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As policymakers have added a growing number of business subsidies to Maryland’s tax code over the last several
decades, evidence has begun to pile up that the millions of dollars we put into business tax breaks each year do little
to support Maryland’s economy. Worse, these tax breaks use up resources that could otherwise be invested in assets
businesses value, such as great public schools and modern transportation infrastructure. House Bill 560 would
repeal a special tax break for data centers that has only been in existence since 2020, and as a result prevent deeper
cuts to public services that both businesses and families value. For these reasons, the Maryland Center on
Economic Policy supports House Bill 560.

Data centers are large warehouses that house computing hardware and systems designed to store, access, and
disseminate large amounts of data. They can range in size and scale, but all serve the same function. Prior to the rise
in use of artificial intelligence, data centers were not a massive enterprise. The hyperscale growth of the industry
around the country over the last few years has raised concerns in communities about environmental impact,
electricity demand, and local input where these data centers are housed.i The rapid growth of the industry is partly
due to several states offering generous sales and use tax exemptions on purchased hardware to attract these
businesses. These personal property sales and use tax exemptions are offered on a wide range of hardware and
infrastructure needed to build and operate data centers. The larger the data center, the more equipment needed to
run it. These exemptions also affect the local government revenues, as the exemption applies to both the state and
local share of personal propertyii.

Maryland began offering these tax exemptions to data centers after the legislature passed Senate Bill 397 in 2020.
The exemption for qualified data centers requires them to meet the a certain investment and job creation threshold.
This amounts to at least $2 million in investments in designated counties and $5 million in the rest of the state,
issued after a three-year report period. It also conditioned the exemption on being a net job creator and offer wages
at 150% of the state minimum wage. In general, it is difficult to impossible to determine whether tax subsidies
played any causal role in jobs at subsidized projects, or if those jobs would have existed without any subsidy.

These incentives can last up to 10 years and even more in some cases. Given the increasing size and scale of data
centers built today, this exemption can be met by many varying types of data centers.lii House Bill 560 seeks to end
these tax exemptions while deauthorizing localities from assessing exemptions.

With the explosion of data center construction in full swing, states with generous tax exemptions have begun to
realize real fiscal loss from state and local revenues. Around the country, states are now seeing massive revenue
losses from sales and use tax. Virginia, for example, has led the nation to attract data centers,iV but not without
costly forgone state revenue. Virginia’s Fiscal Year 2026 estimated loss of sales and use tax revenue from data
centers at $1.6 billion.V Other states such as Texas and Illinois have lost $1 billion in Fiscal Year 25 and $370 million
in Fiscal Year 23 respectively.Vi Maryland does not publicly disclose the overall revenue loss to data centers, but
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according to state data shared by request, the state has forgone approximately $22 million in sales and use tax as
of 2025.Vii As data centers typically employ few people, only 276 jobs were reported by those facilities during that
time period. In 2025, Maryland approved four additional designations for data center projects. With the tax break
on a three-year report basis, the cost could grow significantly in coming years and put further pressure on the state
budgets.

Meanwhile, evidence shows that these special tax breaks do little to support our economy."ii One reason for the
disappointing performance of tax subsidies is the relative insignificance of state and local taxes to businesses’
bottom lines, as they account for only 2 to 3 percent of most companies’ cost structure.

While evaluations of the state’s data center tax breaks are not available, the Department of Legislative Services has
repeatedly found design flaws and limited evidence of effectiveness in business tax subsidies. Since 2022, DLS has
recommended terminating, consolidating, or reining in the following business tax breaks: the One Maryland
Economic Development Tax Credit,X the More Jobs for Marylanders Program,Xi the Enterprise Zone Tax Credit,Xii
the Innovation Incentive Tax Credit,Xiil the Credit for the Purchase of Cybersecurity Technology or Services,XiV the
Research and Development Tax Credit,XV the Film Production Activity Tax Credit,XVi and the Businesses that Create
New Jobs Tax Credit.XVii

As forgone tax revenues cost the state more each year, Maryland should end these long-term generous tax breaks for
the large, profitable corporations that are leading data center development nationwide.

For these reasons, the Maryland Center on Economic Policy respectfully requests that the House
Ways and Means Committee make a favorable report on House Bill 560.

Equity Impact Analysis: House Bill 560
Bill summary

House Bill 560 repeals existing state tax exemptions and repeals localities from assessing property tax reductions
for data centers in Maryland.

Background

States around the country offer tax exemptions on personal property for qualified data centers. While it varies by
state, Maryland offers a tax exemption if a business:

= Invest $2 million on personal property in certain counties (Tier 1) and $5 million in the rest of the state.
= Isanetjob creator and has an average wage 150% above the state minimum wage.

Maryland’s data center tax subsidies were created under Chapter 640 of 2020.

Equity Implications

Data centers can impact local communities in several ways:Xviii

= Increased utility rates from high energy demand, often leading to costly infrastructure upgrades.
= Increased resource consumption for heating, cooling, and electricity generation.
=  Environmental issues from prolonged fossil fuel use, especially for power generation.

These externalities often impact local communities who often don’t get to negotiate as stakeholders.
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Furthermore, ineffective business tax subsidies like the one repealed under House Bill 560 use up revenue that
could otherwise support investments that build broad-based opportunities, such as public education and child care
scholarships.

Impact

House Bill 560 would likely improve racial and economic equity in Maryland.
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