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FISCAL AND POLICY NOTE

House Bill 1259 (Delegate Proctet,al.)
Ways and Means

Building Opportunitiesfor All Studentsand Teachers (BOAST) in Maryland
Tax Credit

This bill creates an income tax credit for 75% of the contributioadenty a business or
nonprofit organization to an eligible nonprofit organization that eith@r) provides
scholarships to eligible students or teachers at a nonpublic4¢Hdbl; or (2) provides
grants to (a) public schools to support innovative educational prodheainare not part
of the regular academic program in order to achieve the goals ofitlgeBo Excellence
in Public Schools Act of 2002; or (b) public school teachers to assifftei cost of
graduate-level education or certification coursework. The amounteditErthat the
Maryland State Department of Education (MSDE) can awardah gear cannot exceed
the amount of money appropriated to a reserve fund established by the bill.

The bill takes effect July 1, 2009, and applies to tax year 2010 and beyond.

Fiscal Summary

State Effect: Potential significant general fund expenditure increase in FY 2840
beyond. The amount of the expenditure increase depends on the amount of imoney,
any, appropriated to the reserve fund in each year. If the pragramded at a similar
level to existing programs in other states, general fund expendiitecrease by

$50 million to $75 million annually. Administrative costs in@eaby $178,500 in

FY 2010 and by $219,400 in FY 2014.

Local Effect: Local highway user revenues distributed from the Transportatiort Trus
Fund (TTF) will decrease as a result of credits claimedchagthe corporate income tax.
Local expenditures are not affected.

Small Business Effect: Minimal.



Analysis

Bill Summary: The bill establishes a Building Opportunities for All Students and
Teachers Reserve Fundhe total amount of initial credit certificates issuedhry State
Superintendent of Schools in each fiscal year cannot exceed the aappuopriated to
the reserve fund in the State budget. The Governor may appropriate tondheyeserve
fund but the bill does not require or specify a recommended amountGaueFnor may
not reduce an appropriation to the reserve fund that is approveithebyseneral
Assembly. For each fiscal year, if funds are transfeneed the reserve fund as a result
of any law, the amount of total credits that can be approved b$uperintendent is
reduced by the amount of money transferred. Any amount of money faritheéhat is
not expended in the fiscal year can be rolled over into the next fiscal year.

MSDE can approve a maximum of 60% of the total amount appropriateé t@serve
fund for donations to education scholarship organizations (ESOs) and 40f6vatine
educational organizations (IEOs). The value of the credit isl éqU®% of the eligible
donation, not to exceed $200,000. Any unused amount of the credit may notide carr
forward to any other tax year. Organizations claiming the caeditequired to add back
the amount of credit claimed to Maryland adjusted gross income.

Organizations seeking the tax credit must apply to MSDE for eaafnibution it intends
on making in the tax year; applications are approved on a first-coshedrved basis
until the total cap for the year is reachéd.order for a contribution to qualify for the tax
credit, the contribution must be made to an organization approved REM%®pon
receipt from MSDE that the business has been approved for theetdik the business
must make its contribution within 90 days of the date of the nafibio letter, and
provide proof within 60 days of the contribution to MSDE.

An eligible ESO must (1) be a 501(c)(3) charitable organizafiynprovide scholarship
money to eligible students or teachers at a nonpublic K-12 sc{®dpend at least
85% of its annual contributions that qualify for the tax credit oholseships;
(4) contribute a maximum of 25% of its annual contributions that quidif the tax
credit to teacher scholarships at eligible nonpublic sch@@lgrovide scholarships on a
priority basis to students who qualify for a free- or redymgck school lunch program
under the National School Lunch Act and other students based on flnareid
(6) apply to MSDE for approval in each year and submit other esdjinformation that
verifies its eligibility for the program; and (7) provide scholgrshto at least four
different nonpublic schools annually.

