Principles of Tax Policy

* Diversity

— The tax structure should not be overly reliant on one revenue source;
rather, it should be balanced on several types of revenues.

e Stability

— Revenues should reflect economic growth but, to the extent possible,
should be protected from economic downturns. Revenues should be

predictable, which implies that tax changes should be kept to a
minimum.

* Equity

— The tax burden should be shared equitably among taxpayers, and
should be seen as fair. Taxpayers in similar circumstances should be

treated equally. In addition, the overall regressivity of the tax system
should be minimized.



Principles of Tax Policy
* Neutrality

— Taxes inevitably affect decisions of economic actors, and thereby
distort the allocation of resources and impede economic efficiency.

The impact of the tax structure on economic decisions should be
minimized.

* Simplicity

— The tax system should be both easy to administer and easy for
taxpayers to comply with. Simplicity reduces the costs of
administration and enhances the fairness of the system.



Maryland Communications Taxes

Public Service Company Franchise Tax
State and Local Property Tax

State Sales and Use Tax

Income Tax

9-1-1 Emergency Trust Fund Surcharge
Universal Relay Service Surcharge
Boxing and Wrestling tax

Local Governments:

— Fees

— Taxes

— Franchise Fees

— Public, Governmental and Educational Fees



Public Service Company Franchise Tax
Base

* For telephone, electric, and gas companies, a tax is
imposed measured by the company’s gross receipts

* Gross receipts are defined as the total operating
revenues of the public service company, excluding
revenue derived from an activity other than a
telephone, electric, or natural gas business

e Does not include:

— Uncollectible revenue

— Receipts from a service or product resold by another
public service company that is subject to the tax



Public Service Company Franchise Tax
Rate

* 2% of gross receipts

* Exemptions:

— does not apply to a PSC that is a county, municipal
corporation, or nonprofit electric cooperative

e Tax is derived from gross receipts derived from
business in Maryland
— Income from interstate telephone carriers is

apportioned based on the location to which the
service is charged



Public Service Company Franchise Tax

Thousa

65,000

60,000

55,000

50,000

45,000

40,000

35,000

30,000

25,000

20,000

Telecommunications - PSC Franchise Tax Collections

NN

.

\‘\‘

FY 04

FY 05

FY 06 FY 07 FY 08 FY 09 FY 10 Fy 11 FY 12




Property Tax Base

e Value of property held in Maryland assessed
— Most Companies: Cost minus depreciation
— Public Utilities: Unit Value method

* Divided into real and personal property

— Real property generally all land or improvements
— Personal property all property not real property



Property Tax Rate

A property tax is imposed at the State, county
and municipal levels.

If levied at municipal level, corresponding
county rate lowered to offset

Most companies: personal property rate 2.5
times higher than real property

Public Utilities: real property taxed at (higher)
rate of personal property



Sales and Use Tax Base and Rate

* The taxable price of:
— The purchase of goods sold in Maryland;

— The use, storage, or consumption in Maryland of
tangible personal property purchased outside the
State; and

— Certain services defined as taxable services

* A 6% tax is levied on this price



Sales and Use Tax Base Exclusions

* Include:

— Sales to the State and its political subdivisions, as
well as charitable, religious or educational
organizations

— Sales of tangible personal property used
predominantly in a production activity



Sales and Use Tax Collections
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Corporate Federal Income Tax Base

Begins with federal taxable income (FTI)

e Gross receipts less returns and cost of goods
sold

* Dividends, interest, gross rents, gross royalties
e Capital gains

* Other income

e LESS various federal deductions



Corporate Tax for Maryland

FTI plus additions less subtractions equals Maryland
modified income

Maryland modified income is multiplied by the
apportionment factor to determine Maryland
taxable income

Gross Maryland tax is determined by multiplying
Maryland taxable income by the tax rate of 8.25%

Tax credits reduce gross State tax to zero or, with
refundable credits, below zero



Corporate Tax Collections
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Individual Income Tax

Maryland Net Taxable Income (NTI)

This is the result of the above calculations:
FAGI + State Additions — State Subtractions —
State Deduction — State Exemption

Maryland Gross State Tax (multiply NTI by
the applicable rate)

Gross State tax less refundable and
nonrefundable tax credits equals net State tax



Individual Income Tax Current Rates

Taxable Income — | Taxable Income — | Tax Rate
Joint Filers Single Filers

S1-51,000 S1-51,000 2%

$1,001 - $2,000 $1,001 - $2,000 3%

$2,001 - $3,000 $2,001 - $3,000 4%

$3,001 - $150,000 $3,001 - $100,000 4.75%
$150,001 - $175,000 $100,001 - $125,000 5%

$175,001 - $225,000 $125,001 - $150,000 5.25%
$225,001 - $300,000 $150,001 - $250,000 5.5%
$300,001 + $250,001 + 5.75%




Other Taxes, Surcharges and Fees

Boxing and wrestling tax
9-1-1 Emergency Trust Fund Surcharge
Universal Relay Service Surcharge

Local government taxes and fees:

— Franchise fees

— PEG fees

— Local sales tax

— Other local fees, surcharges, excise taxes, etc.



Telecommunications

Taxation Structure



Types of Service

Long distance

Local exchange

Wireless (cellular)
Voice-over-Internet-Protocol (VolP)



Voice-over-Internet-Protocol
(VolP)

Definition:

Any two-way voice communication that
originates from or terminates to the subscriber
end user’s location requiring Internet protocol
or any successor protocol to Internet protocol

and requiring a broadband connection from the
user’s location.



