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PRESIDENT CLINTON PROPOSES TO EXPAND THE EARNED INCOME TAX

CREDIT IN ORDER TO INCREASE THE REWARD FOR WORK AND FAMILY
Jemuary 12, 2000
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Today President Clinton Will Aunounce His $21 Billion Plan to Expand the Farned Income Tax
Credit — A Key Part of His * New Opportunity Ageada.” The President’s proposal would expand the
Earned Income Tax Credit (EITC) to provide tax reliel for 6.4 million hard-pressed working familics.
The expansion will cost about $21 billion over 10 years.

Building on the Successes of the 19%3 EITC Expansion. In 1993, the President signed into law the
fargest EITC expansion ever to provide a tax cut for 15 million working familizs while rewarding work
and family. Today, the success of the EITC in reducing poverty and encouraging work is clear

4.3 Million People Direcily Lifted Out of Poverty by the EITC in 1998 — more than double the number
tifted out of poverty in 1993,

2.3 Million Children Directiy Lifted Out of Poverty by the ETTC in 1998, This includes 600,000
African-American children and 600,000 Hispanic children,

Largest Drop in Poventy and Child Poverty in Over Three Decades. The poverty rate has fallen from 15,1
perceat in 1993 to 12.7 percent in 1998 ~ the lowest since 1979, At the same time, the child poverty rate
fell from 22.7 percent to 18.8 percent — the lowest child poverty rate since 1380,

More Single Mom's Are Working Than Ever Before. The percentage of single mothers who work and
receive no weltare has risen from 60.9 percent in 1992 to 73.8 percent In 1998,

The President’s Proposal [ncreases the Rewsrd to Work and Family in Four Ways:

Expand the Maximum Credit for Working Families with Three or More Children By $560. This would
provide a tax break for 2.1 million low- and moderate-income working families, This expansion is
targeted at the highest concentration of child poventy: in 1998 the poverty rate for children in families
with three or more related children was 28.5 percent — more than twice the 11.9 percent poverty rate for
children tn families with one or two related chitdren,

Expand the Credit for Married, Two-Earner Couples. This would benefit over 1.3 million married filers.
For married, two-camer couples, this provision by itself would provide an aversge tax bresk of $250.
Increase the Reward 10 Work White Expanding the Credit for Families with Two or Maore Children.
This would provide an additional tax break, and an additional incentive to work, for families with two or
more children by lowering the phasecut rate to give more rewards to families struggling to work their way
mte the middie ¢lass. .
Encouraging Savings Theough Simplification. Currently, when a working family contribotes to a
401{k) they may see thelr BITC reduced. This proposal encourages savings and simplifies the calculation
of garned mcome for the purposes of the EITC.

Here is How These Changes Would Increase the Reward to Work for Americon Families:

THE PRESIDENTS PROPOSED INCREASE IN THE EARNED INCOME TAX CREDIT
Pre-1993 Law Current Law " Proposal increase
Married"; 2 children; $1,438 $2.524 32.540 5418
$20,000 earnings
Individual; 3 children; $2,331 $3.577 34,116 +3538
% 12,000 earnings




Married*: 3 children; §502 31892 $2.867 +§375
$23,000 earnings

*Both spouses must carn at least $725 to qualify for the additional credit for a married couple.

DETAILS OF THE PRESIDENT'S PROPGSAL

The President’s Proposal Would Expand the Earned Income Tax Credit to Provide Tax Relief for
6.4 Million Hard-pressed Working Families. The average increase for families with three or more

. children is $544 and some married couples with three or more children could see as much as an additional
$1,155 tax eredit. The expansion will cost about 521 billion over 10 years. The four major provisions of
President’s EITC expansion are:

Expand the Maximum Credil for Workmg Families with Three or More Children By $500, The
President™s proposal would add a “third tier” 1o the EITC to expand benefits for families with three or
more children, Very low.income families will get 45 cents for every additional dollar they camn —
compared t¢ 40 cents under current faw. This higher credit rate will increase the maximum ¢redit for a
family with three children in 2001 from 33,992 to $4,491 — a roughly $500 increase. This proposed new
“tier™ of the EITC is motivated by the fact that 60 percent of all poor children - 7.7 million children - are
in familics with three or more children. Addng a thind tier 1o the BITC would provide a 1ax break for 2.1
million low- and moderate-income working families.

Expand the Credit for Marvied, Two-Earner Couples. The President’s proposal would allow married
couples to earn an additional $1,450 more before beginning to have their EITC phased out. For example,
in 2001 a married, two-cammer conple with children would be able to eam up to 314480 and still receive
the maximum EI'TC, as compared to the $13,030 threshold under current law. The result of this provision
would be to provide an sdditional $250, on average, for married, two-earner couples. This provision
would benefit over 1.3 million married filers.

Increase the Reward to Work While Expanding the Credit for Families with Two or More
Children. The third provision of the President’s proposal would provide an additional tax bregk, and an
additional incentive to work, for familkes with two or more children. Under cusrent Iaw the EI'TC fonr

© these families is reduced by 21.06 percent for each dollar they eam above the maximum threshold. The
President’s proposal wauld lower this phase-out rate 1o 19.06 percent — a tax break for 5.4 million of
America’s hard-pressed working families.

Encouragiag Savings Through Simplification. Under current law, 401{k} contributions and other
forms of nontaxable earned income are counted as income in computing the EITC. For many families
this means that if they increase their contributions to a 401(k) then they will see their EI'TC reduced. The
President proposes to encourage savings for poor people by eliminating nontaxable earned income from
the cakeulation of the EITC. In addition to encouraging savings, this step will simplify the EITC, and
continue 1o increase compliance.

THE PRESIDENT’S 1993 EITC EXPANSION HAS CONTRIBUTED YO THE LARGEST
REBDUCTION IN POVERTY IN OVER THREE DECADES

In 1993, the President Signed Inlo Law the Largest EITC Expansion Ever. The President’s policy
provided a tax cut for 18 million working families. For every dollar a very low-income working parent
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with one child earns, the EITC was increased from 23 cents to 34 cents (25 cents to 40 cents for two plus
children). The maximum credit was increased by over $1,500. The income limit on eligibility was
increased by about $3,700.

Nearly 19 Million Families Claim the EITC. In FY 1999, the cost of the program was $30.5 billion. [n
2001, the average credit for all claimants will be $1,680 and for claimants with children it will be $1,990.
[Source: U.S. Department of the Treasury]

I
In 1998, the EITC Was Directly Responsible for Lifting 4.3 Million People Out of Poverty — Twice
the Number Lifted Out in 1993. Census Department statistics show that the EITC was directly
responsible for lifting 4.3 million people out of poverty in 1998 - more than twice the number lifted out
of poverty in 1993. The indirect contribution of the EITC to poverty reduction may be even greater given
the evidence that the EITC provides a powerful incentive to work. [Source: Calculations using data from
the U.S. Census Bureau.]

In 1998, the EITC Was Directly Responsible for Lifting 2.3 Million Children Qut of Poverty. The
2.3 million children lifted out of poverty by the EITC include 600,000 African-American children and
600,000 Hispantc children. [Source: Calculations using data from the U.S. Census Bureau.)

Expanded EITC and Higher Minimum Wage Has Led to Large Real Income Growth For Hard-
pressed Families. A working parent with two children earning the minimum wage in 1993 made
$10,559 with the EITC (in 1998 inflation-adjusted dollars} — well below the poverty line. With the 1993
increase in the EITC and the 90 cent increase in the minimum wage in 1996 and 1997, a similarly situated
family in 1998 was above the poverty line — making $13,268 — a 26 percent inflation-adjusted increase in
their standard of living.

Poverty Rate Fell To 12.7 Percent in 1998 — Its Lowest Level Since 1979. The poverty rate has
declined from 15.1 percent in 1993 to 12.7 percent in 1998 ~ that’s the largest five-year drop in poverty in
nearly 30 years (1965-1970). There are now 4.8 million fewer people in poverty than in 1993. (In 1998,
the poverty threshold was $16,660 for a family of four.) [Source: U.S. Census Bureau]

The Largest Five-year Drop in Child Poverty in More than Three Decades. While the child poverty
rate remains too high, between 1993 and 1998, the child poverty rate has declined from 22.7 percent to
18.9 percent — that is the lowest child poverty rate since 1980 and the largest five-year drop in nearly 30
years (1965-1970). [Source: U.S. Census Bureau]

\ .
The Poverty Rate for Children in Families with Three or More Children is More than Double the
Poverty Rate for Children in One or Two-Children Families. Although the poverty rate for children
in families with three or more related children has fallen from 32.3 percent in 1993 to 28.5 percent in
1998, this is still more than twice the 11.9 percent poverty rate for children in families with one or two
related children. 7.7 millton children in families with three or more children were growing up in poverty
in 1998. [Source: Calculations by the Department of the Treasury using data from the U.S. Census
Bureau.] :

THE EVIDENCE 1S OVERWHELMING THAT THE EITC ENCOURAGES WORK

More Single Mothers With Children Are Working Than Ever Before. After staying essentially
constant in the 1980s and early 1990s, the percentage of singe mothers aged 16 to 45 who work and
receive no welfare has risen from 60.9 percent in 1992 to 75.0 percent in 1998. The percentage of single
mothers who worked rose from 73.7 percent in 1992 to 86.6 percent in 1998. [Source: Calculations by



Professor Jeffrey Licbman using data from the Burean of Labor Statistics” March Current Population
Surveys.]

According to One Study, More Than 60 Percent of the Tncrease In the Employvinent of Single
Mothers Has Been Due fo Expansions of the EITC, Bruce Mever and Dan Rosenbaum find that 83
percent of the change in the emploviment of single mothers between 1984 a0d 1996 can be explained by
the expansions of the EITC. [Source: “Welfare, the Earned Income Tax Cradit, and the Labor Supply of
Single Mothers.” National Bureau of Economic Resesrch Working Paper No, 7383, September 1999 ]

Another Study Predicted That the 1933 EITC Expansion Would Induce 816,000 Familties To Maove
From Welfare to Work. Stacy Dickert, Scott Houser, and John Karl Scholz found that the 1993 EITC
expansion would induce 516,000 families to move from welfare 1o work. [Scurce: “The Earned Income
Tax Credit and Transfer Programs: A Study of Labor Market and Program Participation.” Tax Policy
ared the Economy No. 9, MIT Press: Cambridge, 1993.]

Another Study Shows that Increasing the Reward to Work, Increases Labor Force Participation.
Nada Eissa and Jeffrey Lichman found that the EITC significantly increases labor force participation
among single mothers, especially less educated women. [Source: “Labor Supply Response and the
Eamed Income Tax Credit.” Quarierly Journal of Economics 111{2), 1996}
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THE ROTH-NICKLES EITC PROPOSAL

Senators Roth and Nickles recently intreduced legislation to reduce the Earned
Income Tax Credit (EITC), which they may offer on the Senate floor as an amendment
to the welfare reform bill. Treasury Department estimates show that this legislation
would cut the EITC by $66 billion over seven years — or about triple the size of the
EITC reduction reflected in the Senate budget resclution. Senators Roth and Nickles
have said that over 10 years, their proposal reduces the EITC by $120 billion,

The Roth-Nickles bill contains nearly all of the EITC reductions assumed in the
Senate budget resolution and adds to them an array of additional cuts, some of which
are very large. This analysis covers the proposals included in the Roth-Nickles package
that are not also retlected in the Senate budget resolution.’ These include: ending
inflation indexing'of the EITC; reducing the EITC for families that receive child support
or Social Security; and eliminating the ETTC for some families with savings.

These prap{zszzis represent deep EITC reductions. The Treasury Department
estimates that by tax year 2000, some 19 million low-income working households
would be adversely affected by the proposal and have their EITC reduced an average
of more than $600 a plece that year. Eight million working families with two or more
children would lose an average of $886 in 2000, according to the Treasury analysis,
while seven million families with one child would lose an average of $563. More than
four millien poor workers without children would have their EITC terminated, losing
an average of $173 each. (The size of these TITC benefit reductions is expressed in 1996
dollars.}

Some of these proposals also would add major new complexities to the EITC and
be ditficult to acdminister. As a resuit, they would be likely to cause an increase in error
rates. ’

Ending inflation Indexing of the EITC

. President Reagan proposed indexing the EITC in the mid-1980s; his
proposal was enacted as part of the Tax Reform Act of 1986. The Roth-
Nickles proposal, however, would end indexation. Meanwhile, indexation

t

'ty addition to the BITC reductions discussed here, the Roth-Nickles bill alsa includes the falliswing

EITC changes assumed in the Senate budget reselution: repeal of the scheduled F4h expansion of the EITC
for farilies with twoar oore children, 2 reduction of wp to $89 per fantily Below current EITC levals for
families with bwo or miore children, mnd the elimination of the EITC for poor workess withuout childres,
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of the tax brackets and the perscnal exemption for those at higher income
levels would remain,

Higher-income families thus would continue to enjoy protection against the
effects that inflation would have on their tax burdens, while working poor
families would no longer have this protection. (Moreover, the House tax
bilt would extend indexing to capital gains, the gift and estate tax, and
depreciation allowances, three tax code provisions that primarily benefit
the wealthy and large corporations.)

HEITC indexing is eliminated, millions of working families will face tax
increases. Families with incomes between about $11,000 and $27,000 whose
wages simply keep pace with inflation will find that their EITC decreases
each year while their payroll taxes rise. The increases in tax burdens they
will face as a consequence will grow larger with each passing year.

Por example, if a family’s income keeps pace with inflation and EITC
indexing has ended, a family with two or more ¢hildren and income of
$12,000 in 1996 will, five years later, receive an EITC $460 smaller than the
credit it received in 1996, The family’s EITC will be more than $1,000 lower
than it would have been if the EITC had continued o be adjusted for
inflation. And while its BITC is falling, the family’s payroll tax will have
climbed $167.

The purchasing power of this family’s BEITC will decline 27 percent in the
five-year period. Morgover, for some working families, the decline would
be pven steeper. Families that earn $20,000 and whose wages simply keep
pace with inflatior will find that the purchasing power of their EITC
declines more than 50 percent over five years if indexation ends.

The Treasury Department estimates that by the yvear 2000, nearly 18 million
low-income working households would be adversely affected by this
proposal. This one proposal would reduce the EITC by $32 billion over seven
years. )

Senator Roth argues this provision will reduce fraud and is needed to
prevent BITC income limits from grawing too much. Ending indexing,
however, would not curb fraud. Fraud is best curtailed by the types of
steps the IRS instituted this year to tighten the processing of tax returns
claiming the EITC — such as checking all Social Security numbers on these
returns to ensure no child is claimed twice — not by cutting the EITC for
hard-pressed working families whose incomes barely keep pace with
inflation.
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Furié‘z?ermore, the EITC income limits for families with one child were not
raised at all by the 1993 EITC expansions. The income limits for these
families continue to be those that President Bush supported and signed into
faw in 1990, adjusted only for inflation,

The income limits for families with-two or more children were raised
modestly — about 14 percent — in the 1993 reconcitiation act. This was
done for a sound reason — that Act increased the EITC benefit for families
with two or more children to move close to a longstanding goal that had
been espoused by conservatives and liberals alike and by organizations
such as the Heritage Foundation — namely, that if a parent works full-time
throughout the year the parent should aot have to raise his or her childeen
in poverty. The increase in the BEITC benefit for families with two or more
children necessitated modestly raising the EITC income limit for these
families. Otherwise, EITC benefits would have to phase down too capidly
as earnings increased, raising marginal tax rates too high,

Onee the changes enacted in 1993 for families with twoe or more children
are phased in fully, the EITC income lmits for aff types of eligible families
will simply rise with inflation, just as the income tax brackets do for
families at all income levels including families at high income levels.

Cutting the EITC i‘nr Families that Receive Child Support or Social Security

The Roth-Nickles proposal would cut between $6 billion and $8 billion over five
years by counting Social Security, child support, and several smaller items as part of
adjusted gross income for EITC purposes and thereby reducing or eliminating EITC
benefits for families that receive Social Becurity or child support.

Counting child support payments would be problematic, as it would be difficult
and burdensome to administer and would add inequities to the tax code. It also would
sharply reduce the EITC for many families headed by a divorced working mother.

*

The IRE has no information on the child suppart payments that a custodial
parent receives and lacks a reliable means of securing this information. The
GAQ recently took note of the administrative difficulties such a proposal
would cause. This proposal thus would be difficult for the IRS to enforce.
An almost-certain result would be higher ercor rates.

In addition, counting ¢hild support in this manner would essentially lead to
income being taxed twice, Non-custodial parents alveady pay income tax on
the income from which child support payments are made. Under this
proposal, receipt of child support payments also would increase the tax

‘
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burdens of custodial parents by reducing their EITC payments, effectively
taxing the same income a second Hme.

« . This change alse would be likely to lessen child support collections. Some
of the non-custodial parent’s child support payments would effectively be
taxed away, thereby lessening the non-custodial’s parent’s incentive to
make such payments.

Counting Social Security benefits as part of adjusted gross income also raises a
number of issues. The Social Security beneficiaries affected would primarily fall into
three groups: families in which one parent works while the other is disabled and
receives Social becurity disability benefits; eldecly individuals who have modest
earnungs and are raising a grandchild; and families containing a child whao receives
Social Security survivors benefits because one of the chifd’s parents has died,

«  While the Social Security benefits these families receive represent income,
counting these benefits in adjusted gross income when caleulating EITC
benefits could subject Social Security beneficiaries who are raising children
to larger taxes on their Secial Security benefits than some other Social
Security beneficiaries at higher income levels.

* In addition, the bill would count afl of Social Security benefits in adjusted
gross income, Yet a portion of Social Security benefits represent funds that
beneficiaries themselves have paid in to the Social Security system.

Eliminating Some Famities with Savings

Legislation enacted eaclier this year eliminated EITC eligibility for families with
interest, dividend, rent, and certain other income of more than $2,350. The Roth-
Nickles proposal would sharply lower this limit to §1,000, slicing several billion dollars
more from the BITC. The $1,000 level would not be indexed; it thus would tighten over
time, disqualifying more families with each passing year.

This would efiminate the EITC for many low-income working families with
modest savings who are saving for such reasons as to send a child to college, make a
downpayment on a house, start a business, or mest a medical emergancy ~ a growing
concern as the proportion of low-income working families that lacks health insurance
continues Lo rse.

This proposal alse would compel many low-income families to consume enough
of their assets o stay below the limit. We should neither be punishing low-income
working families if they save nor inducing them to consume rather than to save.

. This proposal also poses equity problems. Working families saving to
purchase a modest home could be disqualified; families that already own a

' 4
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homae ~— and thus do et need to amass as much in savings — would
remain ehigible.

. Senator Roth is Likely to draw an analogy to the stringent assets limit in
AFDC, Sucha comparison is inappropriate. AFDC is primarily for families
that do not work. By contrast, the EITC is for families that do work. Itls
designed to provide them tax relief and to encourage them to work and
save $0 that they can pull themselves and their children into the economic
mainstrearn.

!
Delaying EITC Benefits

The Roth-Nickles legisiation also would delay payment of a family’s EITC benefit
untit the Internal Revenue Service is able to match information on the tax return with
information on W-2s. While the intent of this proposal is laudable, the proposal is not
practicable at this time; it would cause extremely long delays between the filing of a tax
return and receipt of an EITC payment.

Inan analysis issued June 7, the Joint Tax Committes noted that this proposal
“could resuit in delays of many months between the filing of tax returns and the
issuance of refunds....” At present, the matching of tax returns and W-2s for tax returns
filed in a given year does not oecur until the next calendar year. Even if this process
could be greatly accelerated, the delays could not be shortened in the foreseeable future
to less than six months.