An eligible IEO must(1) be a 501(c)(3) charitable organizatidB) provide grants to
public schools to support innovative educational programs that are hof piae regular
academic program in order to achieve the goals of the Bridge tolénazlin Public
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Schools Act of 2002, or public school teachers to assist in theotagaduate-level
education or certification coursewoli(8) spend at least 85% of contributions that qualify
for the tax credit on grants, services, or programs for public schodlteachers in the
year;(4) contribute a maximum of 25% of its annual contributions that qualifthe tax
credit to teacher grant&}) qualify as a State-aided education institution; and (5) apply to
MSDE for approval and submit information that verifies its eligibility forphegram.

Eligible nonpublic schools must (1) hold a certificate of approsahfor be registered
with the State Board of Education; (2) cannot charge tuition thgreater than the
statewide average per pupil expenditure by the local education agesncglculated by
MSDE; and (3) comply with Title VI of the Civil Rights Act of 1964 as amended.

MSDE is required tq1) approve ESO and IEO and tax credit applicati@spublish a
list of eligible ESOs and IEOs; and (3) report specified inféionaabout the tax credit to
the General Assembly by January 10 of each year.

Current Law: No similar tax credit exists, although businesses can typidabuct
contributions for scholarships as charitable donations; which tjpicalers federal and
State income tax liability.

Background: Similar tax credit programs exist in several other statedudimg
Arizona, Florida, Georgia, lowa, Pennsylvania, and Rhode Island. A bs@fsdion on
the programs in Pennsylvania, Arizona, and Florida is provided below.

Pennsylvania Legislation

Act 4 of 2001 established Pennsylvania’s Educational Improvement Taxt @oed
businesses that contribute to eligible scholarship organizations at nongchibols or
educational improvement organizations for “innovative programs” at pubhooss.
Subsequent legislation has increased the annual amount of authomezid €rom

$30 million to $75 million. The credit is equal to 75% of the contributimde, not to
exceed $300,000 ($150,000 for prekindergarten school contributions). The value of the
credit can be increased to 90% of the contribution, if business agrgeevide same
amount for two consecutive tax years. For contributions to prekjaden scholarship
organizations, a business may receive a tax credit equal to 1008 6ifst $10,000
contributed and up to 90% of the remaining amount contributed — for a maxconealit

of $150,000 annually. During the 2007-2008 school year, organizations disbursed
scholarships to 44,000 school children in addition to grants for public school programs.

In fiscal 2009, $44.7 million was allocated to scholarship organizations, 82idh to
improvement organizations, and $8.0 million to prekindergarten scholarship
organizations. As of February 2009, all credit amounts were expended for both education
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improvement and prekindergarten organizations and $6.0 million remained for
scholarship organizations. According to the Pennsylvania Departmedoromunity

and Economic Development Center for Business Financing, all af¢ldés available in
each year have been awarded and, despite the recession, it expects to awarditieg

$6.0 million in credits available in fiscal 2009.

Arizona Legidlation

In 1997, Arizona enacted two education-related tax credits individual may claim a
credit for making contributions or paying fees to a public school for suppaktra
curricular activities or character education programs. Thermuam credit is $200 for
individuals ($400 for joint filers). An individual may also claim redit for making a
donation to a qualified organization that provides scholarships for studésnsliag
nonpublic schools. The maximum credit for individuals is $500 ($1,000 for joint filers).

In tax year 2007, 204,000 taxpayers claimed a total of $95 million ditgre Of this
amount, 76,000 taxpayers donated a total of $54.3 million to 55 privateasttipl
organizations in calendar 2007. The average donation was $714. Scholarship
organizations awarded 27,153 scholarships in calendar 2007 (the numbedeits

could be less as multiple scholarships can be awarded to a stu@érbtle $556 million

in credits that have been awarded in the 10 years of the program, BR&3 (@#2%) has

been claimed for donations to nonpublic schools. According to publishedangeless,
education groups and some legislators are seeking to reduce thedaxrciorder to

avert a $125 million cut in basic state education funding in the cuiseat year. Both

of the credits are available for K-12 education only.

