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Proposed law provides a tax deduction for early childhood care and education expenses. Eligible children from birth to four
years of age that are claimed as dependents for income tax purposes generate the deduction. The deduction is in lieu of an
existing state child care expense credit and the child care expenses school readiness credit.

Applicable to amounts paid on or after January 1, 2022.

The Department of Revenue indicates that the costs to modify and test tax systems to incorporate an additional adjustment
to income (deduction in this case) is typically approximately $26,000 of staff time.

Some idea of the state’s fiscal exposure to this deduction can be obtained by prorating the share of the state’s population
under five years of age (6.5% of 2019 Census estimates) to the number of dependency claims on resident income tax
returns (1,275,289 on 2019 returns), resulting in 82,894 potentially eligible deduction claims. At $5,000 per potential
eligible, the total deduction from taxable income would be some $414 million. Assuming dependents spread throughout filer
income ranges, an effective state tax rate of 2.9% applied to the total deduction amount results in some $12 million of state
tax reduction exposure.

This exercise generates a maximum exposure, with true exposure less than this maximum for a number of reasons. Some
taxpayers will not claim the deduction for lack of eligible expenses. Some taxpayers will have eligible expenses less than
$5,000. Some taxpayers will not have sufficient taxable income from which to deduct the entire amount of deduction they
are entitled to; true for taxpayers with only one eligible child, and especially for taxpayers with more than one child (the
deduction is available for each child). However, if these factors reduce the maximum deduction by as much as 50%, the
state fiscal exposure is still some $6 million per year.
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