MARYLAND
Job Creation Tax Credits
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What Is the Job Creation Tax Credit?

Maryland's Job Cregtion Tax Credit program provides tax credits up to $1,500 for each new, full-time job.
The purpose of these tax incentives is to encourage businesses to expand or relocate in Maryland. The
incentives, which are credits againgt taxes, are more valuable than deductions because credits are subtracted
directly from income tax liability.

How much credit does a business receive?

1. In most cases, the credit is 21/2% of aggregate annua wages for dl newly created, full-time jobs,
subject to alimit of $1,000 times the number of jobs created. The credit earned by a qualified business
entity may not exceed $1 million per credit year.

2. In a date enterprise zone, a federd empowerment zone, or a neighborhood designated by the
Department of Housing and Community Development, the credit is increased to 5% of annua wages for
dl newly cregied full-time jobs, subject to a limit of $1,500 times the number of jobs crested. The
credit earned by a qudified business entity may not exceed $1 million per credit year.

How do | know if | can claim the Job Creation Tax Credit?

1. Firm Certification Requirement. A firm must be certified as a quaified business entity digible for
the tax credit. Applications for certification are available from the Divison of Marketing, Maryland
Department of Business and Economic Development.

2. Declaration of Intent Reguirement. A business may not be certified as qudifying for the tax credit
unless the business natifies the Department of Business and Economic Development of its intent to seek
certification BEFORE hiring qudified employess.

3. Job Creation Minimums.

a. The busness must creste 60 new, full-time jobs at the expanding or new facility during a 24-month
period.

b. In desgnated “priority funding areas” the minimum is 25. (see below for definition of priority
funding aress)

c. Outgde “priority funding areas,” the requirement may be reduced to as few as 30 new jobs if the
aggregate annual sdary of the new workers exceeds $2.29 million (for 2002-2003).

4. Other General Reguirements
b. The new or expanded facility must be engaged in an digible activity as defined by the Satute.
c.  Only new jobswhich pay more than 150% of the federal minimum wage are igible for the credit.

9/12/00



d. Theexpanson or establishment of abusiness must be at a single location in the state. Of course, a
sngle firm may have more than one digible location, provided that each is certified and meets the
requirements of the statute.

e. Thejob mug befilled for 12 months before it is qudified for the tax credit.

What is a “priority funding area”?

Recent legidation has defined priority funding aress as. state enterprise zones, federd empowerment zones,
DHCD designated neighborhoods; incorporated municipalities; the area between the F495 beltway and
Washington D.C., or the |-695 beltway and Batimore City; or a growth area designated by each county for
the purpose of this credit. These targeted areas qudify for lower job crestion minimums.

What if a Maryland firm expands through a merger?

A job which is created through a change in ownership of a trade or business, is created through a
consolidation, merger, or restructuring of a business entity, or which is created when an employment function
is contractudly shifted from an exigting business entity in the Sate to another business entity isnot eligible for
the Job Creation Tax Credit unlessthe job isanet new job for the state.

Can various income tax credit benefits be combined for a new job?

YES For example, afirmislocated in an enterprise zone would aso be digible to receive the either $1000
per new job enterprise zone employment credit or the 3-year, $6,000 credit for hiring economicaly
disadvantaged workers to fill new positions, provided that the firm is certified by the loca enterprise zone
adminigrator. Smilarly, some new employees might be dso digble for the Mayland Employment
Opportunity Tax Credit.

What if | do not have enough income tax liability to use all of the

credit?

If the tax credits exceed the tax imposed for that year, they may be applied to the next year’ s taxes until the
credit is used or five tax years have passed.

How do | claim the Job Creation Tax Credit?

Maryland Tax Form 500CR is used to clam this credit. Simply fill it out and include it in your State tax
return. Also, note that the credit is taken againgt the state income tax only. It is not taken againgt the county
income tax “add-on.”

When must an employer give DBED notice of its intent to qualify for

the Job Creation Tax Credit?

Current legidation has clarified the requirement that employers notify the Department before expanding a
business facility. This notice must be given BEFORE any qudified employees are hired. Any employee
hired before notice is given is NOT qudified for the tax credit.
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What types of business activities are eligible for the tax credit?

The gatute limits digibility to specific indudries. Thee arel
manufacturing or mining;
trangportation or communications
agriculture, foredtry, or fishing;
apublic utility or warehousng;
research, development, or testing;
biotechnology;
computer programming, data processing or other computer related services,
central financid, red estate or insurance services,
the operation of centrd adminidrative offices or acompany HQ;
business services firms (only located in state “ priority funding aress’).

What is a “central administrative office”?

This term is not defined in the statute but will probably be defined in the regulations more or less as follows:
“a fadlity where the mgority of a busness entity’s centrd management or adminidrative functions (such as
generd management, financid, computer tabulaing, data processng, purchasing, transportation, shipping,
advertising, legd, research and development, personnd, and planning functions) for a country or region are
performed.”

Can a not-for-profit entity qualify for the Job Creation Tax Credit?

Any Maryland business entity may qudify for the tax credit. However, the credit is of benefit only if the
entity has a sate income tax ligbility. Because most not-for-profit businesses owe no income tax, they will
not benefit from the Job Creetion Tax Credit. The only exception is a not-for-profit which must pay taxes on
certain income makes a profit from its business activities such as sdling souvenirs.

What is a full-time job?

A full-time pogition requires at least 840 hours of an employee’ s time during at least 24 weeks in a 6-month
period. Thisisan average work week of 35 hours per week.

| am paying my qualified employees 150% of the current federal

minimum wage. What if the federal minimum wage increases?

The tax credit Statute defines a qualified postion as full-time and paying 150% of the federal minimum wage.
Therefore, if the federd minimum wage increases, the wage required for a pogtion to continue to be
qualified aso increases. For the Job Creation Tax Credit, a postion must continue to be qualified aslong
asthe credit is subject to recapture.

What if a business receiving the tax credit must reduce its workforce?

The purpose of this tax credit is to generate new, permanent, full-time jobs for Maryland workers.
Therefore, the credit requires that jobs for which the aedit is clamed must remain for a least three years
following the year in which the credit is taken. If the number of jobs for which the credit is taken fals below
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the threshold (usualy 60), the credits used must be repaid in full. If the number of jobs for which the credit is
taken fals more than 5% but remains above the threshold, then the amount of the tax credit to be repaid isin
proportion to the declinein certified employees.

What records must a business maintain?

The qudified busness entity shdl provide employment information regarding the quaified employess,
including names, socid security numbers, dates employment began and ended, compensation reported on
W-2 form, and hours worked to the Department during the three taxable years following the credit years.
The Department requires that information submitted by the busness entity a the end of the three-year
“clawback” period be verified by an independent certified public accountant sdlected by the business entity.

Is business information submitted to the Department confidential?
YES

How long does the Job Creation Tax Credit program last?

The Job Creation Tax Credit program will terminate January 1, 2007 unless the Genera Assembly extends
the program. Since a postion must be filled for 12 months by a quaified worker before the credit may be
taken, this means that jobsfilled after January 1, 2006 will not receive the credit.
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