In 2006, Arizona enacted a credit that allowed corporations to ctaedits for
contributions to qualifying scholarship organizations. The maximunuatibat can be
awarded will increase by 20% annually, totaling $20.7 million iscdi 2011.
In fiscal 2008, $12 million in credits were awarded, the maximum amount undepthe ca

Florida Legislation

In 2001, Florida enacted a corporate tax credit for 75% of contributionfigibles
scholarship organizations that grant scholarships to low-income stuaktensliing a
nonpublic school. Students can receive a maximum scholarship of $3,950waniiball
program was amended in 2006 to provide for greater fiscal accountalidit a series of
fiscal improprieties at several scholarship organizations. iskalf 2008, scholarships
were awarded to 21,493 students attending 933 nonpublic schools. Twodhirds
students attended elementary school, one-fifth middle school, anghtihenmg attended
high school. Forty percent of students were African American, 2% wWispanic, and
23% were white. The Florida legislature has increased thleaimi@unt of credits that
can be awarded in each fiscal year from $50 million in fi2€fl4 to $118 million in
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fiscal 2009. In the last three fiscal years, approximately 96%llatredits available
under the cap have been awarded. The tax credit program is limgetidarships to
students attending a qualifying K-12 education school.

State Fiscal Effect:
Appropriations to the Reserve Fund

The bill provides that the Governor may appropriate funds to theveeerd, but does
not require or suggest an amount that should be appropriated. The amaoueditst
available for corporate donations in states with similar prograsns i Arizona
($12 million, rising to $20.7 million), Florida ($118 million), and Penwnagia

($75 million). In addition, individuals in Arizona claimed a total $#5 million in

credits.

If the program proposed by the bill is funded at a similar legethese other states,
general fund expenditures will increase by $50 to $75 million annu@le. Governor is
not required to provide a program appropriation or a minimum amount, howgwehe
extent that the Governor provides less or no money to the reservenfuard iyear,
general fund expenditures will be less.

Administrative Costs

The bill requires MSDE to implement and administer the tax cprdigram. MSDE
indicates it would need two full-time budget specialists and one sugtadt position.

General fund expenditures will increase by an estimated $178,5@@ah 2010, which

reflects a three-month implementation period before credits bea approved. This
estimate includes salaries, fringe benefits, and ongoing operating expenses.

The Comptroller's Office reports that it would incur a one-tem@enditure increase of
$37,400 in fiscal 2010 to add the credit to the personal incomfortax This amount
includes data processing changes to the SMART income tax return sangcesmd
imaging systems and systems testing.
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Positions 3

Salaries and Fringe Benefits $127,489
Operating Expenses 13,620
M SDE Expenditures $141,109
Comptroller Expenditures $37,400
Total FY 2010 Expenditures $178,509

Future year expenditures reflect a full salary with 4.4% animgadases, 3% employee
turnover, and 1% increases in ongoing operating expenses. Future yeastaatioim

cost at MSDE total $191,400 in fiscal 2011, $200,300 in fiscal 2012, $209,600 in
fiscal 2013, and $219,400 in fiscal 2014.

Additional Information

Prior Introductions. SB 373 of 2008 received a favorable with amendments report
from the Senate Budget and Taxation Committee, passed the Sewhateceived a
hearing in the House Ways and Means Committee, but no further aci®rtaken.

HB 812 of 2008 received a hearing in the House Ways and Means Comimitta®
further action was taken.

CrossFile: SB 715 (Senator DeGranggeal.) - Budget and Taxation.

Information Source(s): Arizona Department of Revenue, Florida Office of Program
Policy Analysis and Government Accountability, Georgia DepartneénEducation,
Pennsylvania Department of Community and Economic Development rCémte
Business Financing, National Conference of State Legislaturaapi@iler's Office,
Department of Legislative Services

Fiscal Note History:  First Reader - March 8, 2009
mcp/hlb

Analysis by: Robert J. Rehrmann Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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