Delays of this length in issuing EITC payments are likely o weaken the perceived
link between work and EITC receipt. Rather than mandating that IRS undertake a
procedure for which it lacks the technology and staff to perform in a reasonable
timeframe, Congress should concentrate ont moving forward with IRS plans for Tax
Systems Modernization so that the IRS obtains the technology to institute additional
procedures in the future to improve compliance with both the EITC and cther aspects
of the tax code.

Conclusion

These proposals represent deep cuts in the EITC and would impose large tax
increases on millions of low-income working families who rely on the credit to offset
their payroll and income taxes and to boost their limited wages so they can rmise their
children more adequately. The proposals also would make low-paid work less
remunerative and thereby lessen the rewards of working over receiving welfare.

Finally, the proposal would tax a significant number of near-poor working
tamilies into poverty and tax millions more whe already are poor deeper intoc poverty.

193]
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TREASURY ESTIMATES OF EFFECTS OF EITC REDUCTIONS IN THE
SENATE BUDGET RESOLUTION AND THE ROTH-NICKLES BILL

Senate Budget Roth-Nickles Bill

Resolution in 1996  In 1996 In 2000*
Total EITC Recipianis
Number of Affected Taxpayers 14 million 19 million 18 million
Average Reduction $239 8311 $602
Taxpayers with Two or More Children
Nurmber of Affecied Taxpayers & miltion 8 million 8 million
Average Reduction . $305 $516 $886
Taxpayers with One Child
Number of Aflected Taxpayers 2 million 7 miltion 7 million
Average Reduction $137 $166 $563
Taxpavers without Children
Number of Aftecied Taxpayers 4 mitlion 4 millicn 4 million
Average Reduction $173 $173 $173

Source: Department of the Treasury, Office of Tax Analysis

" Figures in this column are expressed in 1996 dollars. The much larger reductions in the yaar 2000 than in 1996 are due
to the removal of indexation.
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PROSRESSIVE POLILY INSTISITE June 19, 1995

GOP Cuts in the EITC

! Raising Taxes on the Working Poor

M. Jeff Hamond and Lyn A, Hogan

The earned-income tax credit (EITC) is one of the most successiid social policies of the last
two decades. President Clinton’s five-year, $21 billion expansion of the EITC in 1993, based
on proposals from the Progressive Policy Institute (PP1), represents his greatest social policy
accomplishment and provides the foundation for any serious welfare reform.' The expanded
credit will help 1.4 million families—including close to 3 miltion children—escape poverly
by 19957

Yet the EITC is a target for cuts as the Republican-controlled Senate attempts to

balance the budget by the year 2002, Despite the GOF's strong past support for the EITC,
some Republicans now charge that the program is too costly, ineffective, and rife with fraud.
The evidence shows that these charges are emggem%d or plainly incorrect, and i is time
ter sat the record siraight. If consernatives are scrfous about promoting work by lew-mcome favniling
and ensuring that full-line workers escape poverty—prereguisiies for successful weltare refornp—ihey
witl help prt’f‘zm v this program.
Purpose Of the EITC. The EITCs fundamental purpose is to “make wark pav.” by
supplementing the earnings of those working for povertv-level wages. As opposed 1o less
well-targeted approaches such as the minimum wage, the EITC benefits only those below
a certain income level—and the vast majority of working families with children that are poor
or near-poor. When the 1993 reforms are fully implemented next year, the EITC will bring
the income of a farmdly of four with a full-tinie, vear-round worker at least up to the poverty
line, taking into account the value of the fanuly’s food stamps and the burden of its payroll
faxes,

The program accomplishes this goal by matching ¢ach dollar earned with a
refundobie tax credit of between 7.65 cents and 40 cents, depending on family size, until an
income cefling is reached. For a family with two or more children, the refundable credit
reaches a maximum kevel of 83370 when a1 worker earns 88,425, remnins at that lavel
through earnings of $11,000, and then gradually declines fo zero when earnings reach

"The eurrent design of the credit is based on an approach developed by PP vice prcssdv.,ni Robert |,
Shapira, swhe advanced the idea that oo family with a full-time, year- round worker shoald have to live
in povarty, For exangple, see "An Amenican Workm;’ W Euding Pov erty in Working Familivs,” PP,
Policy Repaort Mo, 3, February 1990

&

fohn Kad Seholz, "The Eazm&i i:zwmi Tax Crodit ?'srh:::pabun Cumpimna, 'vnd An t1»rm'cr{x

Sectiveness” National Tax Jourgal, March 1994, pp. 3981
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$27.000." The size of the credit varies according to family size since the poverty level varies
withy family size.

The EITC embodies both progressive and conservative values by: (1) rewarding those
whao' work, rather than those who live on public assistance; (2] targeting the gr&a test benefifs

to those with the grea%e%i need; (3), affse%tmg the tax burden on families struggling to make |

ends miéet] (4) providing incentives for people to enter the workforce who otherwise might
not do so; and (8} achieving these ends with virtually no government bureaucracy.
Moreover, the EITC supports the private market, rather than interfering with it, In fact, it
is the only program specifically designied to belp poor people who choose to work.

PPI's first policy report, published in June 1989, analyzed the EITC and the minimum
wage as alternative strategies for helping working poor families. Raising the minimum wage,
it was found, would help mainly second and third workers in middle-inconte families,
ignore poor workers who are self-employed, and be linanced through higher prices on
everyone, inc*uding poor paaple By contrast, a redesigned EITC could be targeted
axchisiv ely to lower-income penple, caver 4l the wmkmg peor, and be financed through the
progress:ve income tax. Having established the superior value of the EITC, it is now
troubling to see such a sensible program come under such thoughtless attack.

Opponents have leveled the following criticisms of the program, all misleading or
mnaccurate:

> Criticism #1: The program’s sharply rising costs have created anotier "out-of-
conirel entitiement” that needs to be reigned in,

> Criticism #2: The credit is poorly targeted: 1 assists only a small minority of

' Americans below the poverty Ime, while m’m:iiam‘eoublv ?zel;;lmg many who

are not poor. "

> Critigism #3: The program is subject fo unacceptably high rates of fraud.

> Criticism #4. On balance, it discowmges work because so many recipients
qualify in the phase-oul range of the credit,

>

Criticisin #3: The program discourages marriage, because low-income couples
who marry face sharp cuts in their total benefits.

We will demonstrate why none of these criticisms is well-founded.

Credit rates and dedlar figures are for 1996 and beyvond, when the 1993 expansion will I tully phised
.

Roburt I Shapire, "Work and Poverty: A Progressive View of the Miniomm Wage and the Eared
Income Tax Credit,” PPL Paliey Report No. 1, June 1989,

.
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Rising costs. The total costs of the EITC have grown significantly=—from $6.9 billion in
1990 to a projected $24.6 billion in 1996, Sens. Don Nickles (R-OK) and Judd Gregg, (R-NH)
have criticized this aspect of the EITC, arguing that cuts in the program are justified because
Congress must “restrain its unsusiainable rates of growth.” This contrasts sharply with past
GOP positions, when EITC expansions were preferred to regidar increases in the minimum
wage. : .

What critics conveniently ignore is that the recent expansions were specifically endorsed
by Congress. While growth in the major entitlements (Medicare, Medicaid, and Social
Security} is driven by rising health care costs and shifting demographics, the cost of the
EITC has grown quickly because Congress has voted to expand its scope and benefits twice
in the last five vears. Moreover. the purpose it served was clear and compelling: ensuring
that families with full-time workers would not live in poverty. In fact, once the 1993 changes
are fully phased in next year, the annual program costs will start to decling as o percentage
of the gross domestic product (GDP), again in contrast o the major entitement programs
serving the elderly. o ’

Target Population. Republicans have criticized the EITC for reaching only a small
mineritv of poor Americans: Of all families below the poverty line, only about 33 percent
are eligible for the EITC.

This statistic simply reflects the fact thai the EITC is designed to target nof all poor
families, but only low-income working families. By this measure, the program is remarkably
successful: Of all families eligible to receive the EITC in 1950, between 80 percent and 86

" percent did receive it. The EITC participation rate, therefore, is higher than that for Aid to

Families with Dependent Children (AFDC), which reaches 62 percent to 72 percent of
eligible families, or food stamps, which reaches 54 percent to 66 percent.” Furthermore,
analysts predict that the participation rate conld easily excesd 90 percent when the 1993
reforms are fully implemented.

Waste, Fraud, and Abuse. As benefits and participation have expanded, the number
of fraudulent claims has also increased, Some GO senators, most notably William Roth (R-,
DE) and Nickles, aim to cut the EITC because they claimy the progranm has a fraud rate of
35 percent fo 45 percent, thereby costing taxpayers billions of dollars in fraudulent refunds
and penalizing honest working families whose garnings do not pull them up to the poverty
line. )

Critics have made an important mistake by repeatedly citing this statistic. 1t is based
on a January 1994 study by the Internal Revenue Service (IRS) of returns filed electronically
during the first few weeks of the tax filing senson, and it is inaccurate and misleading for
the following reasons:

» The 35 percent to 45 percent siatistic from that study is an error rate, not a
fraud rate. 1T a worker claimed the credit but was $1 off—either high or

Beholy, op. i, amd John Kard Scholz, "Testimony Before the Sonate Commitloe on Governmendal
Affairs,” Apnd 3, 1995

-4



£

low-in the calculations, this was included in the “error” statistic. Many of
these unintentional errors are corrected by the IRS and result in no

overpayment of credit. The IRS estimates that mearty il of the suppcssed

trmzduieni cla;ms were a{:izza y umnienzzomi erwrs of this %3, pe

o . - a ' B AN
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While the remaining half of the ei‘mneoas reiurf‘zs; were inslances of the BITC

being claimed in error, this number also overstates the current fraud rate for
several reasons:

-1he number refers to the percentage of erroncous claims, not the percentage
of operpaymienis. A 20 percerd fraud rate, for example, does not mean that $4
billion of a $20 billion program are fraundulent refunds; it means that one-fifth
of all families claining the credit significantly overestimated their refunds.

—~S$ome taxpayers who claimed the credit in error, when they do not.qualify,
may also have done so unintenticnally due to the complexity of the tax Jaws.

—-Returns filed electronically early in the filing season ﬂre widely believed to
have higher EITC fraud rates than returns filed overall”

-The study was based on returns for {fax-year 1993, Since then, the IRS has

toap emented new provedures o cut down on BITC fraud. such as double

checking the Social Security mumbers of all {%ggez‘xdezzis to make sure that each
exists and that the same child is not claimed on mu liple returns.

E

Thus the true fraud rate was never 35 pérceni to 45 percent; rather, perhaps 20
percent of claims contained error or fraud-—and again, this does not mean that 20
percent of all refunds were erronecus or fraudulent, {In fact, an accurate doilar
amount of losses due to fraud has not been calculated since the 1990 expansion.) A
20-percent error and fraud rate is still unacceptably high, but the new prevention
procedures undertaken by the IRS for the 1991 tax year should reduce the rate
significantly. While these procedures have delayed tax refunds for many Americans
this venr, the efforts of the IRS have saved millions of dollars; most importantly,
de?avs and fraud will be reduced in fulure vears ag RS verzf}caizeﬁ strategies are
improved.

In sum, there are problems with error and fraud that should be addressed, and
the IRS is working on this problem. The chalienge s to reduce fraud without
resorting o a solution that will eliminate incentives for the poor to wark.

Mprgaret Milner Richardson, Commissioner of Internal Kevenue, ’"imizmmw Hofore the Senate

Cnmmrflu Jan Cuoversmental Affairs” April 4, 1995,

g -

iCenter on Budget and Policy Priarities, “Thi Earnod [ncome Tax Credit and Calls to Reduce 1. Moy
2, 1995. ’
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Work Disincentive. Some critics assert that the EITC is actually a net work disincentine,
because once mvertv-leve] income is achieved, the EITC support begzm to phase out. For
example, the credit declines by 21 cents for each dollar of additional earnings between
$11.600 and $28,500 for a farml}r of four (in 1996), in effect applying an additional 21 percent
tax rate to these earnings. Some Republicans charge that this provision discourages work,
thus reducing the labor efforts of low-income workers.

Effective *’z‘mrgmgl tax rates are high in the phase-out range. For exa mple, at the fower
end of the range, where families are eligible for food stamps but not yet subject to federal
or state income taxes, the marginal tax rate can be as high as 65 percent for families with
two children (This is the sum of marginal tax rates resulting from gales and excise taxes,
payroll taxes, the phase-out of the food-stamp program, and the phase-out of the EITC), At
the high end of the range, where families pay income taxes but are not eligible for food
stamps, the marginal rate approaches 60 percent for two-child households

We also agree that the maximum allowable income has been set i‘zigher than
necessary. For example, recent datﬂ show that more than 60 percent of families receiving the
credit fall in the phase-out range,” which shows that the credit is not perfectly tar&,eied and
counid be improved.

Nevertheless, recent research shows that the incentive to ender the labor force
provided by the newly expanded EITC outweighs any disincentives in the phase-out range.
Some people probably de choose not o work extra hours ag a result of the high marginal

rates. On balance, however, the expanded program will provide a net positive work impact

aqual to 20 million hours per year by 1996 if labor markel entrants work 400 hours
annually,® In the final analysis, the total net benefit mav be larger since the average BITC
recipient worked 1,300 hours in 1993." The problematic disincentives in the phase-out
range--a feature of any tax provision that phases out as income risese-can be addressed
without resorting {o the shortsighted solution of cutting the program.

Fdgar K. Browvning, "Effects of the Earned Incomie Tax Credit on Income and Welfare," Natiesal Tay

fosrrunt, March 1993, pp. 23-43. Browning concedes that it is theoretically possible for a family o receive

foud stam;&x and be svb;u:t to Incornn taxes, but he considers the bwo mutually exclusive to mmpllf\ the
At ysis. ’
i

Tanct Hollzblatt, Janet McCubbin, and Robert Gillette, "Promoting Work Through the BITCT National

, Tax Journal, Scptember 1994, pp. 391408,

“Schalz, 1993, op. cfi., and “The Earoed Tncome Tax Credit and Transfor Programs: A Study of Labor
Market and Program Participation,” prepared fur the Natiomal Buresu of Economie Ruesearch,

Hiames Bovard, "Clinton's Biggust Welfare Frand,” The Wall Strect Jonrnal, May 190, 1994, p. A18, Bavard
suggests Bat the BITC should be targeied to full-ime, year-round workers (oo 2000 bours per yoar or
moreh Other analvsts, however, inclading PPUs “»lﬁpam challunge: this view, nuting that most working
proor peopde cannot control thelr ability te work year-round. Many poor workers arc employed in seasonal
accupations sach as agricultuse, and the ernpdoyment of all low-skilled workers i sensitive to changues in
Busitiess conditions ov er which they have no control, Limiting the EITC o full-time, year-round warkers,
Shapirs notes, would in effoct exacerbate the poverty of working families whose 2”>rm.i1e.zzzzzus lose their
jobs or are fareed to cut back their hours through po faull of thair vws,

Fe



Marriage Disincentive. Critics of the EITC say the credit discourages marriage, because
when two single, low-income workers choose to marry, the dollar value of their EITC can
fall dramatically. Consider a single man with two children and a single woman with two
children, each earning $11,000 a vear. Separately, each would be eligible for a 1996 EITC of
$3,370. If they marry and both continue to work, their EITC drops to one payment of
$1 Oq-}—a drap bf $5,700,"or more than 25 percent of their combined enrhed income.

A closer look, however, deflects this criticism, The EITC actually serves as a marriage
incentive for low- or no~income taxpayers with children, especially when only one member
of the prospective couple has a child, or unmarried couples who plan to have children. For
example, a single man with earnings of $11,000 marrying a non-working mother with two
children would receive a 1996 tax credit of $3,370, money he would not have received had
he renuined single. The high cost of health care and child care—hard to afford in the private
secior but readily available in the weliare system——encourage low-earning women with
young children to choose wellare over work. Therefore, it seems more likely that on the
lower rings of the economic ladder, the EITC would euconrage, not discourage, marriage.

The EITC: Improve It, Don't Gut It

As a foundation for welfare reform, a nonbureaucratic work incentive, and cne of the few
social programs that actually works, the EITC is a cornerstone of a progressive social policy
for the 21st cenbury. We can get people to move from welfare to work only if work pays,
and the EITC ersures that 1f willl

The program is not perfect, however, and needs some minor adjustments. Unlike fie
new GOP eritics, we belipve in fmproving g veluable progeam: rather than cuiting il because it
dorsn’t work perfecily. Some sacial programs are worihwhile investments; they need repair,
not the budget axe.

Some suggested reforms:

> Require firms {o notify their low-wage workers in writing that the credit con
be applied to each paycheck, rather than cellected at vear’s end. Lese than 1
perceni of EITC recipients use this option. Applying the credit to each
pavecheck would provide better assistance to working families and would
likely raduce fraud, because firms have an incentive to correctly repors hours
worked and income earned,

Adjust the phase-in ard phase-out ranges to maximize the number of famiilies

in the former and minimize the number in the latter. There is a trade-off here,
as there is in any program with a phase-out range: Shortening the phase-out
range requires that income in this range be twxed at even higher rates.
Nonetheless, it may be preferable to have a smaller number of workers pay
a high tax rate than have many more workers pay a slightly lower tax rate,
We recommend that Congress: (1} lengthen the phase-in range; (2) shorten the
phase-out range {thus increasing the marginal tax rated; and (3} reduce_the

&
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maximum allowable income to qualify, in order to better target the credit.
These changes will place more families in the work incentive range of the
EITC wi%?‘&oat incz‘gasing its total cost.

> Zmp emeni §mih&r policies des;gneci to redice fram’i We sh@azld deny the
EITC to undocumented workers, Currenily, they are e ligible for the EITC if
they meet the credit’s eligibilily rules—-a policy at cross purposes with
immigration policy. Revisions to the EITC criteria would ensure thal
undocumented workers would no longer qualify for the credit.
!
With {“(}mpeliiagi evidence that the EITC is a success-it will help 25 percent of eligible
workers with befow-poverty incomes escape poverty by 1996"%—cuts in the program are the
equivaient of raising taxes on low-income working families to help balance the budget.
These cuts will kave the etfect of pushing more families into poverty, thus making real
weltare reform much more difficolt. In their quest to slash or block grasme every social
program, Republican senators have acied hastily by endorsing cuts in the EITC: they are
removing the foundation for welfare reform and condenming many of America’s Jow-
income workers 1o poverty.

M. Jetf Hamond is economic policy analyst and Lyn A. Hogan is social poticy
annlyst for the Progressive Policy Institute,

4 . ! ' ¥

“Sehuly, 1994, op. gt
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. INFORMATION SYSTEMS AND INFRASTRUCTURE

A NEW VISION

Under the welfare reform bill, new computer and information techaology will deliver a much
higher level of service for clients, Siales, and the Federal Government. As part of a
reformed welfare system oriented toward work, we propose fo use these new technologies to
provide, for example, new automated screening and intake processes, eligibility decision-
making tools, and benefit delivery techniques. In addition, other new technologies such as
expert systems, relational databases, voice recognition units, and high performance computer
aetworks, will help empower families and individuals seeking assistance, Moreover, these
technelogies will reduce fraud and abuse so that Federal and State benefits are only available
to those who are trely in need.

The goals of these enhancements are to:

. Enzble operation of a time-limited welfare system by providing case tracking and
management;

. Improve the child support enforcement system by providing centralized case tracking,
expanded locating services, expanded data matching, and expedited procedures;

» Prevent and reduce fraud and sbuse by sharing data among States and agencies of the
Federal Government; and

. Improve agency efficiency and service to clients by, for example, eliminating the need
for clients to use different entry paints before they receive services and reducing
paper procedures.

