Congressional
’A\ Research Service

Informing the legislative debate since 1914

The Earned Income Tax Credit (EITC):
An Overview

Gene Falk
Specialist in Social Policy

Margot L. Crandall-Hollick
Specialist in Public Finance

April 18,2018
Congressional Research Service
7-5700
WWW.CI'S.gOV
R43805
CRS REPORT

Prepared for Members and
Committees of Congress




The Earned Income Tax Credit (EITC): An Overview

Summary

The Earned Income Tax Credit (EITC) is a refundable tax credit available to eligible workers
earning relatively low wages. Because the credit is refundable, an EITC recipient need not owe
taxes to receive the benefit. Eligibility for and the amount of the EITC are based on a variety of
factors, including residence and taxpayer ID requirements, the presence of qualifying children,
age requirements for childless recipients, and the recipient’s investment income and earned
income. Tax filers with income above certain thresholds—these thresholds are based on marital
status and number of qualifying children—are ineligible for the credit.

The EITC varies based on a recipient’s earnings. Specifically, the EITC equals a fixed percentage
(the “credit rate”) of earned income until the credit amount reaches its maximum level. The EITC
then remains at its maximum level over a subsequent range of earned income, between the
“earned income amount” and the “phase-out amount threshold.” Finally, the credit gradually
decreases to zero at a fixed rate (the “phase-out rate”) for each additional dollar of adjusted gross
income (AGI) (or earned income, whichever is greater) above the phase-out amount threshold.
The specific values of these EITC parameters (e.g., credit rate, earned income amount) vary
depending on several factors, including the number of qualifying children a tax filer has and his
or her marital status. For the 2018 tax year, the maximum EITC for a tax filer without children is
$519 per year. In contrast, the 2018 maximum EITC for a tax filer with one child is $3,461 per
year; for two children, $5,716 per year; and for three or more children, $6,431 per year.

Two temporary modifications to the EITC were enacted as part of the American Recovery and
Reinvestment Act of 2009 (ARRA; P.L. 111-5), extended by P.L. 111-312 and P.L. 112-240, and
made permanent by the Protecting Americans from Tax Hikes (PATH) Act (Division Q of P.L.
114-113). The first modification was a larger credit for families with three or more children, while
the second reduced the EITC’s marriage penalty.

The EITC is provided to individuals and families once a year, in a lump sum payment after
individuals and families file their federal income tax returns. The credit may be received in one of
three ways: (1) a reduction in federal tax liability; (2) a refund from the Treasury if the tax filer
has no income tax liability; or (3) a combination of a reduced federal tax liability and a refund.
The amount of the credit a tax filer receives is based on the prior year’s income, earnings, and
family composition (marital status and number of qualifying children). That is, the EITC earned
based on 2018 earned income will not be paid until 2019.

The EITC cannot be counted as income in determining eligibility for or the amount of any
federally funded public benefit program. An EITC refund that is saved by a tax filer does not
count against the resource limits of any federally funded public benefit program for 12 months
after the refund is received.

For tax year 2015 (returns filed in 2016), a total of $68.5 billion was claimed by 28.1 million tax
filers (19% of all tax filers), making the EITC the largest need-tested antipoverty cash assistance
program. In that year, 97% of all EITC dollars were claimed by families with children. However,
there was considerable variation in the share of returns claiming the EITC by state, with a greater
share filed in certain southern states compared to other regions of the country.
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combat zone is considered combat pay and is normally rot included in taxable income. However,
a tax filer may elect to include combat pay as earned income for the purpose of calculating the
EITC.” Generally, servicemembers will make this election if it results in a larger credit. (Using
combat pay to calculate the EITC does not make the combat pay taxable income.)

Certain forms of income are not considered earned income for the purpose of the EITC. These
include pension and annuity income, income of nonresident aliens not from a U.S. business,
income earned while incarcerated for work in a prison, and TANF benefits paid in exchange for
participation in work experience or community service activities.

Finally, tax filers who claim the foreign earned income exclusion (i.e., they file Form 2555 or
Form 2555EZ with their federal income tax return) are ineligible to claim the EITC.?

Residency Requirements

Under current law, an EITC recipient must be a resident of the United States, unless the recipient
resides in another country because of U.S. military service.

