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What Is the Income Tax Credit?

Maryland’s Enterprise Zone Program provides special tax credits to encourage businesses in the
enterprise zone to create new jobs. The credits are more valuable than deductions because credits
are subtracted directly from income tax liability. There are actually two types of income tax credits
for firms in an enterprise zone: a general income tax credit and a larger income tax credit for hiring
economically disadvantaged employees. Firms in focus areas receive enhanced credits.

o General Enterprise Zone Income Tax Credit: This credit is available for any worker who
meets the requirements of employment in a zone.

e Enterprise Zone Income Tax Credit for Economically Disadvantaged Employees: A state
income tax credit available for hiring economically disadvantaged employees to fill newly
created positions.

How much credit does a business receive?

1. The general income tax credit is $1,000 for each qualified new employee filling a newly
created position in an enterprise zone, or $1,500 for each qualified new employee in a
focus area.

2. The tax credit for economically disadvantaged employees is for a three-year period for each

gualified employee, earned at the following flat rates:

Enterprise zone Focus area
First year $3,000 $4,500
Second year $2,000 $3,000
Third year $1,000 $1,500

In order to receive the full tax credit, an economically disadvantaged employee must remain
in the position for three years. However, if the disadvantaged employee leaves the firm and
is replaced by another employee who is also certified as disadvantaged, the firm may take the
remainder of the credit as if the original employee had remained.

How do | know | can claim an enterprise zone income tax credit?

1. Local Firm Certification Reguirement. Not every business located in an enterprise zone
is eligible to claim the income tax credit. In order to claim the credit, the business must be
certified by the local zone administrator as eligible for the credit. A locality may establish
special requirements for firm certification. Therefore, it is very important for a firm
considering expansion of its workforce to contact the local zone administrator for
certification.

2. Other General Requirements. Not every new employee hired by a business located in an
enterprise zone is eligible for one of the enterprise zone income tax credits. The following
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requirements apply to both the general credit and the credit for hiring economically
disadvantaged employees:

a.

e.

w

The employee must have been hired after the business was located in the zone or after
the zone was designated.

The employee must have been employed for at least 35 hours each week for six
months (or 12 months in a focus area) before or during the taxable year in which the
credit is taken.

The employee must spend half of all work time in the zone or in activity related to the
zone.

The employee must have been hired to fill a new position. That is, the firm’s number of
full-time positions must increase by the number of credits taken.

The employee must earn at least 150 percent of the federal minimum wage.

Requirements for Economically Disadvantaged Employees. In order to claim the larger

tax credit for hiring an economically disadvantaged employee to fill a newly created
position, the firm must obtain a certification of eligibility for each employee. This
certification is provided by the Maryland Job Service, Department of Labor, Licensing and
Regulation.

What if a firm relocates into an enterprise zone?

If a firm relocates from one site in Maryland into an enterprise zone, its base employment remains
the same as it was at the previous site. However, if the firm’s total employment increases, then the
new positions may be eligible for either enterprise zone income tax credit. A firm moving from
outside the State into an enterprise zone is considered to be a new Maryland business. All of its
employees might be eligible for the credit.

Can these credits be combined?

You cannot receive both state enterprise zone income tax credits for the same individual.
However, you may be able to combine an enterprise zone tax credit with another state income tax
credit like the Job Creation 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 enterprise zone employment tax credit?

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