnecessarily to the admin-
istrative burden of the State Tax Commission. Whatever
purpose it once served has been eliminated by the growth
of industry in the counties adjoining Baltimore City. We
recommend the repeal of this allocation provision, in
order that tangible property shall be assessed and con-
tribute its share to the local subdivision where it ohtains
its protection.

4. There should be an amendment to the inheritance
tax law, to provide for an exemption of $150.00 on all
legacies or bequests (now $100.00), and this should be
extended to property passing by succession in joint ac-
counts, and by intestacy. This would eliminate a great
number of trifling reports and collections, not justified by
the yvield, but annoying to taxpayers in the lower brackets.
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The exemption from inheritance tax of property in
joint bank accounts passing to husband and wife, should
he extended to other types of property so held.

2. Most important of all, we recommend that the State
Tax Commission and the local tax authorities concentrate
upon the equalization of property assessments through-
out the State, to the end that every property owner should
pay his just share proportioned to the fair value of his
taxable property. More than anything else this will make
the public tax-conscious and crystalize public opinion be-
hind the growing insistence upon fair, just and impartial
tax administration. We recommend that the wise policy
of periodic general re-assessment, instituted with the
creation of the State Tax Commission in 1914, he rigidly
adhered to hereafter.

AVOIDANCE OF RECURRING DEFICITS.

Another problem, not directly related to the immediate
one before this Commission, is yet so inseparable from
the general tax problems that we feel obliged to comment
upon it.

The fundaniental reason why it is necessary to raise
additional revenue is because the State over the past six
years has assumed permanent obligations under the head
of Social Sceurity and relief, to the extent of at least five
million dollars annually, and other governmental obliga-
tions, including an inereased burden in the school equali-
zation fund, and additional maintenance charges for State-
owned and State-aided institutions, to the extent of three
million dollars. The decrease in existing State revenues
incident to the business recession, plays only a minor part
in this situation.
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We believe that our program will meet the recurring-
deficit problem. But the taxpayers must realize that State
obligations cannot be extended to any degree, without
precipitating another revenue crisis. Any further in-
crease in State taxes will be extremely unsettling to busi-
ness, and will act as a powerful deterrent to the estab-
lishment of new business enterprises in Maryland. The
constant threat of future tax increase, which cannot be
estimated in advance, is infinitely more harmful to the
State economy, than the amount of the existing burden at
any one time.

We therefore urge that no additional taxes he levied for
the next four years unless abhsolutely necessary and ines-
capable. We do not oppose changes designed to adjust
the existing burden in a more equitable way, but we op-
pose any further increase in the tax levy. The State of
Maryland must go on a pay-as-you-go basis, and the ad-
ministration and the public must be alert to resist the
natural pressure for additional current expenditures (be-
yond the point where they may be paid out of adminis-
trative savings), and for new capital expenditures, which
increase maintenance charges.

The Commission desires to express its thanks and ap-
preciation to William L. Henderson, Deputy Attorney
General, for his aid and assistance. He was of great
help to us and rendered valuable service.

The Commission acknowledges also the helpful services
and courteous cooperation of the following:
Hooper S. Miles, State Treasurer;
Joseph O’C. McCusker, Chief Deputy Comptroller;
Albert W. Ward, Secretary, State Tax Commission;
Carl L. Wannen, Chief, State Income Tax Division;
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Owen R. E. McGeeney, Auditor, Commissioner Motor
Vehicles;

C. C. Croggon of Haskins and Sells, Certified Public
Accountants.

Respectfully submitted,

Tromas P. ABBorTT,
Howarp Bruce,
HuntineTon CAIRNS,
Francis J. Cargy,
Samuer H. DeVavurr,
Jacos F'raNCE,

Jorx B. GoNTRUM,
L. Ma~vuerL HENDLER,
Ouin R. Hiceins,
Wirriam H. Lasror,
‘WiLriam PreEston LaNE, JR.,

with reservations
Oscar LESER’ [ to be exnlained

H. H. WavLker Lewis,
Josepa P. McCurpy,
Georce R. Mogsis,
TraoMas W. PANGBORN,
JosEPH SHERBOW,
WirLiam PauL WALKER,

WiLriam Lee Rawws,
Chairman

JOSEPH SHERBOW,
Secretary.
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