PART A - SYSTEM DEVELOPMENT AND WELFARE REFORM
Bacizgmmz.{i!

In the late 19705, the Federal Goverament began improving the administration of welfare
programs using computerized information systems. According fo a recent GAO report, in
the previous 10 years the Federal government had spent nearly $900 million in the develop-
ment and operation of Aid to Families with Dependent Children (AFDC) and Food Stamp
Program (FSP) automated systems alone. This has meant more cost-effective systems that
integrate service delivery at the local level by using combined application forms for multiple
programs (including AFDC, FSP, and Medicaid) and & combined inlerview to determine

eligibility for the various programs.
¥

¥
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Another development has been the use of electronic transfer of funds or Electronic Benefit
Transfer (EBT} technology to deliver benefits. 'This technology -~ mentioned in the National
Performance Review - allows recipients to use a debit card, similar to a bank card, at retail
food stores and automated teller machines (ATMs) 10 access their benefit accounts.

Over time, States and the Federal government have developed increasingly complex computer
management information systems for financial management and benefit delivery, program
operations, and qualily control. Some programs, such as Child Support Enforcement, are in
the midst of large-scale (and long-term}) computer system change, while others, such as
AFDC (with its FAMIS' systams), are nearing completion of a development cycle,

Both FAMIS and Child Support Enforcement Systems (CSES) mean that many States have
integrated, automated, income maintenance systems that help caseworkers in determining
eligibility, maintaining and tracking case status, and reporting management information to the
State and Federal povernments. Other essential welfare programs, namely JOBS and child
care, have limited and fragmented automated systems, however,

Despite their accomplishments, many State systems have serious limitations: lmited
flexibility, tack of interactive access, limited ability to exchange data electronically, limited
use of matching for detecting fraud and abuse, etc. Even the most sophisticated systems fall
short of the goals stated carlier,

THE NEW SYSTEM

To achieve our vision and address these problems, we propose enhancing State and local
information systems to improve management and delivery of services and linking them with a
national data "clearinghonse™ to coordinate data exchange. This two part strategy will make
it possible to operate a time-limited welfare system, improve the child support enforcement
systern, and reduce fraud and abuse, The key polint is that both are needed: the enhanced
state systems linked to a national clearinghouse for data exchange; neither will accomplish
much without the other. These new systems are described below,

Enhanced State Systems. At the State and local level, the new systems infrastructure would
include avtomated subsystems for: :

. Intake, eligibility determination, assessment, and refenal;
. Case management, tracking, and service delivery; and

. : Bcnc;ﬁt payment and reporting.

§. Family Assistance Managememt Information System

.7 -
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The infrastracture would consist of new systems components integrated with existing or
modified State and county-level systems. The wide variations in existing automated systems
make it unreasonable to try to standardize these systems. Instead, we need linkages that
allow for the accurate exchange of data between systems.

By linking the various programs and systems, States could provide integrated services and/or
benefits 1o families and individnals "at-risk" of needing financial assistance and other
services, those receiving assistance, and those trangitioning from public assistance to self-
sufficiency. As part of this autemation effort, enhanced funding will be offered as an

incentive for States o develop and carry out stalewide, automated systems for JOBS/WORK

management and monitoring, and to enable seamless services for child care.

Such an automated system infrastructure would enable States to provide greater support to
families who might otherwise dissolve and to parents who may, because of unmet needs, be
forced to terminate employment or training opportunities. In other words, this structure will
allow the integration and interfacing of multiple systems for benefit and service delivery, for
example, AFDC, food stamps, work programs, child care, Child Support Enforcement
(C8E), and others.

In addition, as Electronic Bencfit Transfer (EBT) and Electronic Funds Transfer (EFT)
become more widespread, they would be used for other programs, such as reporting of JOBS
participation and child care reporting and payments. As an example, a JOBS participant
could be required to self-report gither with a touch-tone phone that connects to a Voice
Recognition Unit (VRU) or with plastic ¢ard technology.

To facilitate development of these systems, the Federal Government, in partnership with the
States, or groups of States in partnership with the Federal Government, will develop model

systems that perform these functions or subsets of these functions. Used in other situations,
these partnerships have proved effective in quickly developing model systems that meet the

needs of the States and Federal Government and then are widely adopted.

National Clearinghouse. The key to linking State-level data is the National Clearinghouse
which will be a collection of abbreviated case and other data that provides the minimum
information for carrying out essential program activities. These essential activities include
operating a time-limited welfare system, enhancing the child support enforcement system,
and preventing and reducing fraud and abuse.

The Clearinghouse will not be 2 Federal data system that does individual case activities,
rather it will tink data and "point” to the State systems where detailed data resides.  States
will retain general processing responsibility for all major activities, but will exchange
information with the Clearinghouse,
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By about three years after enactment, the Clearinghouse will maintain at least the following
data registries:

» The National New Hire Registry will maintain employment data on individuals,
primarily based on new hire information supplied by employers and quarterly
employment information supplied by State agencies administering unemployment
compensation laws. Information in this Registry will be matched regularly with other
Registries and databases to assist the child support enforcement, AFDC, unemploy-
ment compensation, and other programs determine employment status and income,

» The National Locate Regisiry will enhance and subsume the current Federal Parent
Locator Service (FPLS} to allow States to locate parscms who owe child support or
who are owed child support.

. The Natiopal Child Support Registry will maintain identification information (e.g.
names, addresses, and Social Security Numbers) on il child support cases contained
in State child support case databases to improve child support services.

eliare Rege episiyy will contain such data ag Social Security
ﬁumbers hcgmnzng a.nd endmg dates of weifare receipt, participation in various work
programs, and the name of the State providing benefits 5o Siates can operate a time-
limited welfare system.

The National Welfare Receipt Registry is described in detall to give an idea of how these
Registries will function, In general, the other Registries will operate similarly.

National %}eli‘am Receipt Registry

The National Welfare Receipt Registry is designed 1o enable States to aperate efficiently a
time-Umited welfare system. Each AFDC agency information will send electronically to this
Registry information on individuals receiving benefits, Upon request, the Clearinghouse wili
send electronically information to the State agency. The information to be exchanged is as
follows:

. - sent 1o 1 earinghouss es includes identification information,
such as {he names and Soc:ai $&um§f Zsmmbezs of members of the family; the dates
an individual went on and off assistance; participation information for AFDC, JOBS,
and WORK programs; information on extensions of tirme-limits and sanctions for
noncompliance for these and other programs; as well as other information determined
necessary by the Secretary,
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{44 ' ' by the Cleariaghouse includes whether the applicant has
imczz rf:pamd to have z‘ecewed asszstance ané if so, when and in which Siate{s),
whather the Social Security Numbers supplied are valid; whether the applicant is
recorded in the New Hire Regisiry 43 recently employed; and other information as
determined by the Secretary.

Information Discrepancies, Under the welfare reform proposals, if an information
discrepancy existy between the information the client presents to the State agency and the
information in the Clearinghouse, the Clearinghouse must assist in the resolution.
Specifically, the Clearinghouse must verify that the data recorded there matches the informa-
tion in the State where the individual had previously collected assistance. If necessary, the
Clearinghouse must carrect its information and repont the updated information w the
requesting State.  Then the States involved maust take appropriate action to resolve any
discrepancy, following normal due process requirements, and must submit corrected informa-
tion to the Clearinghouse when the discrepancy s resolved.

ENHANCED STATE SYSTEMS

At the same time that the National Clearinghougse is cstablished, a number of State systems
will be enhanced, These include transitional assistance support information systems fo
administer time-limited welfare, child care information systems to improve management and
delivery of child care services, JOBS/WORK information systems to manage and deliver
work program services, central case data registrics for ¢hild support cases, systems to
expedite procedures for activities related to child support, and locator services for child
support enforcement purposes. These enhanced systems are described below,

Transitional Assistance Support Information System

The State agency, to assist in the administration of time-limited welfare, will establish and
operate a statewide, avtomated, Transitional Assistance Support Information System.  This
systern will serve to significantly improve the effectiveness and efficiency of State sysiems
information infrastructures for the management, monitoring, and reporting on clients as they
work toward independence and self-sufficiency. The State may receive enhanced funding for
these changes under specific approaches approved by DHHS and described below.

Minimum System. The minimum capabilities of this State system include:

» Exchanging information as described above in a standard, electronic format with the
National Clearinghouse;

. Querying clectronically the National Welfare Receipt Registry in the National
Clearinghouse before granting assistance;
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. Using the information received from the Clearinghouse in the determination of
elipibility and period for which assistance may be granted;

. Reporting corrected or updated information to the Registry; and

. Meeting current statutory requirements for security and privacy.

Augmented System, In a collaborative effort with other States in which an augmented
system is daveloped, a State may adopt the augmented system and receive enhanced match
for developrment costs.  Under this augmented system, clients will receive considerably
enhanced service responsiveness through prescreening to match available services to
individuals and determine the required qualifying and verification information needed for
cach service. The additional automated functions must include at least; determining eligibil-
ity; improving government assistance; performing case maintenance and management
functions; calculating, managing, and reconciling payments 1o eligible recipients; providing
for processes and procedures to detect and prevent fraud and abuse; and producing reports.

Child Care Case Management Information System

Again in collaborative efforts, States will be given enhanced match to develop 2
comprehensive Child Care Case Management Information Systern. This system will provide
statewide, automated, procedures and processes (o achieve seamiess child care delivery,
including all child care programs of the State, This systems will help the State in administra-
tion of child care program(s) and to manage the nonservice refated CCDBG funds. The
functions will meet both the minimum requirements described above plus additional funciions
that will include, at least, the ability to: identify families and children in need of child case,
establish eligibility for child care, and ideatify funding source(s); plan and monitor services,
compute payments, and update and maintain the family and child care eligibility status for
child care; muaintain and monitor necessary provider information, process payments and meet
other fiscal needs for the management of child care programis); produce reporis required by
Federal and State directives; monitor and report performance against performance standards;
and electronically exchange information with other automated case management systems and
with the statewide avtomated transitional assistance support system.

JOBS/WORK Case Management Information System s

States will be given enhanced match to develop a JOBS/WORK Case Management Informa-
tion System, again if the development is done as a collaborative effort. This system will
provide statewide, antomated, procedures and processes to control, account for, and monitor
all factors of the JOBS and WORK programs and support both management and adminis-
trative activities of the programs. These functions will meet both the minimum requirements

-6~
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described above plus additional functions including the capability to; assess a participant’s
service neads; develop an employability plan; arrange, coordinate, and manage the services
or resources needed for the plan; track and monitor ongoing program participation and
attendance; exchange information electronically with other programs; and provide
performance and assessment information to the Secretary.

3

Centralized Child Support Case Registry

To improve paternity establishment and child support services, each State will set up and
maintain a single, Centralized Child Support Case Registry for all child support cases in
which services are being provided. The State will maintain an up-to-date subset of these data
in the National Clearinghouse in the National Child Support Registry.

The State Central Registry will maintain and regularly update a complete payment record of
all amounts collected and distributed; amounts owed or overdue (including interest or late
payment penalties and fees); and the termination date of the support obligation. In addition,
it will maintain information on judicial and administrative actions and orders related to
paternity and support, information from data matches, and other information. Finally, it will
extract and exchange data with Federal, in-State, interstate databases and locator services, as
well as data systems of other States.

Centralized System of Collection and Disbursement of Child Support Payments

States will also set up and maintain a centralized, automated unit for collection and
disbursement of child support. In addition to these functions, the State system will generate
wage withholding notices and orders to employers, monitor nonpayment, and use
administrative enforcement mechanisms.

Expedited and Enhanced Procedures for Child Support Enforcement

In addition, the welfare reform bill will enhance current information systems (o use new,
expedited procedures in the child support and paternity area, These newly sireamlined,
centralized, and automated procedures will link more databases together in ways that
facilitate their use and include:

. Changes fo the way that child support arrearages are offset against Federal income fax
refunds so that such offsets take priority over most debty owed Federal and State
agencies;

. Adoption of the Uniform Intersiate Family Support Act with some additional
maodifications;
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- Financial or other information needed to establish or enfor¢e a ¢hild support
order as well as a requirement that States must report child support arrears to
consumer ¢redit bureaus if they are averdue;

- Records of State and local government agencies including vital statistics, tax
and revenue, personal property, occupational and professional licenses,
ownership or control of businesses, employment security, public assistance,
motor vehicles, and corrections; and

- Customer records of public utilities and cable companies and information held
by financial institutions on individuals who owe or are owed support.

Under welfare reform, States have additional or strengthened options for ¢hild support
enforeement that the enhanced information systems will facilitate and these include the:

.

Ability to intercept or attach any payment to the child support obligor by & State or
local government agency, assets of the obligor held by financial institutions, or
retirement funds (including streamlined access to military retirees” compensation);
Ability to impose liens, and-if appropriate, to force sale of property and distribution
of proceeds;

{

Ability to withhold, suspend, or restrict driver's, professional, occupational, and
recreational licenses of individuals owing past-due suppert;

Ability 10 deny, revoke, or restrict a passport to an individual who owes more than
$5,000 in child support arrears; and

Ability to revoke transfers of income or property made to avoid payment of child
support,

Use of the above expanded, expedited, streamlined, and centralized procedures will
substantially enhance collection and digtribution of child support.

Enhanced Federal Parent Locator Services

Coupled with the expanded record gathering at the State level deseribed above, the authority
of the Federal Parent Locator Service (FPLS) to gather and use data will be broadened
substantially to include additional information needed to locate non-custodial parents. These
will include gathering information on wages and other employment benefits, and on other
assets {or debts), for child support purposes, obtaining information from consumer credit

L]
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reporting agencies, and reducing restrictions on disclosure of information from IRS and
Social Security Administration records.

PART B - FRAUD AND ABUSE

These proposed changes to the welfare system will lead to substantial jmprovements in
detecting and controlling fraud and abuse compared to the current system. Reducing and
preventing fraud and abuse will ensure that more resources go to those who deserve
assistance and the money saved can be used for other things in welfare reform.

In many States, existing systems cannot handle the growing number of applications for aid
and the transient nature of these clients, Compared to existing information gystems, new
local, State, and Federal systems will dramatically increase the ability to defect fraud and
abuse. As knowledge of these efforts grows, prevention and deterrence of fraud and abuse
will increase as well.

A major part of this effort is hat welfare reform will relax restrictions on data.sharing
among AFDC, child support enforcement, Medicaid, unemployment compensation, food
stamp, and territorial cash assistance programs. Information will also be shared with
Treasury for administration of the Eamed Income Tax Credit (EITC), and the Social Security
Administeation for various programs. Other types of data shaning at the State level wall also
increase, for example, States will be able to use motor vehicle, Jaw enforcement, union
hiring halls, and many other data systems to obtain information for child support purposes.
Finally, many of these enhancements will be integrated into the current Income and
Eligibility Verification Systems (JEVS).

To strengihen these efforts, the welfare reform bill requires that Sacial Security Numbers of
all parties must be recorded on marriage licenses and divorce decrees, and of the parents on
hirth records and child support and paternity orders. In addition, the Social Security
Administration will verify Social Secunity numbers of all family members applying for
welfare.

The following examples illustrate what States could do with the newly-available information,
The National Clearinghouse will provide States with information on employment sa States
can detect unreponied income of noncustodial parents, leading to increased child support
payments. [t will also aliow States to detect unreported income of individuals getting
welfare, unemployment compensation, or workman’s compensation.

Improved parent locator capabilities will mean States can find absent parents more guickly
and easily. Coupled with improved information on employment, broadened authority 1o
intercept and attach lncome and assets, and the other improved enforcement twools outlined
above, we expect substantially increased child support collections and reduced welfare
spending.

-9 .
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States can use the location and receipt of AFDC and the names and Social Security Numbers
of members of AFDC families to detect and prevent other forms of fraud and abuse. Such
information, either alone or by matching it with other data sources, will allow States to
prevent, for example, clients from receiving benefits in multiple locations, from claiming
non-existent children, and from claiming children by more than one family.

The recent expansion of the Earned Income Tax Credit (EITC) has increased the need for
data exchange to reduce fraud and abuse and for research. Under the new information infra-
structure, HHS and the States will be creating databases that could be matched to IRS
records, especially those concerning the EITC. These would include databases on welfare
receipt, new hires, custodial and noncustodial parents, SSA information, etc. Joint efforts
using these databases to explore options for improved compliance and targeting of the EITC
are necessary. These efforts should include resolution of questions regarding discrepancies
between Census information and TRS tax records. For instance, HHS would like to
understand why there may be many single males claiming the EITC and why EITC participa-
tion rates exceed 120 percent as reported in some academic papers. These and similar
questions could be resolved through data sharing efforts.

In summary, expanded efforts to do data matching between databases will pay off
handsomely in preventing and reducing fraud and abuse. Based on evaluations of current
efforts in this area, reported problems with the current systems could be substantially reduced
with changes and expansions planned under the new information systems. For instance, the
new structure will increase the timeliness of information, and therefore, accuracy of the
matches, making it more cost effective for case workers to pursue them. New -sources of
data matches will make it possible to pursue kinds of fraud and abuse that have never been
addressed before. To do these matches, new agreements will have to be negotiated between
levels of government. For example, to obtain unemployment insurance records from States,
DOL 1s developing a legislative proposal to make such information routinely available at the
national level.

Partly because of increasing the detection of fraud and abuse and partly because of changing
the culture of the welfare system, much fraud and abuse will be prevented or deterred before
it occurs. For instance, people who currently have unreported jobs, but are fraudulently
getting cash assistance, will be "smoked-out™ because the JOBS plus WORK requirements
will prevent them from working at their unreported employment. In the face of increased
likelihood of detection of fraud and abuse, others may decide not to come onto the rolls at all
or, once on, to actively pursue self-sufficiency.

- 10 -
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PART C - ISSUES OF CONTINUING CONCERN

Two major issues are of concern in glaborating the above infrastructure:  issues of privacy
and issues surrounding data sharing between and among levels of government.

Privacy Issues. Under the new system more people will bave access to more information
about each client, so privacy and data security issues need 1o be re-gxamined. Fortunate]y,
we have long successful experience addressing these issues, both technologically and
organizationally. It will be extremely important to assure the public that their privacy i
being protected.

Data Sharing Issues. The second issue concerns the laws, regulations, and policies
goveming the exchange of information between and among levels of government and whether
they support welfare reform efforts, especially regarding reduction of {raud and abuse. Some
States and some agencies of the Federal Government, such as Census, SSA, and the IRS,
have elaborate rules limiting data sharing, such as requiring all data exchanges to be spelled
out in statule and limiting access to all identificrs. These will need to be worked through to -
use fully the potential for data sharing that the new infrastructure allows,

PART D - PROPOSALS TO COORDINATE BETTER TAX AND TRANSFER
POLICY

Finally, beyond the current welfare reform bill, additional proposals for inproving the
coordination of tax and transfer policy could make use of the new data systems proposed
under welfare reform. These new policy proposals could toughen up the programs 50
resources go to the most needy. The options discussed below are meant 10 be iHustrative of
what could be done with the new information that will be available when the new systems ate
in place.

1. For a male head of household 1o claim the EITC, paternity, adoption, legal
guardlanship, or fosier care as determined by v legal proceeding must be established.

This policy change would focus the EITC on those with more legitimate claims on BITC
dollars. One way to implement this proposal would be to have the agency responstble for the:
basis for the BITC claim also be responsible for preparing the certification that the EITC
claim is valid. For example, the adoption or foster care agency or court that decides
guardianship would give the certification fo the head of household. A copy of the
certification would be included with the tax return.