Qualifying Children

An EITC recipient’s qualifying child must meet three requirements.’ First, the child must have a
specific relationship to the tax filer (son, daughter, step child or foster child,'® brother, sister, half-
brother, half-sister, step brother, step sister, or descendent of such a relative). Second, the child
must share a residence with the taxpayer for more than half the year in the United States."’ Third,
the child must meet certain age requirements; namely, the child must be under the age of 19 (or
age 24, if a full-time student) or be permanently and totally disabled.

As a result of these three requirements, a child may be the qualifying child of more than one tax
filer in the same household. For example, a child who lives with a single parent, grandparent, and
aunt in the same home could be a qualifying child of all three of these individuals. But only one
of these individuals can claim the qualifying child for the EITC, and the others cannot. Indeed, it
appears that under current law, the other individuals are also ineligible to claim the childless
EITC." In the case where the tax filers cannot agree on who claims the child, there are “tie-
breaker” rules for who can claim the child for the EITC."

" For more information, see https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/special-eitc-
rules.

8 See Internal Revenue Code (IRC) §32(c)(1)(C) and http:/www.irs.gov/Individuals/EITC,-Earned-Income-Tax-
Credit,-Questions-and-Answers.

® If an individual is the qualifying child for the purposes of the EITC of another person, that individual cannot
themselves claim the EITC. For more information, see http://www.irs.gov/Individuals/EITC,-Earned-Income-Tax-
Credit,-Questions-and-Answers.

10 If placed by an authorized agency or court order.

11 Qualifying children who reside with a servicemember who is stationed outside the United States while serving on
extended active duty with the U.S. Armed Forces are considered to reside in the United States for the purposes of the
EITC.

12 Currently, there is no federal regulation which states that taxpayers with a qualifying child who do not claim that
qualifying child for the EITC are ineligible for the credit. However, the website of the Internal Revenue Service does
state that such individuals are ineligible for the childless EITC. For more information, see https://www.irs.gov/credits-
deductions/individuals/earned-income-tax-credit/qualifying-child-of-more-than-one-person.

13 The tie-breaker rules are: (1) if both tax filers are parents of the child, the parent with whom the child resided the

longest during the year claims the child for the EITC; (2) if the child resided with each parent for the same amount of
(continued...)
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Age Requirements for EITC Recipients with No Qualifying
Children

If a tax filer has no qualifying children, he or she must be between 25 and 64 years of age to be
eligible for the EITC. There is no age requirement for tax filers with qualifying children.

Investment Income

A tax filer with investment income over a certain dollar amount is ineligible for the EITC. The
statutory limit—$2,200—is adjusted annually for inflation. For 2018, the limit on investment
income is $3,500. Investment income is defined as interest income (including tax-exempt
interest), dividends, net rent, net capital gains, and net passive income. It also includes royalties
that are from sources other than the filer’s ordinary business activities.

Disallowance of the EITC Due to Fraud or Reckless Disregard
of Rules

A tax filer is barred from claiming the EITC for a period of 10 years after the IRS makes a final
determination to reduce or disallow a tax filer’s EITC because that individual made a fraudulent
EITC claim. A tax filer is barred from claiming the EITC for a period of two years after the IRS
determines that the individual made an EITC claim “due to reckless and intentional disregard of
the rules” of the EITC, but that disregard was not found to be fraud.*

Identification Requirements

To be eligible for the credit, the tax filer must provide valid Social Security numbers (SSNs) for
work purposes for themselves, spouses if married filing jointly, and any qualifying children. The
SSNs must be issued before the due date of the income tax return.'® (U.S. citizenship is not
required to be eligible for the credit. SSNs do not indicate U.S. citizenship.) Nonresident aliens—
those who do not have green cards or do not spend sufficient time in the United States—are
generally ineligible for the EITC."

(...continued)

time during the year, the parent with the highest adjusted gross income (AGI) claims the child for the EITC; (3) if only
one tax filer is the parent of the child, the tax filer who is the parent claims the child for the EITC; and (4) if neither tax
filer is the parent of the child, the tax filer with the highest AGI claims the child for the EITC.

4 See IRC §32(K).

15 For more information on Social Security numbers valid for work purposes, see SSA, Social Security Number for
Noncitizens, at https://www.socialsecurity.gov/pubs/EN-05-10096.pdf; CRS Report R43840, Federal Income Taxes
and Noncitizens: Frequently Asked Questions, by Erika K. Lunder and Margot L. Crandall-Hollick; CRS Report
R44290, Legal Authority for Aliens to Claim Refundable Tax Credits: In Brief, by Erika K. Lunder.

