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Newborn Tax Credit: the Pro-Family Policy Indiana Needs

The problem: Parents face rising costs to support their families
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These costs add up quickly and create difficulties for families welcoming a new child.' Indiana’s current $1,500
exemption for a newborn only equates to about $45 dollars in tax relief for a new family.

SB 497: Tax Credit for Newborn Children

SB 497: Tax Credit for Newborn Children, authored by Sens. Walker and Donato, will repurpose the
existing $1,500 tax exemption and turn it into a more robust $500 refundable tax credit (5250 for
married filing separately). The credit will be available to Indiana families up to 720% of the poverty line.
A tax credit of $500 would provide meaningful support to families as they navigate the challenges of
caring for a newborn baby.
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Make Indiana a more pro-family state to
raise a child - which is good for families and
also incentivizes business development

Target state funds to the most
critical time for families - the first
year of life

This bill’s $34 million price tag means big impact for families and low fiscal impact on the budget.
Implementing a Newborn Tax Credit is an opportunity for Indiana to be both innovative and fiscally
responsible in how we support families while adapting to Indiana’s current needs.
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Policy Comparison

NEWBORN TAX CREDIT EXISTING EXEMPTION
Amount of state tax relief for a $500, 845
family with a newborn or $250 for a parent filing a separate return

Refundable credit puts money back into their . .
Exemption reduces taxable income, but does not

Flexibility for parents ocket to help with diapers, childcare, and
tyforp P P P always translate to a refund for parents

medical expenses

. Credits are easy to understand, dollar-for- |Exemptions can be confusing for taxpayers because
Empowering parents by

. dollar tax relief applied to a family’s tax liability they reduce taxable income - which means a
simplifying the tax code

- a $500 credit equals $500 of tax relief $1,500 exemption only equals $45 in tax relief

First Year of Life — there’s no time to waste!

e Research underscores the importance of the first 3 years of a child’s life in shaping their cognitive,
emotional, and social development. Over a million new neural connections form every second from birth to
age 3, and the brain relies on environmental input to fully form." Unfortunately, this period of rapid growth
makes young children especially susceptible to harmful environmental stressors—such as poverty.

e Income supplements, such as newborn tax credits, can reduce poverty and improve child and parent health",
as well as benefit a child’s long-term health, education, and earnings."

e Research also suggests that financial relief to young families pays dividends. For every $1,000 provided to
families with children, society reaps $5,603 in benefits due to: (1) increased earnings in adulthood, (2)
reduced health care costs, and (3) fewer expenditures related to crime."

e Another longitudinal analysis found that a mere $1,300 in cash benefit during infancy can produce long-term
impacts in a young person’s educational and employment outcomes."
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