In the case of paternity establishment, this proposal would be a policy change from current
law which does not require that paternity be established. When paternity was established,
the child support enforcement agency could supply the certification papers to the head of
household claiming the EITC. .

- }1 -
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2. For a joint or head of houschold return, all child support must be paid before
processing the EITC. The EITC would be reduced {or eliminated completely) by the
amotint of the unpaid child support and the amount owed would be sent to the
custodial paren,

Since the State child support records keep track of how much is owed for each child, those
records could supply to the IRS the amount of unpaid ¢hild support by 85N.

" As propased in the welfare reform bill, such debts are to be collected from refunds, but
current TRS procedures for rapid disbursement of refunds do not incorporate such checking
of child support records beforehand. The IRS would have to change its procedures to delay
refunds enough to check that child support had been paid in the tax year. Doing so would
reduce the amount of unpaid ¢hild support.

3. An adult claiming a child for EITC and other 1ax purposes, must be the same adult
claiming the child for AFDC and food stamp purposes.

This proposal would ensure that the EITC helped welfare recipients become self-sufficient,
Since the National Clearinghouse will contain all the SSNs for AFDC cases and could be
expanded to contain the SSNs for food stamp recipients as well, these data could be matched
annually with the tax data to carry out this proposal.

4, Each child cloimed for EITC must have a valid Social Security Number, Under this
proposal, the IRS must cross-check EITC claims with $84 records.

This proposal would strengthen existing law. Nexi year the IRS will begin entering the SSN3

of these children and these could be validated by S§A.

5. The IRS must check that the child is not claimed more than once.

This check can be done internally at IRS, however, it would be more effective if done in

conjunction with validating the SSNs as proposed in 4.

6. The IRS and HHS must ensure that reporting of wages is consisient between tax and
transfer systems.

Currently, the IRS does some checking of the reposting of wages by employees with the

records provided by employers to SSA. The checking could be extended to comparing the
amount of wages to tax and transfer agencies. Specifically, States could produce annual

« 12 -
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reported wage totals by 8SN to be matched with tax and SSA records, The National
Clearinghouse would be the ideal place to do this matching because much of the data would
already be there since the Clearinghouse will contain data for all States.

7. Ensure that welfare overpayments and child support paymerts can be subtracted from
EITC payments.

Currently, welfare overpayments are collected from on-going benefits, but if the client is no
fonger receiving welfare the collection is harder. Collecting the overpayment by reducing

the E{TC would be a single collection rather than a lengthy incremental process as is the case
with AFDC carrently.

As proposed in the welfare reform bill, child support arrears are debts to be collected before
debis owed to other Federal or State agencies, including before welfare overpayments. State
data systems would contain the required data for processing these actions, bul the ease with
which this can be done depends on the degree of automation of the State systems. Again, the
IRS would have to modify its procedures before disbursing the refunds to account for these
debts.

- 13-
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Congressional Proposal to Delay EXITC Refunds

Taday's Wall Suset Journal reports that House Republicans are considering 8 plan to delay
EITC payments aext yesar.

Under the plan, the TRS would be required to pay EITC refunds quartcrly or monthly over

a twelve-mounth peried. According to Congressional sides, taxpayers wonld also sot be

allewed to claim advapce payments of the EITC through their employers for tax year
Z000.

~ A5 a result, about a quarter of E[TC refunds — roughly $7 billion - for tax year 1999
would be pushed inta FY 2001,

The proposal would impose 2 tax increase on 2@ million worktog familicy who expect to
reccive the fall arsount of the credit when they Sle their tax return noxt winter and spring,
No other group of muxpayers is being asked to delay receipt of their tax refimd,

The IRS cannot implement the proposal, At this late date, the IRS cammot chanyge its

compuier programs for the next filing season in order to pay out BITC refunds sapameiy or
any tax refund in installments,

Nearly 20 million low and modernte-inoome axpayers will eleim the EITC on 1999 tax
retrns. They will claim an everage EITC of 51,6 1), Tf they have children, they will receive,
on average, an BITC of §1,890. Maest BITC claiomants have income é:céow $30, 000, Nearly
all ¥ITC payments are made duning the filing season, ‘

~ Most claimants chose to receiva the ETTC al the epd of the year in a Jumip-suen payment,
rather than advence payvments during the course of the year, They bave made decisions
about personal saving and consomption on the expeciation of a Yargs refund this spring.

- Some may have planned to purchase a car or move io 3 better aparunent whep they
wceive thelr EITC refunds, Others bave borrowed money in the expeoctation of reeniving
an FITC refund at the end of the year. Recgiving the BITC in mogthly payments will
digrupt these plans, and in some cases, impose fixther costs on axpayers who do pot have
other resources to fall back gpon.

A
By choosing 1o reecive the EITC at the ond of the year, Jow-income wixpayers have already
made 7 significant interest-free loan to the government. Delaying the refiand fuvther is, in
effect, demunding that low-income taxpayers extend the loan to the government.

|~ Many low-Income taxpayers, canght by swprise by the delay of their refund, may have 10
borrow money from private rousces. There is slrendy a gizable refund-anticipation loan
mcg which oficn charges high interest rates w low-ineome taxpayers who sk 10

receive thew BITC refiund in advance, Delaying esfundy will push mare low-income
axpayers into the refund anticipation loan markel,
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The ;}mpf}sall 1o spresd out payments of refimds of the EITC to working families over 12 months

11536 29202 6220808 ‘ AL POLICY

A Tax Jpcrease on Workbsg Fumilies

is mntamoent to A tax intrease.

Families that ‘would have aaved their refinds will lose the interest that tiwy would

" othsrwise have sarned.

Familres that would have used the money to pay off debt will be able to rotire [esy deln
because they will inour more mterest expense,

Farnilies that would have used the moucy (0 purchase a congumer dumblc such as g oAl
will have, to rake out igrger lnans to do it .

Examples:

1.

[

A conple with two children saming $10, 86() i planmzzg 1o use theirr $3L,216 P Lo
purchase & used car to got 16 work. Becsusc the paymenﬁs will be delayed over 12
months, they will have to get a loam at 10 percent intevest, As 3 resalt, thoy will enly be

sble tn afford a car costing $3,617. Spreading ot the EITC is tantameount to a tax of
almost 5206 1o thiy fomily,

A ﬁnglc parent with ane ohild and Income of $20,000 expeety to use their $1,103 refund
to pay off her credit cazd debt. If she recelves the BITC in installments, she will have to

pay interest a2 18 pement. As a jesult of the interest costs, slie will end the year with
£208 of unpaid debt. That $208 is &ﬁ’ccnwsiy an additional tax.

dinosg
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s 'The IRS cannot cut a separate refund check for EITC elaimunts. ‘

- Right now, the IRS is completing its testing of comnputer programs for the next filing
season, 'Thege programs are not sct up lo pay out the portion of refunds attributablc to the
EITC separately or to make instaJlment payments of any refund amount. At this late
dale, there is not sufficient time to develop and adequately test new programs,

- These propramming changes would vome on top of IRS efforts to mect the Y2K,

challenge.

Office of Tax Policy
September 14, 1999
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GENERAL DESCRIPTION AND GOALS OF EITC



Earned Income Tax Credit: General Description

The earned income tax credit (EITC) is a refundable tax credit for working families with
fow incomes. :

For every dollar a low-income worker earns up to a limit, between 7 and 40 cents are
provided as a tax credit. Above a given level, the size of the tax credit is gradually
reduced. ‘

Because the credit 1s refundable, individuals can receive the full amount to which they are
entitled even if the amount exceeds the taxes they owe.

In 1996, the EITC will provide a tax credit averaging nearly $1,400 for over 20 million
workers and their families. Working families with earnings of up to $28,300 per year may
be eligible for the EITC. |



Two Goals of the EITC

Encourage Families To Move From Welfare to Work by making work pay.

Reward Work for Working Families so parents who work full-time do not have to raise
their children in poverty--and families with modest means do not cuffer from eroding

ncomes,

-- By providing an offset against other Federal taxes, the EITC increases disposable
income for workers and their families.



W ——

Moving Families From Welfare To Work

Social Security taxes and various means-tested benefits create economic disincentives for
welfare recipients to move to work. For each additional dollar a worker earns, benefits
decline and payroll taxes increase.

-~ The EITC offsets these disincentives with a strong incentive to work, About 78
percent of EITC payments are refunds to taxpayers of individual income and social
security taxes.

The EITC encourages families to work two ways.

- The EITC is only available to working families. 1f you don’t work, you don’t
get the EITC.

-- At the lowest income levels, the EITC grows with each dollar of earnings. For
people with very little income, more work means more benefits from the EITC.

The EITC is a non-bureaucratic way to encourage work over welfare. There are no
niddlemen and service providers. There are no long lines at government offices. The tax
refund is provided by the IRS directly to the working families.



Rewarding Anierica’s Working Families
People who work hard and play by the rules shouldn’t lose the game.

--  Parents who work full-time for an entire year should not have to raise théir children
in poverty.

--  Parents with moderate incomes should not-see their standards of living decline.
The condition of low- and moderate-income families has deteriorated since 1979.

-~ Payroll taxes increased five times between 1983 and 1990, while in 1996 the real
value of the minimum wage will decline to its lowest real value in 40 years.

--  In the early 1970s, most states provided AFDC benefits as a wage suppiement to a
mother with two children whose earnings equaled 75 percent of the poverty level.
Currently, only three states provide comparable benefits.

--  The poverty rate for working families with children grew by nearly half from 1979 to
- 1993. T R “

.- The bottom 40% of American families by income--those earning less than $30,000 in
1993-- made 10% less in real terms in 1993 than in [979.

The EITC rewards work. But there is still more to do. The EITC and Food Stamps are
nearly enough--but not enough--to raise a family of four with a full-time minimum wage
worker above the poverty line.




A HISTORY OF BIPARTISAN SUPPORT FOR THE EITC



Leading Republicans Have Supported the EITC

The EITC has enjoyed bipartisan support since Russell Long helped create it in 1975.
Republicans and Democrats alike have viewed the EITC as a non-bureaucratic way to make
work pay better than welfare.

President Reagan called the EITC, "The best anti-poverty, the best pro-family, the best job
creation measure to come out of the Congress."

Senator Packwood said in 1991 that the EITC is "a key means of helping low-income
workers with dependent children get off and stay off welfare.”

Senator Domenici said in 1990, "The EITC is a great way to help low income families with
the costs of raising their children. It sends assistance to those in need; to those who work
hard and yet struggle to make a living and provide for their children:”

Others who have expressed especially strong support for the EITC include Senators Dole,
Hatch, and Grassley; Representatives Armey and Petri; and former Representative Kemp. -



A Decade of Bipartisan Development

I 1985, President Reagam included a sigmificant expansion of the EITC as part of his tax
reform proposal. Under the Tax Reform Act of 1986:

-~ the EITC credit was increased;
-~ the credit benefit thresholds were indexed for inflation; and
- eligibility was extended to families with incomes sllghtly over $25,000 (1996 d(}l!drs).

President Bush favored an expansion of the EITC. As a consequence of the Omnibus
Budget Reconciliation Act of 1990:

- the EITC credit rate exceeds the combined employer-employee rate for payroll taxes;
- a small adjustment for family size was added to the credit structure;
- some of the eligibility criteria were simplified to make verification easier for tha IRS.

President Clinton has proposed numerous steps to improve the f:ff{:{:twezzﬁss and
‘administration of the EITC. Many of his proposals were enacted as part of OBRA 1993, g
the Uruguay Agreement Act of 1994, and H.R. 831. The Administration has taken cther
administrative actions to improve aund strengthen the integrity of the EITC.



CURRENT LAW
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The EITC After OBRA 1993

In February 1993, the Clinton Administration made several proposals to expand and
simplify the EITC. With certain modifications, Congress enacted these proposals as part of
the Omnibus Budget Reconciliation Act of 1993 (OBRA 1993). '

For every dollar a very low-income working parent with one child earns, the EITC credit
was increased from 23 cents to 34 cents.

For every dollar a very low-income working parent with two or more children earns, the
EITC credit was increased from 25 cenis to 40 cents.

-~ The maximum credit was increased by nearly $1,500.
-~ Eligibility for the credit was extended to families with two or more e children that have
incomes of up to $28,524 (or about $3,000 above the prior law level).'

A small EITC, desighed to hé!p offset the employee portion of payroll taxes, was extended
for the first time to very low-wage workers without qualifying children.

OBRA 1993 eliminated two complex supplemental credits for health insurance coverage and
tor taxpayers with children under the age of one.

' Some critics of the program have argued that the EITC should not be available to families with incomes of $28,500. Butif

the income thresholds had not been changed in 1993, the increase in the maximum credit would have resulted in a phase-out rate of

30 percent, raising the marginal tax rate too high.
with two or more children was increased from 17.86 percent to 21.06 percent.

By modifying the income thresholds slightly, the EITC phase-out rate for a family
Moreover, the income cut-off is far less than the

median income for a famtly of four. In 1996, the median income for a family of four will be nearly $50,000.

-11-



OBRA 1993 Achieved Goals of Progrzm

OBRA 1993 supported welfare over work by bolstefing the incomes of families moving
trom welfare to work. :

--  From every added dollar a low-income family earns, payroll taxes take 15.3 cents
while Food Stamp benefits decline by 24 cents. For a low-wage family with two
children, the EITC fully offsets these effects by providing a 40 cent credit for every
dollar earned. ' ‘

OBRA 1993 rewarded work for working families by moving toward the goal that a full-
time worker should not live in poverty if he or she works throughout the year.

-~ Since the minumum wage has not kept pace with inflation, the job is not completed
yet. That is one of the reasons that the President has proposed-that the minimum
wage be increased over two years by 90 cents. '

In addition, OBRA 1993 simplified the EITC by repealing the two complex supplemental -
credits for health insurance coverage and for taxpayers with children under the age of one.

-12-



The Earned Income Tax Credit, 1996
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Earned income Tax Credit: Number of Recipients and Average Credit

Tolal 7
Income Number of Average g
Eligibilily Recipients Amount
; ; Thes 4 wilt & Rer {-v‘;:“w:if:f o
Reummzs with children Lrauvis, TRS ”"‘b""“ PR S
Calendar Year 1994 up to $25,296  (14.2 milliony $1,371 {:&M@, A 6 T R
Calendar Year 1985 up to 26,673 g 14.8milior, ey $1,588 ees fmd!s. A aatd pre o o ek pey
Calendar Year 1986 up to $28,485" 148 million $1.747 aveid m“’ | e WO
Calendar Year 1997 vp to $29,261 5.1 million $1.7686 (rx;'f will She "';’ N No pre
Calendar Year 1998 up to $30,124  15.4 million $1,836 3 lovmendt b "im SHhar pnes:
Calendar Year 1999 up to $30,997 15,6 milian $1,887 (Cor mamests V)
Calendar Year 2000 up te $31,859  15.9 million $1,934
Calendar Year 2001 up o $32,751  16.2 million $1,083 clidren
Calendar Year 2002 up to $33,682  16.5 million $2,032 % wittn 2rme€ . J
Gor i A b
Recipients who do pot reside with children ~$a ot i« $250°8
Calendar Year 1994 up to $9,600 4.1 milkon $170 44¢).
496 ( 329 396 1 !
Calendar Year 1985 up to $8,230 4.4 mﬂhon-> 3168 '
Calendar Year 1986 up to $9,500 4.3 million $174
Calendar Year 1997 up to 38,750 4.3 mifiion §180
Calendar Year 1998 upic $10,040 4.4 million $185
Calendar Year 1869 up {o $10,330 4.4 milion $191
Calendar Year 2000 up to $10,620 4.4 million 3197
Calendar Year 2001 up to $1¢,820 4.4 miflion $203
Calendar Year 2002 upt0 $11,230 4.4 millon $210
Deparment of the Treasury Mar. 8, 1985

Office of Tax Analysis

Note: Estimates refiect FY 19087 budget economic and technical assumptions.
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EITC Growth Rate

Some have claimed that EITC growth is "explosive” or "out of control.”

The EITC is growing as it was designed to grow because of expansions signed into law by
Presidents Clinton, Bush, and Reagan. 'As soon as those expansions are fully phased in,
the rapid growth in the EITC wili cease.

- After 1997, EITC costs will grow in tandem with inflation and population growth.

-15-
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CBO Lowers Estimates of EITC Costs

In ity mid-session review of the budget (released on August 25, 1995), CBO lowered its
estimate of EITC outlays by $17.7 billion between FY 1996 and 2002.

According to CBO, these revisions are necessary because "EITC spending has been lower
than expected this year, possibly as a result of a recent crackdown by the [nternal Rovenue
Service on fraudulent claims,”

-~ The revisions also reflect the passage of H.R. 831, which contained a modified
version of the Administration’s proposal to impose a cap on the amount of interest and
dividend income received by EITC claimants. This proposal improved the targeting
of the EITC o the most needy families.

-16-



ERROR RATES -
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[ncorrect Statements about Error Rates

Some in Congress are using the issue of error rates to justify deep cuts in the EITC--which
are big tax hikes for working families. For example, some have claimed that a preliminary
IRS study shows that 35 percent to 45 percent of EITC payments are made erroneously.

These statements are incorrect. Preliminary data from a small IRS study found that about
26 cents of every dollar claimed-exceeded the proper amount -- bt even this number
does not represent the EITC today. Any use of the preliminary study to make broad
claims about error rates depends on outdated information and misinterpreted data.

QOutdated Information. The study is based on outdated information (1993 returns filed in
January 1994) and takes intc account virtually none of-the 12 aggressive Administration
steps to cut the error rate (outlined below) that are now in place or the 5 additional
Admianistration proposals which are pending Congressional action. (Taking into account
only 3 of those 17 steps reduces the error rate estimate to 19 percent.)

Misinterpreted Data. The study measures amounts claimed, not amounts paid out after IRS
enforcement. In addition: '

-- The study is limited to electronic filers who filed in the first two weeks of the tax
filing season. These filers are not representative of the EITC population as a whole.’,

-- Even if the study were up-to-date, the estimates refer to the percentage of returns with
claims filed in error, not the percentage of benefits paid in error--the standard
meaning of "error rate." Thus, this high figure is not correct or meaningful as a
measure of error rates today.

-IR-



More Misconceptions about Error Rates

Some say that no other part of the tax code has as many errors as the EITC.
-- In 1992, IRS estimated that for all non-farm self-employed individuals, the gross tax
gap--the gap between the amount of tax owed and the amours.voluntarily paid--was

$37.2 billion.

-- That 1s more than the entire EITC in 1996.

Some say that all of the errors in the EITC are due to fraud.

-~ In fact, a large share of the errors are unintentional--resulting from the ordinary
mistakes that taxpayers make on all kinds of tax returns.

-~
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- 17 ADMINISTRATION MEASURES AND PROPOSALS
TO IMPROVE THE EITC AND REDUCE ERROR RATES

-20-
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Simplicity and Verifiability

The Clinton Administration recognizes that error rates are a problem and has acted
aggressively to reduce them.

Specifically, the Clinton Administration 15 committed to structuring the EITC so that

deserving and eligible individuals--and only those individuals--are able to claim and
receive the EITC.

-~ If eligibility rules are stmple, taxpayers can more accurately claim the EITC and
avotd costly errors,

- If eligibility rules are verifiable, the IRS can better ensure that the EITC is pazd
only to those who are eligible.

The Administration has taken 12 measures to ensure the simplicity and verifiability of
the EITC and to reduce erroneous or undeserved claims. The Adniinistration has also
proposed, and is waiting for Congressional action, on 3 addiiional steps 1o improve
the EITC.