16 See IRC §32(m).

7 Nonresident aliens may be eligible to claim the credit if they are married to a U.S. citizen or resident alien, make the
election to be treated as a resident alien, and file a joint return. For more information on the tax treatment of
nonresident aliens, see CRS Report RS21732, Federal Taxation of Aliens Working in the United States, by Erika K.
Lunder (available upon request); CRS Report R43840, Federal Income Taxes and Noncitizens: Frequently Asked
Questions, by Erika K. Lunder and Margot L. Crandall-Hollick.
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Appendix. Additional Tables

Table A-1. EITC Tax Filers and Dollars Claimed: 1975-2015

In millions of nominal dollars In millions of constant 2015 dollars

Tax Filers

Claiming

the EITC Total Refunded Average Total Refunded Average

Year (Millions) EITC EITC EITC EITC EITC EITC

1975 6.215 $1,250 $900 $201 5,507 3,965 886
1976 6.473 1,295 890 200 5,394 3,707 833
1977 5.627 1,127 880 200 4,408 3,442 782
1978 5.192 1,048 801 202 3,810 2912 734
1979 7.135 2,052 1,395 288 6,699 4,554 940
1980 6.954 1,986 1,370 286 5713 3,941 823
1981 6.717 1,912 1,278 285 4,985 3,332 743
1982 6.395 1,775 1,222 278 4,360 3,001 683
1983 7.368 1,795 1,289 244 4,272 3,067 58l
1984 6.376 1,638 1,162 257 3,737 2,651 586
1985 7432 2,088 1,499 28I 4,599 3,302 619
1986 7.156 2,009 1,479 28I 4,345 3,198 608
1987 8.738 3,391 2,930 388 7,075 6,113 810
1988 11.148 5,896 4,257 529 11,813 8,529 1,060
1989 11.696 6,595 4,636 564 12,606 8,861 1,078
1990 12.542 7,542 5,266 601 13,677 9,550 1,090
1991 13.665 11,105 8,183 813 19,325 14,240 1,415
1992 14.097 13,028 9,959 924 22,009 16,824 1,561
1993 15.117 15,537 12,028 1,028 25,485 19,729 1,686
1994 19.017 21,105 16,598 1,110 33,753 26,545 1,775
1995 19.334 25,956 20,829 1,343 40,368 32,394 2,089
1996 19.464 28,825 23,157 1,481 43,544 34,982 2,237
1997 19.391 30,389 24,396 1,567 44,877 36,027 2,314
1998 20.273 32,340 27,175 1,595 47,025 39,515 2,319
1999 19.259 31,901 27,604 1,656 45,385 39,271 2,356
2000 19.277 32,296 27,803 1,675 44,452 38,268 2,305
2001 19.593 35,784 29,043 1,826 47,891 38,869 2,444
2002 21.574 37,786 33,258 1,751 49,783 43,817 2,307
2003 22,112 39,186 34,508 1,772 50,477 44,451 2,283
2004 22.270 40,024 35,299 1,797 50,219 44,290 2,255
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In millions of nominal dollars In millions of constant 2015 dollars
Tax Filers
Claiming
the EITC Total Refunded Average Total Refunded Average
Year (Millions) EITC EITC EITC EITC EITC EITC
2005 22.752 42,410 37,465 1,864 51,469 45,468 2,262
2006 23.042 44,388 39,072 1,926 52,186 45,936 2,264
2007 24.584 48,540 42,508 1,974 55,487 48,592 2,257
2008 24.756 50,669 44,260 2,047 55,779 48,724 2,253
2009 27.041 59,240 53,985 2,191 65,447 59,642 2,421
2010 27.368 59,562 54,256 2,176 64,741 58,974 2,365
2011 27912 62,906 55,350 2,254 66,284 58,322 2,375
2012 27.848 64,129 56,190 2,303 66,202 58,007 2,377
2013 28.822 68,084 59,145 2,362 69,271 60,175 2,403
2014 28.538 68,339 58,889 2,395 68,420 58,959 2,398
2015 28.082 68,525 58,795 2,440 68,525 58,795 2,440

Source: Congressional Research Service. For pre-2003 data, U.S. Congress, House Committee on Ways and
Means, 2004 Green Book, Background Material and Data on Programs Within the Jurisdiction of the Committee on
Ways and Means, 108t Congress, 24 session, WMCP 108-6, March 2004, pp. 13-41. For 2003 and later data,
Internal Revenue Service, Statistics of Income, SOI Tax Stats-Individual Statistical Tables by Size of Adjusted Gross
Income, Table 2.5.