Service Converging

 Today many different services which can offer
two-way voice communication

* Yet these services are taxed differently



Public Service Company Franchise Tax

* 2% tax on gross or total earnings and total
receipts

* Levied on long distance, local exchange, some
VolIP

e Source interstate call to State if originates or
terminates in Maryland and is charged to a
service address located in the State

* Broad tax base



State Sales Tax

6% tax

Hardware rented or sold to customer
Capital equipment or machinery purchases
All wireless services

Long distance, local exchange, and VolP:
— 900-type calls (IT help)

— Custom calling services (e.g. call waiting)

— Telephone answering services

Prepaid calling arrangements



Income Tax

* Income tax is levied on all four
telecommunications services

e Corporations in Maryland pay an 8.25% tax on
all net profits attributable to Maryland

e Pass-through-entities (LLC’s, S-Corp’s, etc.)
income flows through to member’s returns

— Top bracket of 5.75% on total taxable income of
individual



Property Tax

e Public Utility company property vs. non-Public
Utility company property

* Assessed and taxed differently



Non-Public Utility Property

Wireless and some VolP property
Real Property: Market value
Personal Property: Cost less depreciation

Personal Property taxed at a rate 2.5 times
nigher than Real Property




Public Utility Property

* Long distance, local exchange, and some VolIP

* Property value assessed according to Unit-
Value method

* Real Property taxed at same (higher) rate as
Personal Property



Voice-over-Internet-Protocol
(VolP)

 Sometimes charged public service company
franchise tax

 Sometimes property is assessed and taxed like
public utility company

* Depends on existence of tariff filed with the
Public Service Commission



Miscellaneous Surcharges

* Apply to all four telecommunications services
* 9-1-1 Emergency Trust Fund Surcharge

—Finance primary emergency number

—S0.25 State, S0.75 county per month per account
* Universal Relay Service Surcharge

—Equipment for individuals with hearing or speech

disabilities

—S0.18 per month per account



Local Telecommunications Taxes and Fees — Rates and Revenue

County Unit Taxed* Tax Rate
Anne Arundel Local Residential, Local Nonresidential 8% sales tax
Baltimore City Residential, Nonresidential, $4.00 per line

Wireless, VolP

Baltimore Local Residential, Local Nonresidential 8% sales tax

Montgomery Residential, Nonresidential, VolP $2.00 per line
Wireless $3.50 per line

Prince George’s Residential, Nonresidential, Wireless 8% sales tax

*Some changes have been made to ‘Unit Taxed’ column

*Source: 2012 Budget and Tax Rate Survey, Maryland Association of Counties



Public Service
Company
Franchise Tax

Income Tax

State Sales Tax

Property Tax

911/ Universal
Relay Surcharges

Local Fees/Taxes

Long Distance

Yes

Yes

Some Services,
Consumer
Hardware, and
Capital
Machinery and
Equipment

Public Utility

Yes

Yes

Local

Yes

Yes

Some Services,
Consumer
Hardware, and
Capital
Machinery and
Equipment

Public Utility

Yes

Yes

Wireless Voice-over-
Internet-Protocol
No Differs
Yes Yes
Yes Some Services,
Consumer
Hardware, and
Capital
Machinery and
Equipment
Non-Public Utility Differs
Yes Yes

Yes Yes (No Sales Tax)
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Franchise Fees

Up to 5% of gross revenues

Levied on cable companies by county or
municipal governments

Terms of service and rate agreed through a
franchising agreement

Legally fee cannot be levied on satellite
services per the federal Telecommunications
Act of 1996



Public, Educational or Governmental
(PEG) Channel Requirements and Fees

* Cable company may be obligated to reserve
capacity for PEG channels

* Also may be required to pay certain amount to
franchising authority to fund these channels

 Terms and fees agreed to in franchising
agreement

e Legally fee cannot be levied on satellite
services per the federal Telecommunications
Act of 1996



State Sales Tax

Cable and satellite services
Pay-per-view

Equipment rented or sold to subscribers
Capital equipment purchases



Boxing and Wrestling Tax

* 10% gross receipts tax
* Pay-per-view boxing or wrestling programs
* Both cable and satellite services



Property Tax

* Non-Public Utility company property
assessments and tax rate

* Both cable and satellite property



Income Tax

e Corporations in Maryland pay an 8.25% tax on
net profits attributable to Maryland

e Pass-through-entities (LLC’s S-Corp’s, etc.)
income flows through to member’s returns

— Top bracket of 5.75% on total taxable income of
individual

 Levied on both cable and satellite



Local Sales Tax, Excise Tax, Fees
etc.

* None are levied on cable or satellite services

e Legally cannot be levied on satellite services

per the federal Telecommunications Act of
1996



Cable Television

Satellite Television

Franchising Fees

Public, Educational, Governmental
Channel Fees

State Sales Tax

Boxing and Wrestling Tax

Property Tax

Corporate or Individual Income Tax

Local Sales Tax, Fees, Surcharges,
Excise Taxes, etc.

Yes

Yes

Some Services, Consumer
Hardware, and Capital Equipment
and Machinery

Yes

Non-Public Utility

Yes

Legally Allowed

Federal Law Restricts

Federal Law Restricts

Some Services, Consumer
Hardware, and Capital Equipment
and Machinery

Yes

Non-Public Utility

Yes

Federal Law Restricts