[

o mma e e e e,

OBRA 1993

The EITC was simplified by repealing the complex supplemental credit for héalth mnsurance
coverage. '

-~ Some taxpayers made mistakes i their claims because they did not understand the
complicated eligibility critenia,

The EITC was further simplified by repealing the supplemental credit for children under

-~ This should also improve EITC comphance, as taxpayers could not understand the
eligabtlity criteria for the young child credit, and the rules were difficult to adininister.
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Uruguay Round Agreement Act of 1994

The EITC was denied to nonresident aliens.

-- Under prior law, nonresident aliens could receive the EITC based on their earnings in

the United States, even though they are not required to report their worldwide income
to the IRS. ‘

Prisoners will not be eligible for the EITC based on their earnings while incarcerated.

-~ The EITC was never paid to prisoners, and this ensures that it will not be paid to
them, now or in the future.

Taxpayers will be required to provide a taxpayer identification number for each EITC
qualifying child, regardless of age.

-~ This will allow the IRS to verify eligibility tor each child claimed by the taxpayer.

The Department of Defense is required to report to both the IRS and'mi'litary personnel
non-taxable earned income paid during the year that is included in computing the EITC.

-~ This will ensure that military personnel receive the benefit for which they are eligiblev.
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H.R. 831

The recent bill extending the health insurance deduction for self-employed individuals
included a variation of a Clinton Administration proposal to deny the EITC to taxpayers

with $2,500 of taxable interest and dividends. Many of these taxpayers have significant
assets and do not need the EITC.

-~ Under H.R. 831, the EITC will be denied to taxpayers with investment income in

excess of $2,350. The investment income cap is not.indexed, as the Administration
has proposed.
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Verifying and Delaying Questionable Refunds

The IRS has instituted a series of tough new administrative measures to reduce error and
fraud in the EITC. The IRS now scrutinizes the social security numbers of alt EITC
qualifying children.

-- Children’s social security numbers are checked to make sure the numbers are valid,
and no child is claimed more than once,

- Last year, the IRS only validated the social security numbers of children claimed on
EITC returns filed electronically. This year, the IRS is tightening its validation tests
and checking all returns--whether they ace filed electronically or on paper.

--  Refunds on returns with missing, invalid, or duplicate social security numbers wilt be
delayed, while the IRS investigates further.

EITC refunds may also be delayed if the IRS has questions regarding the validity of the
clamm, : ‘

- Certain taxpavers will be required to provide additional documentation to verify that.
their EITC claim is valid before the credit is awarded.

During the 1995 filing season, the IRS delayed refund checks to 7.4 million filers as a
consequence of these two actions. Matching social security numbers has also had a major
effect in deterring people from filing dlegitimate claims. Through July, 1995, the number
of EITC claimants with children has fallen by 143,000 relative to last year.

25-



| ; ,
Intensifying Scrutiny of Electronic Return Originators

Beginning with the 1995 filing season, the IRS is no longer providing direct deposit
indicators (DDIs) to preparers of electromce returns (EROs). The DDIs gave preparers a
quick signal from the IRS that a taxpayer was going to receive a refund check. Preparers
used this information to advanced taxpayers loans on their refund checks within a couple
days of filing a return. With the DDI, the taxpayer would receive a loan, and the IRS
would pay the refund directly to'the ERO. If the return was later determined to be
fraudulent, the IRS -~ not the preparer -- was left with the bill if the taxpayer disappeared
with the refund anticipation loan. |

--  Ehminating the DDI provides EROs with greater incentives to check the eligibility of
EITC claimants. Preparers will not find it in their interest to advance refund
anticipation loans to filers who may not be receiving a refund from the IRS.

- In its enforcement activities, the IRS has also found that some EROs have been
responsible for refund fraud. The IRS has taken several steps to stop this practice:

-~ Fingerprint and credit checks are conducted on certain new ERO applicants.

-~ IRS is conducting additional compliance checks to ensure that EROs are meeting
new, stricter requirements for participation in the program. During the 1995
filing season, the IRS conduced 6,500 comphance checks.

-~ The IRS is working with the Justice Department to proszcute preparers and
EROs who take advantage of the EITC to defraud the Federal government,
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Preventive Actions

The 1994 Schedule EIC was shortened and simplified to make it easier for low-income
taxpayers to understand if they are eligible for the credit.

"i"axpayerg were also warned on the cover of the 1994 tax return that they would be
required to provide valid social security numbess for all dcpandeﬁ{s and EITC qzzalifymg
children. :

-~ . In December 1994, over {80,000 taxpayers who filed in 1994 with incorrect or
mvalid social security numbers received letters from the IRS alerting them to be more

careful on their 1995 tax returns.

-~ IRS par{zcupated in extensive media campaigns before and dtzz’mg the filing season to
. emphastze the need for accurate SSNs.
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Five Additional Proposals To Reduce Errors Still Pending

The Adminstration subnutted § additional proposals as part of the President’s FY 1996
budget which are stll pending final legislative action.

The EITC would be denied to undocumented workers.

The IRS would be authorized to use simpler and more efficient procedures when taxpayers
fail to supply a valid social securty number. Taxpayers entitled to the credit would have

60 days to provide a corvect socal security or, if they failed to do so, could refile with the
correct mformation to obtain the EITC.

In combination, these provisions would strengthen the IRS's ability to prevent erroncous
refunds from being paid out. The proposals would improve the targeting of the EITC by
orovuling the credit only to individuals who are authorized to work i the United States.,

In June, the Administration proposed that the IRS be given the authority to use simpler
procedures to assess EI'TC claimants for any outstanding self-employment tax liability.,

- This proposal will reduce incentives to overreport income to obtain a larger EITC,

The FY 1996 budget for the IRS contains funding for the continuation of its tax systems

“modernization (TSM) program. TSM is vital to the long-run efficiency of the IRS’s

collection functions. TSM will enhance the IRS’s ability to detect erroneous EITC claims.

Last year, the Administration also proposed State demonstration projects to provide
alternative ways of delivering advanced payments of the EITC.

We hope that Congress will act on these five proposals soon,
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- Cross-Purposes

ELFARE REFORM, taken seriously, al-

ways had twoe sides. The side most

discussed concerned the need to changs
tlm system to give welfare recipients skills to
take into the marketplace, and ultimately to
require some weork in exchange for public assis-
tance. But the cther side of weifare reform was
at Joast as important. It involved helping those
among the poor who already worked, on the
theory that ¥ the working poor did not receive
sufficient incomes and hasic benefits, such as
health insurance, there would be little incentive
for thers to stay in the work force~—and also little
mncestive for those on weilare to leave the rolls,
Rewanding the working poor was also a moral
cammitment, since it makes no sease for polin
cians to give endless sermons about the value of
work only to ignore the struggles of those who
work hard, every day, for very hittle,

Congress is getting alf sides of the welfare
reform equation wrong. The welfars bills passed
in the House and Sesata cut muney the siates
will need if they are to provide for the most basic
material needs of the poor and also put them to
work, At the same time, Congress is moving 1o
¢ut benefits that flow to the working poor,

At the heart of efforts (o' help the working poor
is the clarsstly named Earned lncome Tax Credit,
It lifts the imcomes of poor people who work by
offsetting the federal income taves of those who
earn enough (0 pay them and by providing some

maney directly 1o the poor who don't even earn

that miich, Even the second is really mostly a tax
cut, since poor wage earmners are burdened by

Sovial Security payroll taxes. [t makes no ¢gnse
for the federal government Yo tax people inmo
poversy, ong reason why the EITC was warmly
embraced by Konald Reagan and once enjoyed
support across almost every lLine of party and
deolagy, Now, the new congressional majority
wants to cut the EITC--by an excesgive 323
biilion over seven years in the House and 3 truly
outrageous 343 billion i the Senate. i's incom-
prehensibie that a Congress claiming it wants o
increase the incentives to work and to save
proposes to do exactly the opposite where the
working poor are concerned.

Similarly, as Judith Havemann and Barbaea
Vobeida pointed out recently in The Post, cuts in
Medicaid could reduce the number of children in
working posr families who enjoy heaith coverage.
And cuts in child care spending could have a
completely strange effect: to move money away
from the working poor and toward welare recips-
ents. This might enable some welfare recigients
to work while forcing some who work back onto
welfare, That can’t make any sense, Surely it
would be better for Congress (o have a more
consistent policy on child care that would help
welfare recipients take jobs without penalizing
poor people whe already have them,

Crincs of “the welfare state” said for years that
govertunent policy was doing too littie to honar
and reward work. Programs for the working poor
were cyeated partly in response 1o that criticism,
aud rightly so. Cutting such programs would
make the welfare stite no better and the lives of
many people who work hard much worse,
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Cutting Tax Credit Means
Much to Those With Little

By SARA RIMER

in Washington, the Senste He-
publicans say their pian tocurba
tax ¢rextit for the wurking poor
will save $42 biliton by the year
2002

Carolann RKobbing, of Provi.
dence, KL, stys she cannot come
praner JAT bithan To Mz, Dubs
bins, s sdministrative axyistant
who is raising two children alone,
31,804 is a.lot of money. That is
how much e zot Inst yesr
through the prrned-income tax
eredic thas the Republicans wand
to ZuL

Signed im0 law by President
Gerald R. Ford 20 years ago with
bipértisan support, the credit
wad ¢reated to exse the barden of
rising Social Securhty taxes for
the working poar, and 1o provids
an ingentive o work. In Ms. Rob-
bing's case, it program did ax it
was mended, -

wrhen | tirse heard about it, 1
saxd, "Ihis 15 lor poor people, 1
don's want to mooch i on that,”
s#id M3, Robbding, who last veay
garned SIE006 . abOUt $4,0008
e than the poverty lsvel for a
tamty of three, 1 don't tunk the
Federal Dovernment owes s o
me. You're supposed I try and
make it gn your own'’

But shie sayS she sl $806 of
U credit 10 HaposE her own
household budget suts. With the
money ior A security depoait,
Qitiy down payments and a U-
Haul, sse moved her femily from
a $7¥5-m-momin apariment inie
ane with a monthiy rent of $485.

With the remaining $1.006 of
the credi, she bought & used ear
w3 3385 Mercury Topsz with
80,000 msiss ob it ~ 50 that she
couid wisen her search for o Det-

Loy job by driving (o interviews

beyund the ares served by public
t

Ms. Robbins recently stareda
#ew job, as & $1L70andiour ad-
minittegtive assistant for an ad-
vertising agency, Her annual sal-
Ary will be abeut $28500 — 100
much for her io qualify for the

Jenipeddncome Ing Credlt next

r.

“Ihe earnedincome ax aredit
really gives you & Boost” she
skid “If youi uyse it properly, you
CAN 20 up & few steps’”

For the Repoblitcany in Wash.
ingeon, their 1458 bodget is al
spgregate mimbers — 5245 bil
Hon in fax cuts, $27¢ Diltlon in
feduced  Medicare  financing,
$1E82 biilion in Medicaid ciuts, 3108
billion saved through changes in
wettare and otssr low-income
benaflf programs.

The numbers say Hitle, though,
shoat the peophe whoss fves
would chatige i all the proposais
are enscisd. Carolonn Robbing
and her children were among the
aearly 15 miliion families and 4.5
raitiion childless workers who re-
ceived sarned-ineome tax credits
a8t year that sveraged 31300
People earning as much xs
325296 in 1954 could get soms
credis andd fastites with two chil

dren amvd an inoome of e than -

311,200 got the maximum oredit
of $2,528. ‘fhe program cust more
than $26 biilion last year.

The programm, wihich has inng
enjuyed bipartisan support, was
expanded in 1983 under Presi
dent Clinton, in 1999 under Presi-

dent George Hush and 1 1588 under
Presiwdent Ronald Reagan. Frassdent
Reagtan cajied the program “ihe
best antipoventy, the best pro-fam-
31y, the vest job Craation measure (0
corne out of Congress.”

But Repubticans in Congress have
sajd the progesm i rife with fraod
- Zlthough the imernal Revenue
Sarvice has spid £ hax sighificantly
eracked down oo frand. Opponenty
Bave aite zaid the program slyconr-
BEES peupis ros working 1o radse
their incomes snd thet its ruies ds
et take &l sources of income intg
asrvant,

Soma reciprenis ose sy money
t3 bery teievisicns, said Senstor Don
Nizkles, an Okiahoma Republicans,

*This is the moest abused program
in government,” said Senator Micks
ies who Is one of the major opixr-
etk o the oredis, adding, ""This
program has axpanded bevond any-
body’s imaginaton,™

Acicording to the Treusiry Depart-
ment, under the proposed cuis, 17
mitiion householts would lose &n ay-
srage of $28) in 1996 by IDDS, the
Tons would avertige 437 The aver
age reductions would be largast for
famiites with two or more children.
They wouid inse an average of $372
pext year and iarger amounis in
subsaquent years, accoeding o the

* depmrtment

The Administration hus said that
Aboat 33 pereetit of ali famitiss wah
thildren recaive benefits from the

< tredit. By 2008, more than e of .. ...

every five of them would becoms
ineligible under the Remebiican plan,

The crediz thiat Cazsisnn Robbing
has wounted on has drawn far loss
aventyst than mivre popular pro-
gramg like Medivare, There are no
Armibes of or service pro-
viders behind the tax credit. There
are ne sgencies lilied with recgionts
waiting io coliect their vhecks,

The intersal Revenue Service ad-
Fanisters the earsedvincome i3z
crediit. Workers apply lor it when
they file their % returns. 1f they
quiily, they get & tax reductionor
check H the credit exceeds ihe 18x
they owe.

in telephone interviews, Lax credis
rettpreniX around the SOUDLTY ~ i
sated through the ponprofil Cenier

Coct
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on Budget and Policy Prioritiss ip
Washingtor, which Strongly sup-
ports the eredil — said they nsed the
paney for everything from medical
bifls 10 eyeglasses 10 day care w
sehoo) suppiies for their children.

For them, the money received
from the tax credid can mean the
diffsrence between making it on
thRIT QWL - OF 1L

A 3S.yesr-old womap in Somer.
ville, Masgs., who spoke on the condi.
tis that she not be wdentified, got 8
$44 tax credit Jast year. 1 bought a
weei's worth of groceries.” said the
w0, who BRs kidney ditense and
ie on dialysis. She receives 3653-a.
month i Sovisl Securfty disability
payments, and warks part time a5 3
ssandour haby sitter.

Under the proeposed Clts, the wom.

gng to Cemsr o

;

T CredF

an would not receive any credit next

year: All childiess workers wegrLid be

ehminated from the DrOograns.

16 Revers, Mass., Edna Vinteme,
a $19.000-n-yesr programs assistant
far o day-care agency, says She put
lagt year's $2,600 rax credit inm po-
rochial school tuition for ber iwo
daughters, ages 6 and 10, Sha wax

able to get & break om the tultion by .
“agreeing t0- belp vut with bingo

garmes angd other school fung-raisers,
she said.

Eric Mastin, 25, says he earned .

$11.006 Just year a5 a plumber’s heip-
ey in Eme, Do His wife, Lynn, who
hist remrned W work after giving
Bsipth to their third child lagt month,

works 24 hours a week an a $4.45%an-

hour price coordinaior at the Glant
Esghe supermarket.
The tamily gou a $2,650 credit Jast
: 49
@ it 1 cover medical bills, which
had gone unpeid since neither he nor
hig wife pecrive medical benefits.

In Baton Rouge, La., Carolyn Rob-

eres. 25 enrped 513,600 last yearasa
secretary, She said she and her two
daughters, ages 15 and 2, had been
nammipinss since she sng her hushand
separated tass yesr, and had been
sisttling from one friend’s house o
another. She sxid she had ased her
$2.506 crodd o move her family i
2 $EG.amoiud; aparyment,

spp ware waiting on that check,”
My Hoberis said in & telephine @
sorvisw, “1 went cut that gay and got
an aphriment. ] Wit just 5o nappy. 1
crind.”

Like he other recipients who were
mimrviewsd, Mg Roberts said zhe
#id nnt Xonow much sboat the Fedy
srel budget. She said she worried
about her own badger, fur which she
winsld get 3359 less in 1996 under the
Repubiican Senate propossl, accord

Pricritias,

My, Martin said. He suid they '

about beth of them,” she said,

$he pays $128-a-month for Realih
inzurance. Her furnitore was donat-
ed through 8 Cmbolic agency, she
said. Sue goes tios have opadit cards,
or gable television, she sard. Her
other makes the family’s cloihss
e and bhuys shoes for her grand-
daughters, Ms. Roberts said

Two months ago, Ms. Roberis (oak
a second job, as 3 wailress on the
inte shift aif the Texas Club, making
about 3300 last month, 1 want a
houss’* she said “We save par
dimas in a pickle jar.’”

Diane Lawis, who is Faising ber %
yearcld son alone, earned 320,000
last veur as & hunger sutreach work-
wr i Harttard, *'1 got a jot of money
back last year,” she said of her
credit in a telephone interview. "1
Eot abour $1,000.”

St said most of the money went
to pay her gas bill, after she made do
without gas for eight months, pre-

~ paring meals i a $100 microwave

pven, whith she alse used to boil
: water to bathe her son.

i1 paid in person the day | got the

" ehieck,” satd MK Lewis, 30, o former

weifare recipient. “They turned on

the ga: & couple days later. It was

Ll’

Ms. Lawis spid she used $70 of the
credit 1o send her son (o a two-week
summer camp ia Andover, Conn,

Nex: year, even without the r o=
posed cuts, she will not qualify .of
the tax credit. Ms. Lewis said -he
recently received a $6,000 raise, in-
nasd 1o cover the cost of medical
nenelits,

+! don't qualify for anything now,"”
ake Said, “Not & medicat card, not

s iieH my co-workers 'I'm middle
ciass now,’ ™ she said proudiy.

Fl

Pudge: and Polity “When they're looking lor Somenne

w participaie in 8 forum lor igw.

i barrow from Peter to pay - inchme peaple }tell them Ican'ido it

Py, and sorestimes you lorget

aaymore.”
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Pouncing on the Working Poor

TR

The Regublicans have 3 split personality, At
times, they are principled and bold, striving te
1akE Fovermment live within its means sves at
mwkdbemgw They challange
um.zbc? ty zgf&

ms:mp mean petey, re-
warting friands and myons sse, A
case in poind is the plan io reduce the Esroed
lnceame Tax Credit ETT0), 3 meanurs that
previdea tax relied for the warking poor and,
smtif new, bad enjoyed wide bipartisan support.

For good reason, Pz simply, the EITC
mmzzmmmm-

Through income tax refunds, it retums Social
Becurity payroll taxes fnow 15,3 percest of
aghs) and offsets excise and sales txes it
reveinds work and discoirages welbirs, in 1996
ther EJTC would cost the government about $25
billin, . Two-thirdy of the benefita woukd go to
thase with incomes under $20.000, m:lumd
?&%mﬁmmmmm e

To raise tants on these workers is geruinsly +

hard-hearted. The Republicans are right to
reexarune welfzre and Medicds these pro-
grams havenw't reduced long-terss poverty and
depehdency. Bat the ESTC ought 1o be wildly
voular With conservatives, It ants taxes. B

mzc& selfiificiency and setf-respect. i
doemn't dictate 1o beneficlaries how to spend
thetr moaey--whether on food, reat o toys.