Note: Constant 2015 dollars were computed using the Consumer Price Index for all Urban Consumers (CPI-U).

Table A-2.Average EITC, Number of Returns with EITC Claimed, and Total EITC
Benefits for 2015, by Adjusted Gross Income

Three or
No One Two More
Qualifying Qualifying Qualifying Qualifying
AGI Totals Children Child Children Children

Average Credit
Less than $5,000 $536 $214 $1259 $1516 $1842
$5,000 to $9,999 1537 438 2776 3095 3463
$10,000 to $14,999 2655 219 3305 5086 5719
$15,000 to $19,999 4175 207 3269 5430 6090
$20,000 to $24,999 3867 I5 2728 4810 5558
$25,000 to $29,999 3036 0 2005 3876 4727
$30,000 to $34,999 2208 0 1248 2876 3783
$35,000 to $39,999 1509 0 614 1895 2785
$40,000 to $44,999 1138 0 402 1067 1797
$45,000 and higher 689 0 0 505 8lé6
Totals 2440 294 2411 3830 4185
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Three or
No One Two More
Qualifying Qualifying Qualifying Qualifying
AGI Totals Children Child Children Children

Total Returns with EITC

Less than $5,000 2,601,793 1,889,859 436,819 201,374 73,740
$5,000 to $9,999 4,657,247 2,579,641 1,451,448 462,199 163,958
$10,000 to $14,999 6,249,889 2,469,718 1,950,933 1,352,646 476,591
$15,000 to $19,999 3,803,504 315,055 1,622,541 1,293,599 572,309
$20,000 to $24,999 2,871,259 11,992 1,437,242 965,174 456,851
$25,000 to $29,999 2,474,924 0 1,288,353 795,726 390,844
$30,000 to $34,999 2,126,651 0 1,073,220 694,718 358,713
$35,000 to $39,999 1,827,385 0 794,708 680,147 352,531
$40,000 to $44,999 933,831 0 206,319 449,258 278,254
$45,000 and higher 535,225 0 0 218,935 316,290
Totals 28,081,708 7,266,266 10,261,585 7,113,774 3,440,083
Total EITC Claimed ($ in Thousands)

Less than $5,000 $1,394,768 $403,902 $549,739 $305,264 $135,860
$5,000 to $9,999 7,156,186 1,128,837 4,029,193 1,430,309 567,847
$10,000 to $14,999 16,592,719 539,916 6,447,781 6,879,588 2,725,435
$15,000 to $19,999 15,879,928 65,363 5,304,565 7,024,466 3,485,534
$20,000 to $24,999 11,102,536 177 3,920,324 4,642,962 2,539,073
$25,000 to $29,999 7,514,991 0 2,583,186 3,084,268 1,847,536
$30,000 to $34,999 4,694,628 0 1,339,567 1,998,221 1,356,841
$35,000 to $39,999 2,758,143 0 487,696 1,288,627 981,821
$40,000 to $44,999 1,062,476 0 82,985 479,451 500,040
$45,000 and higher 368,600 0 0 110,581 258,020
Totals 68,524,975 2,138,197 24,745,035 27,243,735 14,398,008

Source: Congressional Research Service, based on data from the Internal Revenue Service, Statistics of Income,
SOI Tax Stats-Individual Statistical Tables by Size of Adjusted Gross Income, Table 2.5.

Table A-3.Total EITC Returns and Amounts for 2015, by State

Percentage
Returns of Total
with Returns Total EITC Percent
Total EITC with EITC Claimed Average of EITC
State or Area Returns Claimed Claimed (In $1,000s) EITC Refunded
United States 149,726,990 27,995,920 18.7%  $68,061,561 $2,431 86.0%
Alabama 2,053,780 521,470 25.4% 1,444,699 2,770 88.6%
Alaska 362,250 47,960 13.2% 99,054 2,065 88.5%
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