Pobteally, 2 substivutes for misguaded increas

o8 ys Kb MEnEGAT WARe.

iy Earress, the Regoblcans woukin't kill the
EIT0 owtnght. They would merely make it
mare sungy. Created i 1975, the EITC was
expanded sigraBcantly @ 1986, 1990 and 1991,
The Republeans can cte “pelicy” reasons for
reversing some of this hberzlimixn, but the
res} reasons are political. First, poor workers
arer's Reoublicans, sd the proposed changes
are tachnuca) and obseure, Wha cares? Not
Republicans, 1 seema,

Sevand., Republicans are desperste to find
revenues o balhoce the budget and provide
3245 hillion W (AE CUI3 Over seven years
(1966-2002:, The House Ways and Means
Compmuttee would cot the EFTC 5273 bilbon over
seven vears: the plan now being conmdered by
the Senate Finanee Commitiee nvelves oule
exceeding $40 bilion. In etfect, Republicans are
rusng taxes fof poorer wewk#ys 5o that towes
for hoghee.ncinne workers <an be jowered
Perhaps this 13 good pobics: ¥ ia lousy socal

Teue. the ETTT isat pedect; o government
peogram is. Ooe complunt v that it has

spawned widespread fraud, But the worst abus.
s have been curbed, argues Robert Greem
stein, head of the Center on Budget and Policy
Priorities, 20 advocscy group. The most costly
snn involved e seivesson of tax {orms with
phony Social Secarity sumbery. The (RS s pow
verifying Sodial Security mumbers before issy.
g feftne it Ooe sign that the ascti-fravd mess-

Ancther probiem » ooe that affects many
programs for the peor. Jt invalves 3 queation:
How fast, a3 peogies’ incomes rise, should
benefits b rechaced? I the EITC i abruptly
Mﬁzwm%&mrmm
are discouraged fom sarming more mooey.
Most extra carnings are offset by a lows of the
@ credit. Cognder: In 1996 the sk tax
craxit would be $3.564 for 2 parest wih two
chikires ender 13; this credit dppbes to those
with imcoeses detween $8.910 and $11.630, ¥
ok duller earnad sbove $11.630 triggers 3
SoBar's lony of thee credit, ecipients would face
3 Atige disincentive 10 work more,

The solution has besn to reduce the ENTC
gradusily. No more than 21 cents of zach extra
dollar of earnings is kst frven 2 lower EITC. Bt

« c;»‘fw{
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David S. Broder
So Much for Fairness

The Republican Revobstion &n Coo- the EITC benefit, I1's zlwo 2 device Jor  mittee Republicans qpped the ante toat Repeblicans wilt 100 your that some  child tax credit i our tax ot plan.” Tha
gress is dropping its cheak of faimess  helping workers siay above the poverty  least $40 bidbon. peogle have been fauhdently ripping  answer 5 the phooiest of all,
fanter than the trees oo Capitol 35 are Eﬁ,‘@&&,gmc%%&o Republicans talk 8 b abot “providing  off the ETTU. They have been, bt the The Republicans don't make the cred
shedding their Jeaves. Last werek alnwst  getling tax credils averaging aboot 3252 inoentives.” The rationade for their plante  IRS has boen cracking down, The bills it refundable, so one-third of the ehil
all pretense of equalty in sharing the  week. The credit ranges from 7 cenls to syl capdtal gaing taxes s that the top-  call for added onpliance measurps,  dren in America would not benefit at all,
brarden of badget cutbacks dappeared. ~a§uﬂ§§§§ bracket taspayers, who will receive most  which aze calculsted to yield only $1.5  because their family's invome is too fow

While one. House: comadtioe calied for 23 vou appossh the tog Eait and ending  of the direct beoefits of that cul, peed  hillion to 32 bilioo of the savings. The 1o be taned, On (he athes hand, brcause
_the abolition of the Medicaid program of  for mest fsnilies when eamings reach  more boentives to save and invest, Lot btk of the $23 billion {(House} or $40  families with incoimes up 1o $250.000
beakn vare for the aged, the indigent  between $500 xod $500 » week, It costs  ting hem keap more from their stk pillion (Senate) will come fight ot of  are eligible, 3 willion famiies maldng
i%gﬁ%g 2 whack  about 328 Bilon (his vezr, and 3 but  madkel and real estate degls will da that, kowincome werking families pow elig-  more than $100,008 each would divwy

ut of whal President Rexgan and many  $1.5 bellion of Uit goes to fanifies mak- But when it comed to the working  bie for the program. up # pool of $11 Wilion to $17 bitlion.
thers bad calied the most effective and g less than $2.500 & moath pout, the Republicens apparenitly decid- Weli, the Repudlicans say, “We're The Repablicans’ econieics sure
icentive-building device for boldtering Preaudent Reagan in 1988 called the  od Al incentives area’t really that Egﬁxggs «%@ﬁﬂ; ...riuigggg

the incnene of the worling poot, EITC “the Dest antipoverty, the best  important, Their plan phases out EXT0

It would be pleasant 1o pretend that  prodamily, the best job creation meas  beoefits faster than aurest law, and
these are oddithes, bt the seaxonulzting  ure to comme out of Longress.” Arguing therehy radduces the werk incentives for
evidence points ceardy to the conclusion  against # boost in the minimum wage  mare tan ¢ milicn fmdies in the
ut Kepublicans, who Jove to scuse  parlier this year, House Majority Leader  House vession and 11 million in e
their opponeats of practicing "chass war- Dick Arey (R-Tex.) said that “a direct  Senate bill,

fare” are really stiddng it to the txor  subsidy like the Ewmed inooeme Tax Jt eliminates ihe EITC entirely for
nomkally struggling familiee of Amerd-  Credit is » mom compussionate means childlesa workers, knorking st 4 million
X 2, Fil come tack to that bigger pattern  of assisting low-ancome Families.” peophe riaking etaeen $150 and $750
another day, bt Jet’s focus for pow on Hut fast weelk, with miniuen debete 2 mosth who ofherwise winild have
o cxampe thatl ceptures the whole  and o @ partyline woiz, Uw House %&% aversge beocfit of $15 3
s pictyre Qﬁa&zggﬁﬁ?ww% month and a maximem of $27 3 menth,

' .megmg agy, President Ford  can majprity decided to reduoe or #limi- The Hepublicans say the EITC ben
} signed inta taw the first 1l creating the e the EXTC bencfits for twothirds of  efits should go “ondy o those famiies
, Bared Boome Tax Credit (EITC),  the warking poor who oow get help  with qualifying children.” Ask youreelf §
gggs woincone work-  [rom the program, in order 1o save $23  you have ever heard 3 Repoblican argue
| ers modest belp by refunding some of all  billioe: over e next seves years. Pope-  thal capdal gaine Gar oy should go
&&nggﬁwo i their wages  list conservatives soch as Armey aod  “only 10 those Famdben with quslifying
1 are very jow, %gsﬁﬁ_ House Bidget Commttee Chairtman ggﬂxtﬁﬁaga«wu&
w%ﬁgﬁxg Jobn Kasich (ROhio} who claim the:  their Bmestmmar incwmw st shade S
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The GOP on the Working Poor:

Let Them Eat Cake

The Howse has the Contract
for Ameriza’s call (o restors 3 30 biflion
tax bresk for more affiuent Socisl Secarity
rectoients, while Senaie  Republicans
wing i sumpw Hrst 3 $500-s-child t3g
srecit iy availadis 1o gif famities maiong
move than L2200 000,

Simuitansously, e House Weys apd
Means {ommittes has endorsed 3 L83 bl
Hon ot i the 2arned income tax credit for
the working poor. BERTAMOUNt (o & hefty
tax hike lor that proup. Senste Repubil-
CALs hope (0 whack these low income fam-
jties aven more, with cutbasks of $41 bil-
ilon in the EYTC over the next seven years,

Republicans work themselves into a
father when they see Democrats de
mogoguing agamnst the rich. Bob Dole
tants about the Clinton agministration's

I
\  Politics & People
_ By Albert R. Hunt

"nstant appesl to envy and ciass war
fars. " Infusnrial Sen. Don Nickles (R,
Ckls.) masts any c3p o6 e 3506 oeiid
syedit 18 class wariar,

mwm;gamwmwm-
Svans o 5 direeted a8 avenots, ¥ o
chude the wvrkmy poor, Senste Finance
Comauties Chanman William Roth, fov
example, demnbes the BI1C a3 2 “oon
for tax cheaty and np-off arnsty.”

This juxtaromition of pushing 14X Mmes-
sires, with Hitle econamut of sooigl ratiy-
aaie, (hat Demelit small grouss of affluen
12 e yers while uging the working pooe
the front Hne 1 the bartie 1o balance the
udgel has prompted White House Cluef of
Stalf Leon Panera o talk about the GOP's
THane Anlomelts” iy anproach,

The rwordscadeold EITC, which qives
low ineome workers 4 credit ajainst
Laxesmicome, payrell of sales.. s long

enjoved Republican support. Many con-
servatives hail it 35 far preferabie w the
inimurn wage or other government sob-
gidies: since the EIT0 goes only o those
who work, it ix seen 2% a penuine anti
dote to welfare, A% recently 28 this Feb
ruary. ihe BITC was praised by House
Majority Lesder Dick Armey-t16 bleed-
ing heart-lor “rewarding work . . . with
ot destroying jobs.”

But the program, which has grown to
$23.3 billion this year, was just oo appe
tiring when copgressional Republicans
looked lor cuts to meet their other
pmmisu.rodnthinnﬁmmmmdw
mands of conservative popudists, 1ke John
Kasich, to attack sorporats weifure, House
Ways and Means Commirtes Chatrman
Bill Archer vowss U cinse porpOfale (az
loaphobes. The upshot: Of the K38 hillion of
nel GRX FAvanus gain aver the next seven
vears, 5% of i oomes fom e working
poor by paring hack ihe BITC, Apparentiy,
10 Mr. Archer, corperate wellare inchuissg
$17,000-3-yexr workmg faniiies,

To justify this hypecrisy, the Republi
cxn National Commillee recontly g ot
“laiking points,” charpng tus s an outal
controd program Wb sioymoketing oosts
ang widespresd fmud.

Hob Greeastein of the Hiberal but bighly
reilabie Canter on Budpet and Policy Pry
orities, picks these charges i ploves, -

The contention that iz 5. 23 Sen.
Nicides szys, “the most out of contrgl en-
tiflement we have” s nonsense, Coxts
have mred becjuse (angress, ususly
with the support of misny GOP members
and the past two Republican Prasivents,
three times in the past decade voted 1o

expand the benefliz for thit successhy
program. Alter these mandaled expan-
uoRs are over, starting next year, the
ETTC wll grow at a +% clip for the next
aight years, or considerably less than the
6.9% projected annua) growth for enntie

Cesy

Yy

2/
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This isn't Medicare or Medicaud,

Itz undeniable that the BITC was rife
with fraud. Bt the Internal Revedus Ser-
<100 has sucesssinily cracied gown i3t 3 1ot
i 12 and the fraod raie is dropping sharply.
Moreover, as Mr. Gresssten notes, iy
™. of the proposet cuty in the House angd
only 4% of those in the Sexate aps 2imed at
curblog fraud: the rest-roughly #5%-are

real authacks, affscting more than B mil--

lion working poor families with more than
20 million children.

Qther Republirans charme (he crwdit 52
& dinmnceniive W woTks wiii Sadgperated
cunsiderably, thers's & ligie to this, Buf
Mr. Greenswdn conclusively peints out this

more ongrous Senate provision, the s
nike wouid be closer o $1.79¢ over the
ROXE SoYsn yaars,

Even some conservitives are dis
mayed. Rep. Thomas Perri. & Wisconsin
Republican and long-time champios of {he

LETTC, favors some relorms like denving

the credit to childiess couples. But these
changes “2o too far, espacially in the Sen-
afe,” he claims, and argues that the Re-
publicareprized  $500-a<child tax credit
should be made refundabie 56 i benefity
working poor families txr. Sezh familiss
biave no incoms 1ax Bability bat do pay rme-
gressive payroil and sales taves,

Yei while Sen. Nickies is proposng o
ensure this credi goas to fam-

Rovarws Robie Kook . &
tw ox .

e | jlies making more than

.t O e e T Conmaer wih | .| $200,000, the GOP  back

Tt S Shwcr Sawiing st
At i Homus Viape el Ky

racked on making it refund-
3 abie, As a result, one-third of

Fanewn ot S wmit Iy T P OWT, . e
Em:m»uwuvu_&mm. wmwm—ﬂk a0 - «*"‘w m i (‘J‘I.lil ZE pod

Lonna o

: LA MROPOIAL MR MOPOIA 1 D coversd by this fax credit

ADEtE QrOLS DT $I5008 §13000 G006 200000 huﬁe@: by FToups Hige the

Fryr ne 2298 AmS 1207 1297 | Christian Coallfion as theven-

* Incormp [x Sl ety ] ] ns Ba% terpiece of 3 pro-family poi
1500 L2 14 crens: 9 8 LS ey

EITE: ' bN O S v 0 ¢ The GOP isgitimatsly as-

WET THANGE *"‘ _ ~83, 134 s3its some Democrals for

Zinite Thusiamy ot Sn od Thedauivcly . - < ;.| playwg the class warfare

primardy affects wives in two- enmmer fagy
ilies who, lJargely because of the EYTC, stop
workang o sperd time with theyr chiticdren,
Doesn't that promote famiky vajuss?

To see bow this affecty resi people,
ke one Bob Greenttem-supplied éxim-
piz. A marnied couple, with one child, tha?
earns SIA.000 and pays 3200 3 mooth lor
hid care wonld, dder curvent law, next
yrar Rave 3 ax lability, payredl and in-
comé, of L0, If the House Wiys and
Means Commultee-spproved cutbaceks in
the BITC were enszusd, that tax i would
shimb to K75 (e couple wold owe the
povernment alinost K36 more i laxes
aver the next seees years, Under Um

e, Sosk-the-mich propos
att usually are bag public policy ang ane
dizhones? i suppesting that reams of rev-
eaue a5 bt gpuned to pay (o other causes,

Hut sy the Republiczns are even
mide shamefully nlaymg 3 teverse Robin
Hood:, While Reoublicans pian a more
than S200 siiliors tax cut. the iatest Trea-
sary distnibulios fipares show that if e
E1TC 13 cuk Lack, those making tess than
330,000 2 year would actually lace 3 ax
Rixe. As Premdent Chinton said durng &
funchean with reportzes this week:
don’t befisve 'S 3 grest kies (0 rase
taxes on werking families maicng $15.000
4 Year o iowar iaxes op me." Any dis
senters on that?

[T S
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‘Senator D’Amatos Chance

The House tadership proposes 1o ot the
earned-ncome tax (redit - 3 Fuaderal rebate o low-
. paid worksars - oy about $24 bilhon {or 15 percent)
pver seven yesrs., The cuts would undermine the
Jworthy policy of e Clinton Administration o
“make work pay” by using tax policy 10 assure that
misimumavage workers garn encugh 1 it their
famiites out of poverty. .
The House plan is misguided, but Seusic Ko
publicans are congidering something far worse.
William Roth Jr., the new chairman of the Finance
Cammittee, proposes whacking over 350 billion out
of the tax credit. That would devastate the smartest
anti-poverty weapon {ongress has sver devised.
The credit will add uyp tw $3,560 next year o the
take-home pay of low-wage workers. The credit will
he phased cul for familiss eayning more than
$11.620. The House G.O.P. proposes to inchuds, for
the first time, Social Security income as part af 2
family's earnings. On its pwn that may appeario be
a reasutiable provision. But it really puts the Repub-
licans in the callens position of advpcating lower
taxes on Social Security income for aon-poor elderly
and higher such taxes on the working poor, The
Heouse proposal wouid end the eredit for four million
chilgless workers and phase our the credi: faster as
3 worker's income nses. thershy discouraging

workers ifrom going after higher-paving jo

What Mr. Eoth has in ming is even worse th
the Housge proposal. Under current iaw, the incor
threstoid at which the credit begins to phase o
adjusted for inflation. Under Mr, Roth's propos
inflation protection wonld be stivpped away, red
ing milliong of additional working Amsricans
poverty-level incomes, He would aiso reduce :
s oF the credit. The Center on Bodget and Pol
Priorities, & liberal advocacy group, cajculates v
3 family with two children earning $15.000 way
uriles the Roth plan, pay about $1.730 morem t
by the year 2642

11 that same familv bves in New York St
however, its predicament would be lar worse, Ta,
would rise by more than $2.000 in 2662, Here i
shance for AHonse [V Amaio, New York's Repy

‘can Semmior on the Finance Commitiee, to dale

the state’s sconomic interests by protecting the
gredit from the deep cuts favored by Senztor R

Almost one million New York {amiliss dep
on;the credit to stay out of poverty, Every om
tiese families includes someone who works,
Republicans are supposed 19 be the pany t
sncourages work. But they have come up wit
plan 1o tax away the meentive 16 chose employm
gver wellare,
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Making the Wi‘ong PeoplesP‘_"’i. : % :

K THEIR search for funds to balance the
budget and carry out the rest of their agenda,
the congressicnal Republicans seem about 1o
make substantial cuts in the main form of faderal
support for the working poor, It's the wrong
cupboard to be opening, absolutsly the last piace
they cught to be looking for the large amounts of

money they still need for their other purposes,
Tie people who benefit from the earned-

income tax credit, as the 2id is called, are the

oves the politicians of sl persuasions are always
rightly saying the government pught to help the
i, They're mamly jower-income working fass-
ibes with children who are playmg by the rules,
tryisg oot to rely on handouts it to be self
supporting. It's an uphill fight; they mostly work
in the reaches of the economy where wages have

7" been’ weak in recent years, in part because the

vaive of the minimum wage has been allowed to
decline. Instead of increasing the wage, Congress
has mcreased the credit on grounds that i was
the berter targeted and more efficient way of

' .mgm&&mwﬁ&smwm

increases; George Bush signed one, Bill Cliston
acuther. Does the gzmzmment now back away
from the credit as well?

The credit serves to incresse oot actual wages
but tzke-bome pay by reducing the income tazes
that eligible families owe. If their incoroes are so
fow that they owe no taxes, they receive the
benefit as a direct payment. The amounts aren’t
large, but they're lrge epough to make an
epormous difference 1o the famibes involved,
The maxizmum credit this year for a family with
one child ts $2,100: the most the family can make
and still get that is about $1),600 a year, after

mmmﬁ&am&rm
The smounts are indewed; the curg _,
Tmydmmw_
issbout $25 billion a year, < L0
mmwm
be tightened a litthe sround the

;M
o the it . 1

mmnmmmhmgm

tightening-up. Baththeﬂm
mﬁ&nate?‘mmmxg“;ﬂﬁ
vast amennts they poed to soeet )
under the coagressonal budget M’l‘n
help ic making up the difference,’ Wiy ‘ad
Means Chamgan Bill Archer Mhﬁ
w&k&%hmmmwm&am
billion from the sxrned-income prograss aver the
mﬁmmlﬁ«;ﬂmm&

affected alike, but oversil the proposs would !
Wwam:dmmmw- 5

the least that seems hkely,

New Finance Committee Chairmin Wiliam
Roth is co-sponsor ¢of 3 bill to talsy heee thnes
that, in part by cutting omt indexsiion. Py the
seventh year, his propossl would' reduce the
value of the credit by more thas' hall. The
Republicans are opposed mmmu-
hare propose what would smoant to 5 piEabie bex.
increase for low-wage people-anly. it's eroag. A
Congress struggiing to pass & weliare kil g -
mmmmdmmmm*’
the take-home value of warking, “THM'S whtag, °
100, mmmw&wa:m
backs than these,
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Republican Senator and Two of His Constituent

Tllustrate Debate on Tax Break for Working Poo

BY DaNa MILEANK
Staff Beporter of Tae Walk STeeer Joomsat

WILMINGTON, Del, ~ To Republicah
Sen. William Roth, the major feders! pro-
gram o aid the working poor s & disasier,
To his Delaware sonstitupenis Msiinda
Heck and Dorma Bratton, it's 4 gotiseng,

Sen. Roth has introduced legisiation o
make vast Cuis in 1he Barned fncome Tax
Credii, 4 1ax hreak : .
for law-income
warkers that unty
Tezently wis hugely fi
popuiar  On both JYo.
siges of ihe aigie .
Hig twn conshiiugnis
receive the  Credit
and siind 1o lose 3l
The views of these
Isres people (2DSUL
1ze much of the cur- B
reni debalis In Con-
gress gver whether
the huge tax-credit
nrogram nedds (o be

crasuically overhauled,

My Heck, a recently divorced motherof
mree 5avs She npeeds her SLS0G-a-yea¥
vrec:t for child care so she can keep her
ot v the morigage and stay off welfars,
C1E i thas, 5t could be the iasi straw,”’
T8 SIVE.

Ms  Hratton, another sigle mother,

- savey her anaaz crecii of aboutl 766G for
when the pipes Burst or the heating breaks
i her mmonile homte and et $319.000 income
wan i cover . TS ke bemng punished,”
she suvs, e irying 4s harg as fean.”™

Bui 1o Mr. Roth, bith are beneficianies
of a program gone gwry. Their incomes.
3bove the poverty hing, are higher than
those oniginiily rgeieg. Recenl ang
monned expEnsons of fhe credit hHave
turned what wa5 ORCe & Cushion against
payTol taes Inlo the Jaglest-growing pov:
erty program. Costs wilt hit 327 Billion next
year, Conservglives who have soured on
ine EITC say ihe growth has invited vast
fravd und given money 10 the less needy.

“The program was basicaliv 10 help the
pour get off welfare and o meamngful
jobs.”" Sen. Roth says. Me detiines to
comment on Ms. Het and Mg Braitea
But “in these days of limited resourees.
we're tryIng (o scale 1Ais back 10 help those
It was intended (¢ help.” he says.

w.“’..‘ r b . ';‘T»i-‘l'l :';!
Sem. Wiltiom Roth

Sen. Roth's bill would take $66 billion
out al the program over 3evens Years.

mostly by cuiting off those &1 the top andd '

eading inflation-indexing. Ms, Heek would
lose her credit immediately under Mr,
Roth's changes, Mg, Bratton would juse
hers gradually. A smalier Benale proposal
would cut $21 billion. _

But even 30me COTSEIVALVES wWOITY
about badly wounding 8 rare Speties: 4

ot

¥

S iy W R

Melinda Heck gnd Family
weaifzre program ihal. on balancs, sur
cpndy. Onty those who work yuslity, The
Center op Budget and Policy Priorities
says the Roth bill would uitimately ot Lhe
program in hall. amountling 6 a tax in-
cresse on 1% miliion of America’s pooresi
warking famities. Most of these families,
because they don’t pay income tax,
winidn't  benelit from  a  proposed
$500-3-Child credit.

Mr. Roth says the EITC is “probably
the most abused program On the DOGKS.™
with {raud and error rates in the M5 o 0%
vange. This has been 3 huge problem
pecause the Internal Revenue Servive
didn’t check childrem's Sociat Secyriy
rumbers and verify earnings. Bul aftera
clampdown this year, the IRS says vichs-
tions are rapidiy approaching” ihe 4% o
17 of other (8% PrOgTams.

That leaves the argument adout
wheiher the program is benefiling the
right people. Because there's no test for
855818, wmigrest income oF child sappont,

Rr. Roth argues. the EITC “lacks a sense

of fabrness.” The credi!t bepelns tnre
groups: thase sarning less than 55,000 (fo

_ & two-chiid famuly), who get an increasin

cregit for each doliar they eamn; thos
£arning 59,000 1o about $12,000, who get th

pnaximum credit of $3,550; and those sarn

ing shaut $12,00C to $28.000. who receive
duclining Credil.

Just aboyt esveryone agrees the firs
and second £rOUpPSs have a SITONg inCentiv-
10 wark. and the cuts would have a smat
ler imnpact on them, The dispute is over th
third group-—twice a5 large as the first-
which has a slight disincentive 1o wor,
more and, arguably, may not need th
money as muth. :

Drive up to Mindy Hack's 3310600
three-bedroom bomse in north Wilmingto
and it seermy 1 justify the complainis. §n
has a computer, & microwave, a refigers
tor with an oo maker and fwo air tond:
tioners running. Since learning of th
credit, she fas amended old retums o ge
more money. Her income—which she ask

- sol be disciesed — puts her in the uppe

£IT{ sracxel, "Fmaborderiine gase,” sh
soneetas. t her child-support income wer
incligded {f would boost her earmings 50
and keep her oui of the program entirely
{ritics call exciuding sizable support pay
ments ihe “lvana Trump loophote.”

Bul ipok into her finances as she dis
psiays them on Ihe Kitchen lable, an.
another story unfolds, She's ‘10 days lay
with a morigage payment bul doesn’t hav
enouph it the bank, Ms. Heck would havy
lost the house since her divoree two vear



Pos it

ago if not for her mother, who has paid
gruch of the mortgage and gven her a
gtation wagon Lo drive, Bven so, Ms. Heck
$ot into troubile with deht and had to have it
restructured; she now has difficulty get-
Ling eredit.

The family's fuwrnilure snd ciothing
come from Goodwill [ndustries, whers she
works, bought with coupons she wins for
hitting sales goals. She puls house-brand
ceres! in & Rice Krispies box 30 her Rids
think they're getting the real thing. “An-
pirer fevr doliars is iife or deaih to me.”
she zays,

The EITC, she says, averted disaster
alier her divorce. Her child support didn't
cover her day-care costs of 5468 2 month for
her three kids. Without the extry 51,560,
she says. she couldn’t afford the chiki care,
i 1 can't afford chilg care, 1 inse my
job, tose the home, and F'm on mony's front
poreh,” she says. T pesling 10 e point
wheye maybe 1 ¢an kesp my house and
keep tiy Kids in day care withoul bouncing
Lhecks.”

Still Needing the Credit

Some of Ms. Heek's co-workers at Good-
will make hall as much 35 she does and are
m the lower EITC bracke!, But she figures
shie needs the credil fust ag much. “Maybe
my house i3 in 2 niter neighborhond, but
P i the Same boal,” she S4ys.

Werking a8 a secretary in 2 Wilmingion
sifize park 8 few miles from Ms. Heek's
some. Donna Bration alse tunks she
shnuid pet the credit. Unbike Ms. Heck, Ms.
Hratton freely concedes she tould survive
withoyt ter eredit, which is ail of 3692 a
vedr. But she feels she deserves it “I'm
. hot asking. the governimen i give me
anyihing |dida’t earn.” she savs.

The proud Ms. Bratton. who has 2
three-yearold daughler, has never ve
ceived wellare benefits and never sxpecis
19, Byven with her credit, she still winds up
giving the government money. no! 1aking
. Moy predit dida’t offset Social Sevurity
taxey of £1,207 last vear, Medicare taxes of
$281 and hundreds in slate Waxes.

For her. the credil is like two extra
wieks of pay each year. “'To me, it's safe
money in case of emergency. and there's
alwgys an emergency.” she says. “For me
the exira $60 a month medans an exira
week of day care or a pew muffier ang oil
changs, or two weeks of groceries. orif §
have to call 2 plumber H the pipes burgt.”

Uniike Mg, Heck, Ms. Brautos geis no
chiid supnort. But she — or people like her
gl e upper snd of the EITC income
{imit - would be phased ouf of the program
in the next lew vears,

Ms. Bratton finds laughable the sena-
16r°s claim that the credit discourages her
from working or getting. married and en-
courages her 1o lie about income. ! wark
more to get more money — [ dan’t bave a
job to pet the credit,” she zays, She'y
sirugpling toreduce 2 few thousand doliars
of eredit-card debi and is paying off her
€31, }

M3, Hrafton pians on marrying her
boyfriend in 2 coupie of years, Though ¢
means losing her credi! because of the
EITC's “marriage disincentive,” she isn't
worried. “11's $692 vs. S17.000," she says,
referring w his wneome. “I'd rather havs
him there,”

Sen. Both, she figures, & missiog e
polnt. i the senators really wani i know
what's guing on,” she gays, “ihey should
make (he goney of § single parenl.”
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For Those Most in Need of Tax Break, Guess What

¥ HOW IT 18 well .
tablinhed that con-
gronsional Hepubli

oxar never mel a8 tax break
they didn't Like That ia, un-
lews 3t goes W people in low.
sage Kb who wre trving to
siny off welfare. Por thoss
peopie, Congrens bus » sur-
prise. They muy well be the
an!zhi*mm hesded for » & :
fan .

While they're busy ambting ?&l’i&
dmp, retronclive tax cuis lor PIRLY
investars, rewriling laws su
thet profitebic corporelisns escape taxes and jock-
aying ke give & $500-per<hidd oedit o Funilies
with iotemea of 3200,000 and wore, key Republi-
taD tex-wrilery ate worling
income tax crodit Yor the working pogr,

Lika gthpr prograron the New Wave Republic
cand are seeking o dismanptie, the earnedincoine
fax crodil started out a5 ope hlessed by their
gwn portisans, e xoompt — Lhat Jow-inenme

famidics headed by workers shouldn't be pushed -

iale poverly by lasea — wis choampionsd by
pote obher Lhan Ronald Besgan hack when he
wes Culifornin governor.

The ledersd crodil, o refund meant Lo offst in.
come, payroll and eacice tazes, was signed into lew
by Repubtican Preasdent Gerslid Pord President
Rngan (hen oxpanded its vench in 1985, fifbing 6
miliion familine shove Une po Lline by envaring .
Linas their feders! tases Gidn't pash thess below 5
Presideot George Buzb, backed by comservative

think Lanks interestsd o promating work and bol.
stecing families, broadensd it in 1990, And Presi.
dend Bill Clinton capaaded it sgein in 193,
Veronick Johnson, s 28 yearold single mother
in Philedelphis, claimed the sredit Lhia yoar. John
son grew up in & fueily un welfars, But piboe
gradunting frora high school ahe hins worked full-
titne ol & dey-core center, Last yoar, ber income of
about $13,085 frow ber samislant tencher's joby of
lpwed her to cisim the earned income credit, With
the $1,000 chech, che bougit s bed, n dresser pud

- adothes for ber 21-month-odd son, Beth,

14 ratber be bome with my son,"” ahe said in so
interview. Dot | make wore tnoney working thien
sitdng home deing suthing ™ The tax medit, she
aaid, bux st Lintes heen spunt on her son's ahoes,
food and oiber necessities, Withast -it, “he’d be
doing without w lot of Chisga. 1'd huale Lo Joee iL”
Ciaimang that sxpenace for the credit are wesh-
reorming M'oud of vanlrol™ and 1t the program is
riddied with ercor and fraud, Republicsne are
working to scale i back, The Senate incduded 4
eviiback in ile belented-budget plan; House mnd
Bensle Lax-writing commitiees sre both under
pressues Lo trim it haek deousetically nexl munth
during work on ths bidd 1o provide hge lax culs for
many. The most far-reschiog plan (o eurtsid the
eredit is spontored by Seusts Finanos Commitiee

‘membvery William Both {R.Del} and Don Nickles

{R-Olla). Their pistestinl hit: Ay aversge tax hiks
ol $516 nuxl yeur for v dow-inenroe faxnily with two
or &:z chidren.

mre indeed growing reqidly. Bul they wre
expecied o jorel off onoe the 1993 changes are
Fuliy phased in,

Thase emparwiovs vwerw meant io prepare for
welfare reform 1hat fotces more poor famiies Lo
work, Bocmuse wellare recipienls stand e lose
besefits -~ lite lond slamps and, sventuaily,
Medicaid heafth insuranon — the ides waa o offet
the Tosses pnd male work more sitynctive.

That unravaly i the Hoth-Nickles plan. It
would freezs the site of tbe credit wnd slop in-
dexing eligibility threshoids with inflation. S0
the “brachel croep” that wied to push taspayens
inte higher nad higher biackets e inlation
hapsied thedr incomies wouwld return, but only fer
the poorest taxpayers, '

Those einiming the eredit would have {o report
as inobrme oy that's ool laxable Jor saponue
¢lse, Thus child sapport, ceriain peasion benalites,
tag-exempt intereat and the nen-Laxeble portion of .
Sueial Secueid: would be axented in deteroining
elimbidity. ) ’

Nickles” ta: side, Heren Marshall, said chonges
are needed 1o prevent fraud. But wome reforion 2o
ncied by Long-ms and others already innplemented
by the Interral Ravanye Serrioe heve reduccd oo
rors substand iy, The THRS says "nonoowpbane””
i nowe Bboue LB peroest, tne sane o3 Lhroughonut
ihe Lar wode. '

Nichles, meanwhile also bag intredused » mes-
gare Lo give & SHM0per child tax credit o sY fam-
iken, liking the 5200000 income timil even Lhase
wacky Holme depublicany had the vense Lo mpose.
But low-wage workers whe don't make enough to

v inco taxes wouldda't gt it

=1 think familios should be able 1 kaep wore of
what they varn” Nickies seys. That is, unfess they
happen Lo be poor.
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AMERICAN SURVEY

A slap in the face for the

working poor

WaALHINGTON, OC

EAL bipartisan consensus on most is-

sues is rare in Washington, rarer still
on tax policy, and just about inconceivable
when it comes to helping the poor. Which is
why the eamned-income tax credit (EtTC) al-
ways seemed such a miracle. For two de-
cades the left, right and centre all lauded the
EITC, which uses the tax system o supple-
ment the wages of poor and near-poor
working families by up to $3,500 a year, as
smart social policy and sensible economics.
But with Republicans desperately scraping
together cash to balance the budget, the
party has abandoned sound consensus in
favour of crass expediency: the EITC is on
the chopping-block.

How crass? The concept behind the
EITC was originally advanced in 1972 by
California's then-governor, Ronald Reagan.
A decade after it-became law, Mr Reagan
signed the first expansion of the EITC in
1986, calling 1t “the best anti-poverty, the
best pro-family, the best job-creation mea-
sure 1o come out of Congress.” In 1990

Balanced-budget victim

THE ECOMOMILT pULY BTH 1995

George Bush pushed through the second ex-
pansion, which was endorsed by the conser-
vative Heritage Foundation, Together with
enthusiastic Democrats {such as Bill Clin-
ton, who signed the final expansion in
1993), Republicans urmed the £iT¢ into the
federal government's main tool for helping
the working poor.

The plight of that group was—and is—
acute. Between 1977 and 1993, the poverty
rate for working families with children rose
from 7.7% to 11.4% (see chart). The main rea-
son, Most economists agree, has been the
steady erosion of wages for low-paid work.
Faced with this, conservatives embraced the
EITC as a remedy which (a) has none of the
job-destroying side-effects of raising the
minimum wage; (b} creates an incentive to
work rather than go on the dale: (¢) helps
intact families and not just—as with wel-
fare—singie mathers; and (d) requires no
n=w bureaucracy. Meanwhile, liberals love
the £ITC because it furthers 2 cherished aim:
raising every family of four with a full-time,
fult-year worker at least to the
poverty line. '

The scheme does all this by
providing a refundable 1ax
credit for every dollar eamed
up to a certatn limit. The struc-
ture of the credit includes an
up-slope, a plateau and a
down-slope. For a family with
two or more children, the
¢redit reaches the $3,500 maxi-
mum when the family's in-
come is $8,900. [t then remains
constant until the family's
earmnings hit $1,600, from
which point it gradually de-
clines 1o zero {for earnings of
$27,000). After the last of the
three expansions is 'fully
phased in next year, the EITC
will go to more than 21m work-
ers and their families, at a cost
of $25billion.

Therein lies the rub. Led by
Senators Judd Gregg of New
Hampshire and Don Nickles
of Oklahoma, Republicans
claim, in Mr Nickles's words,
that the EITC is the “fastest-
growing welfare programme”,

78,5775 phai ot s B e SN
.-,-g,,_-};&,,,...,.,‘ﬁ".. ity W s v

and that it suffers “massive” losses fr
“fraud and error". Ostensibly on th
grounds, and at the recommendation ¢
task force chaired by Mr Gregg, Republic
plan to cut the etT¢ by $21 billion o
seven years. Mr Nickies wants 1o go furt
He is pushing a bill to siash the credit b
staggering $120 billion between now
2005. .

Republicans use two main argument
justify these plans. The first, that the EIT0
“out of control”, is based on a fact; the
gramme has grown rapidly, by 300% si
1990. Yet this growth was the entirely
dictabte result of the 1990 and 1993 2xp.
sions, both of which received broad bipa
san suppont in Congress. Once th
expansiens are fully phased in (next ye
the programme’s cost will not only fiat
but actually decline as a percentage of .

economy for the rest of the century.

Moreaver, as Robent Greenstein of
Centre on Budget and Policy Priori
points out, the EITC's growth reflectsad:
sion by politicians of all stripes to m.
away from the minimum wage and from
rect public assistance as a means of help
the working poor. For instance, many st
which used to pay some welfare benefit
single mothers who worked part-time
longer do so. As a result, the average disg
able income for a single mother of rwi
lower now in real terms than itwas in 1!
before the E1TC was even created.

The second Republican argument
cutting the EITC is that it is riddled v
fraud. Again, there is truth here. A !
study by the [nternal Revenue Ser
found that 26% of £iTC benefits w
claimed in error. But the IRs reckons
‘nearly half those errors were mistakes,
fraud. And the 26% figure measures onh
rant ¢laims, not payments. Partly becaus
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such fndings, the 1ks has begun some
sweeping changes to ughiten up the system,
which i estimates should pagh theengrrate
below 20%—and bience below the emor tase
far caxing sapital income.

No doubt that rate is sl wo high. and
rmore reforms are neeced o reduce it fur-
ther, Butsimply cutting the EfTCwili notac.
eomnplish that poal, indeed, the mos: ohvi.
aus &#fect of the Republican plans would be
3 ¢halk up a large nember in the savings
column of their balenced-badger ledger

But the price of doing so would b 1o in-
crease the wax burders on mitlions (14.4m,
says the Traasuryiof working-poor families,
mast ofwhich are plaving by the rules, while

the party intends at the same time 1w offera
new tax credit o families sarning a3 much
a5 3150000, whether or not they work,
Meanwhile, cutting the £:7C would unider-
min¢ the sfforg of Rapublican gowernors
suzh as Tommy Thompson of Wisconsin
and Juhn Engler of Michigan, whose wel-
farc-refrm cfforig relyonshe piv¢Cas partof
the henefie package that makes work more
attractive than the dole,

when Republicans say they are not bal-
ancing the budget on the backs of the pas,
that they are serious about wosrk-based wels
fare reform. #ngd that their 1ax policies are
muc skewed 1o favour the rich, think of the
erve, and reach for the salt. ’

PRI
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THE NEW YORK TIMES, TUESDAY, SEPTEMBER 19, 1993

CLINTON DEFENDS
INGOME TAX CREDI
AGAINST G0P. CUT

J————

NEW POLITICAL OFFENSIVE

Republicans, Citing Abuses,
Want to Curtail Program
for the Working Poor

By TODD S PURDUM

WASHINGTON, Sept. I8 w Cast
ing himself ss a delender of the
wotking class and tw American
work sthic, President Clinon todey
sharply attacked Republican prapos.
ais to =urd tax breaks for low-in
comte famblies, warmpg Et he
mught velo any such plan as “ncun-
spstant with those basic, bedrock val
ues this couniry should be standing
faf‘u

Al s same timy, Mr. CHaton
prazsed the weliare overheil efforts
of Senate Republitsns and smsd he
pelieved Congress and i Admnis-
(ration would eventually fompre-
mise on an overall budget sgree-
ment, though probably nat before the
s1art of the Bext fiscal yesy on O¢L L.

My, CHATON'S comments. i & bnet
Ovsi Othee nterview with The New
work Times suggesied by the White
House, smounied tthe speartesd of
aft  Admupisiraiion-wade  offensive
aganst House ang Senme preposals
30 Iimst the eamed-ncome ax crod-
1%, 3 Faderai redate imended (0 hein
Jowancome warkers keep more of
their wages. Mr, Chinton expanted
the cradat ignificantly a5 part of fas
fie51 buaget i 199,

The sarnsdancome tax credit has
3 tur lowe? palitical profile than pop-
giar benernoins Hike Medicare, and
5 faie 15 almost certim 1o become

entangled @ MOre Sveepng badget

mepsures Mg, Chinion aiready &p-
roses. But Mr. Clinton has j0Dg eaied

the expansion of the credit az & ma-

undesspprecimied  accomplish-
ment of mxs Administraton, and a-
tacking the Republitan propessis
ety him ot onty defend the interosts
of B ¢ore DEmocraiic censiyency,
gt 2iso hightight Repoblican pians
11 tut 1axes lor the afllueny

Republicans contend that the tax
credit program is subject 10 signifi-
cant waste w00 abuxe and that fam-
jlies earning well above e supposed
Bl - i 1396, about 538.50¢ for »
family with two or more children —'
manage o bensefit from the credic, in

becaase Social Security and
pension beneflis sre not included in
the fimits, The House messure woaid
gound guth income, and thus reduce
sligibility for the credit.

*f1'% basicsily an income redistei-,
Bation schema that this Admmisira:
tion has greatly expanded, in my
opindon, without resHy looking At its
oogis,” aid Senator Dan Nlckiss, an
Ckishnma Republican and co-spos
sor of the principal Senate propossl,

The President said he, 00, waz
commiited th weeding oul abuses,
gt the White House spid the Senate
Repubdlican propesal for curtadling
the henelis would incresse taxes lor
18 miltion wxpryers in 2002, with the
insrease aversgamy 555 Mr. Clinton
said that ran countar o the Repabli-
cans' professed desire w jowts LAX-

f5.
5 there wre probiems o the ad-

rumstration of the progearm, Jet's fix’

those ' Mr. Clinwon saud, "Byt jet's
Son't raite taxes o working people
whiie we're IDWENNR {AXes 5 every-
boddy eise ins the country. It st does
nol make semse, wadd it 18 moonsistent
with rewarding work ang responti
wility ang strengthenmng  familiss,
'y incommsiest wath thass basi
bedrock vajves thiy comniry should
por standing for pow.”

;. About 35 milhon peopis benefiy
“trorn the program, the Admitistra.
pon estimakes, inchuding sbaant 13
million {xmilies and about 4.5 million
peopia withaut chikdren 1o when the
_benefit was extended Jor the first
.ume under G Chnton plan. The
‘Repeblicens would shrmpsie the
‘penelit for individuals and reduce it

A

The President casts
himself as a
champion of the
work ethic.

1 ¥arying gegrees, for families. Un-
ider current law, the mcoms thresh.
inld at which the Credit is phssed ot
i3z adjusted for mflation, and the Sen-
‘ate proposal would also shmmnate
that provizien, which the Admims.
trapon contends would punith mil
lions of workers.
< In ali, abosst 35 pervem of Amerie
can families bonefit from the crediy,
and RSt yext, 24,000 families with
lincomes ahove $30.008 & year got
“sotmie benefit, That figure is expected
(10 118¢ 1 36,000 by next yesr, sceord
.ing w Congressional estmates. Be-
1are the 153 expansion, the program
‘was expeciod 10 cost sbout 320 il
jliea next year; without Changss, i i
now expected (o post Abaut 325 bil

~ Yiow in 1996,

¢ The progratt began in 1875 under
the Ford Agmunistration apnd was
expanded by both George Bosh and
- Ronid Reagan, & bipartisan legudy

-that Mr. Cliston took pams to point
ot 10gay.

“Yeou know, President Reagan
said it was 1he Dest anti-pOVRrLy peo-
gram ever devised)” Mr. (lintes
sail.

Mr. Clinton spoke ot (odsy be-
cause the proposed changes in the
tax Tredi ary part of & much larger
tax bill that the Howse Ways and
iMeans Camminies begat.conswier .
ng tomEght. The medsure includes
dorens of CARNEES m he nxation of
businesses, but i1 would net appre
ciabiy change ihe 1aXEs owed by
maost ndividuals, The vt o0 (he
sruposed chinges in the x credit
will probably be oo Tuesday or
Wednesday,

Mr, Clinton said outiing the tax
eymgit was paruicularly mconsistent
with bipsttisan efioris 10 enCONTage
work and reduce the welinre rolls.

“1 think & will substannally snder-
e out ability 12 move peopie from
walfzre 10 work” Mr. Clinton 3xid
“And more importantly, it will make

} !

Con.

.
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8 Statsment that we're backing offof’

Uts value thal we want people o
siureeed ug Wozkers ant AS PATeRLE.
And if — tmt if they're wiliing o
work, pe maiier how Mesger thegt
menmes, we want 1o Bl zagm above
i they work full me"
wﬁywbizee%m contends that
counting Social Security benstits as
part of the income: Lmis couid have
narsh sfacis on didsr poor people.
wha often care for grandehildres
ore o single mothers.
R sive E. Clay Shaw Jr,
Republican Florida, & sponsor of the
Houst measure 6 reduce the credit,
¢aid he had no guarrel with ke
it avsiable 1o tnose with jatomes
heiow sbout $11,600 & year. But he
said ne wanied to reverse the growth
a3 Mr. Clintee zmdcrtmk‘md 133
count Social Security and interest
income towsnd the eigibiiiy imits
“wetee trying to take what basi
cally was originaily a Repubiican
program snd smooth it aut & litte bit
s just bring it down & Hetbe bt he
sasd 1 think this should inciude all
YOLE PRESOULITES. 1# you; Biave 32,000 2
yesr from a (LD, account that
shiould certainty be mcluded”

QT

ROUNDUP
About the Earned-Income Tax Credit

wsTORY £nacted it 1878 16 gve adults with gnilgren ncentives 10
work inglead of rélyng on welfare. For thoge who gualify. it provades
3 tax creci of 7 16 40 cents on each g0l eameg. The crdeng lor
who quaiies ware expanges in 1586, 1980 ang agassn 1993

WHO 1 ELIGIRLE On average, 35 percent of ail famikies with chikiren
mke odvantage of the credit in any (even year. Mire ate U broad
crtera for r8CeWING the credit

ncome ot Maxitren

Group . _ be eas than 1985 cradit
Familias with two OF more children 525,296 $2.528
Famihias with one Chiks o B28.788 $2.038
TALFL S veeh 0 Litdren | $2.000 $306

Trzough the ang of july, e intemal Revenue Senice hatt
receivegt 18.5 mallion claims and peid oul $20.8 basion for the yeaz,
wath the gverage claim about $1,113. Under the 1996 benelz
schaduls, Ihe cradit woutd §ift about 4.5 milion Amendans aboave
the poverty Bne, aceording 1o the Urban Instiae.

wow 17 womxs Taxpayers must fill out a one-pana torm o
accompany & compigtad 1040 or 10404 form, The refund can be
recenven either in 8 amp sum & spreay out over a vear

KACEPTIONS in 1994 24 D00 tamities with comes over $50.006
recawed a oredd. in 1998, the ligure is sxpetied 10 rise 10 38080,
Most of these lamilies get the bulk of their income frors Soeial
Securily o prvale pengions. The credil is also avaifaig 1o Iow-
INCCRsYE wORKEes wihy do nest have chilgres.

E
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THE ROTH-NICKLES PROPOSAL TO REDUCE
THE EITC BY $66 BILLION

Senators Roth and Nickles recently introduced legislation to reduce the Earned
Income Tax Credit (BITC), which they may offer on the Senate floor as an amendment
to the welfare reform bill. Treasury Department estimates show that this legislation
would cul the EITC by $66 billion over seven years ~— or about triple the size of the
EITC reduction reflected in the Senate budget resolution. Senators Roth and Nickles
have said that over 10 years, their proposal reduces the EITC by $120 billion,

The Roth-Nickles bill contains nearly all of the EITC reductions assunied in the
Senate budget resolution and adds to them an array of additional cuts, some of which
are very lacge. This analysis covers the proposals included in the Roth-Nickles package
that are 1ot also reflected in the Senate budget resolution.' These include: ending
inflation indexing of the EITC; reducing the EITC for families that receive child support
or Social Security; and eliminating the EITC for some families with savings.

These proposals represent deep EITC reductions. The Treasury Depariment
estimates that by tax year 2000, some 19 million low-income working househoids
would be adversely affected by the proposal and have their EITC reduced an average
of more than $600 a piece that year. Eight million working families with two or more
children would lose an average of $886 in 2000, accerding to the Treasury analysis,
while seven million families with one child weuld lose an average of $363. In addition,
more than four million poor workers without children would have their EITC
tecminated, losing an average of $173 each, (See table on page 3; the size of these EITC
benefit redeuctions is expressed in 1996 dollars.)

Much of this reducticn in the EITC would take the form of increases in the tax
burdens of low-income working households. For example, a married couple with two
children that earns $16,500 in 1996 {or just slightly above the poverty line} would
under current law, pay $2,525 in payroll taxes next year. The couple also would receive
an EITC of $2,532, which would offset the payroll tax. Under the Roth bill, however,
the family’s EITC would be $500 lower than this in 1996, As a result, the family’s net
tax lability would rise by more than $500.

b e additinn to the BITC reductions discussed here, the Ruth-Nigkles bilt alsa incledes the following
LATC changes assumerd in the Senate budget resolutinn: repeal of the scheduled 1996 expansion of the BITC
for faniilios with fwo or more ehildren, a reduction of up (o $892 per family below current EITC fevels for
famitiey with iwo or more chifdeer, and the elimination of the E1TC for poor workers without ehildres.
Along with Senators Rothoand Nickles, Senator Pressier 5 2 co-spossir oof the propasal.

777 Morth Capltol Street, NE, Sulte 705, washington, DC 20002 Tel: 202-408-1080  fax: 202-406 {156
Robert Greensteln, Executive Director



The tax increases the bill would generate would grow larger with each passing
year due to the provision of the bill that ends indexation of the EITC. The Treasury
Department estimates that by the year 2000, the tax liability of the family of four that
earns $16,500 in.1996 would climb by $1,290 if the family's-earnings simply kept even
with inflation and the family’s standard-of-living did not rise.

The legislation also would substantially weaken the EITC's effectiveness.in
making work more remunerative than welfare. By the year 2000, according to the
Treasury Department estimates, the maximum EITC for a family with two children
would drop more than $1,000 compared to current law. Families with two or more
children that receive the maximum benefit have incomes between 58,900 and $11,600
(in 1996 dollars). This is precisely the income range into which many families fall if
they leave welfare for full-time, low-wage work.

Finally, some of the proposals in the bill would add substantial new complexities
to the EITC and be difficult to administer. As a result, they would be likely to cause an
increase in errors. A discussion of the specific provisions of the bill follows.

Ending Infiation IndeXxing of the EITC

] President Reagan proposed indexing the EITC in the mid-1980s; his
proposal was enacted as part of the Tax Reform Act of 1986. The Roth-
Nickles propnsal, however, would end indexation. Meanwhile, indexation
of the tax brackets and the personal exemption for those at higher income
levels would remain.

Fligher-income families thus would rontinue to enjoy protection against the
effects that inflation would have on their tax burdens, while working poor
families would no longer have this protection, (Moreover, the House tax
bill would extend indexing to capital gains, the gift and estate tax, and
depreciation allowances, three tax code provisions that primarily benefit
the wealthy and large corporations.)

. If EITC indexing is eliminated, millions of working families will face tax
increases. Families with incomes between about $11,000 and $27,000 whose
wages simply keep pace with inflation will find that their EITC decreases
each year while their payroll taxes rise, The increases in tax burdens they
will face as a consequence will grow larger with each passing yeor,

For examgple, if a family’s incomie keeps pace with inflation and EITC
indexing has ended, a family with two or more children and income of
$12,000 in 1996 will, five years later, receive an EITC $460 smaller than the
credit it received in 1996, The family’s EITC will be more than $1,000 lower
than it would have been if the EITC had continued to be adjusted for
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Total EITC Recipients
g Number of Aflected Taxpayers
Average Heduction
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al indexation

Senate Budget
Resolution in 1996

14 million
$239

& mitlion

$305

2 million

$137

4 milon

$173

TREASURY ESTIMATES OF EFFECTS OF EITC REDUCTIONS IN THE
SENATE BUDGET RESOLUTION AND THE ROTH-NICKLES BILL

Roth-Nickles Bilf

In 1996

19 million
$311

8 million

$518

7 million

$166

4 million

5173

-+

* figuras in this column are expressed in 1988 dollars. The much larger reductions in the year 2600 than in 1996 are due to the removal

In 2000* “

19 million
5602

8 miition
$888

7 mji!liora
$563

4 million

$173




inflation. And while its EITC is falling, the fanuly’s payroll tax will have
climbed $167,

. The purchasing power of this family’s EITC will decline 27 percent inthe
Five-year period. Moreover, for some working families, the dechine would
be evenusteeper. Families that earn $20,000 and whose wages simply keep
pace with inflation will find that the purchasing power of their EITC
declines more than 50 percent over five years if indexation eads.

The Treasury Department gstimates that by the year 2000, nearly 18 million
low-incame working households would be adversely affected by this
proposal. This one propesal would reduce the BITC by $32 biflion over seven
years.

Senator Roth argues this proviston will reduce fraud and is needed to
prevent EITC income limits from growing too much, Ending indexing,
however, would not curb fraud. Fraud is best curtailed by the types of
steps the IRS instituted this year to tighten the processing of tax returns
claiming the EITC — such as checking all Social Security numbers on these
returns to ensure no child is claimed twice — not by cutting the EITC for
hard-pressed working families whose incomes barely keep pace with
inflation.

Furthermaore, the EITC income limits for families with one child were not
raised at all by the 1993 EITC expansions. The income limits for these
famities continue to be those that President Bush supported and signed into
law in 1990, adjusted only for inflation.

The income limits for families with bwe or more children were raised
modestly — about 14 percent — in the 1993 reconciliation act. This was
done for a sound reason — that Act increased the EITC benefit for families
with two or more children to move close to a longstanding goal that had
been espoused by conservatives and hiberals alike and by organizations
such as the Heritage Foundation — namely, that if a parent works full-time
throughout the year the parent should not have to raise his or her children
in poverty. The increase in the EITC benefit tor families with two or more
children necessitated modestly raising the EITC income limit for these
families. Otherwise, EITC benefits would have to phase down too rapidly
as earnings increased, raising marginal tax rates too high

Once the changes enacted in 1993 for families with two or more children
are phased in fully, the EITC income limits for aif types of eligible families
will simply rise with inflation, just as the income tax brackets du for
families at all income levels including families at high income levels.




Cutting the EITC for Families that Receive Child Support or Social Security

The Roth-Nickles proposal would cut between $6 billion and $8 billion over five
years by counting Social Security, child support, and several smatler items as part of
adjusted gross income for EITC purposes and thereby reducing or eliminating EITC
benefits for families that receive Social Security or child suppott.

Counting child support payments would be problematic, as it would be difficult
and burdensome to administer and would add inequities to the tax code. It alse would
sharply reduce the EITC for many families headed by a divorced working mother.

. The IRS has ne information on the child support payments that a custodial
parent receives and Iacks a reliable means of securing this inforimation. The
GAQ recently took note of the administrative difficulties such a proposal
would cause. This proposal thus would be difficult for the IRS to enforce.
Arn almost-certain result would be higher error rates.

. In addition, counting child support in this manner would essentially fead to
income being taxed twice. Non-custodial parents already pay income tax
on the income from which child support payments are made. Under this
proposal, receipt of child support payments also would increase the tax
burdens of custodial parents by reducing their BITC payments, effectively
taxing the same income a second time.

* This change also would be likely to lessen child support collections. Some
of the non-custodial parent’s child support payments would effectively be
taxed away, thereby lessening the non-custodial’s parent’s incentive to
make such payments.

Counting Social Security benefits as part of adjusted gross income also raises a
number of issues. The Social Security beneficiaries affected would primarily fall into
three groups: families in which one parent works while the other is disabled and
receives Social Security disability benefits; elderly individuals who have modest
earnings and are raising a grandchild; and families containing a child who receives
Social becunity survivors benefits because one of the child’s parents has died.

. While the Social Security benefits these families receive represent income,
counting these benefits in adjusted gross income when calculating EITC
benefits could subject Social Security beneficiaries who are raising children
to larger taxes on their Social Security benefits than some other Social
Security beneficiaries at higher income levels.



. In addition, the bill would count a¥f of Social Security benefits in'adjusted
gross income. Yeta portion of Social Security benefits represent funds that
beneficiaries themselves have paid in to the Social Security system.
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Eliminating Some Families with Savings

Legislation enacted eaclier this year eliminated EITC eligibility for families with
interest, dividend, rent, and certain other income of more than $2,350. The Roth-
Nickles proposal would sharply lower this limit to $1,000, slicing several billion dollars
more from the EITC. The $1,000 level would not be indexed; it thus would tighten over
time, disqualifying more families with each passing year.

This would eliminate the EITC for many low-income working families with
modest savings who are saving for such reasons as 10 send a child to college, purchase
a home {possibly ir a less dangerous neighborhosd), start a business, or meet a medical
gimergency - a growing concern as the proportion of low-income working famailies that
lacks health insurance continues to rise. In 1994, the average downpayment on the
median-priced home purchased Dy a first-time homeowner exceeded $17,000, while the
cost of a four-year education at a typical state university exceededd $25,000.

This proposal would compel many low-income families who are saving to invest
in their futures to choose between losing their EITC and consuming enough of their
assets to stay below the EITC limit. Prudent policy would not punish fow-income
working families if they save, nor induce them to consume rather than to save.

» This proposal also poses equaty problems, Working families saving to
purchase a modest home could be disqualified; families that already own a
home — and thus do not need to amass as much in savings — would
remain eligible.

’ Supparters of this provision may draw an analogy to the stringent assets
limit in AFDC, Such a comparison would be inappropriate. AFDC s
primarily for families that donot.work. By contrast, the EITC is for families
that do work. Itis designed fo provide them tax relief and to encousage
them to work and save so that they can pull themselves and their children
inte the economic mainstream.

Belaying EITC Benefits

The Roth-Mickles legislation also would delay payment of a family’s EITC Denefit
until the Internal Revenue Service is able to match information on the tax return with
information on W-2s. While the intent of this propesal is laudable, the propesal is aot
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practicable atthis time; it would cause extremely long delays between the filing of a tax
return and receipt of an EITC payment,

In an analysis issued June 7, the Joint Tax Committee noted that this proposal
“could resulf in delays of many months between the filing of tax returns and the
issuance of refunds....” At present, the matching of tax returns and W-2s for tax returns
filed in a given year does not occur until the next calendar year, Even if this process
could be greatly accelerated, the delays could not be shortened in the foreseeable future
to less than six months.

Delays of this length in issuing EITC payments are tikely to weaken the perceived
link between work and EITC receipt. Rather than mandating that IRS undertake a
procedure for which it lacks the technalogy and staff o perform in a reasonable
timeframe, Congress should concentrate on moving forward with IRS plansg for Tax
Systems Modernization so that the IRS obtaing the technology to institute additional
procedures in the future to improve compliance with both the EITC and other aspects
of the tax code,

Conclusion

These proposals represent deep cuts in the EITC and would impose large tax
increases on millions of low-income waorking families who rely on the credit to offset
their payroll and income taxes and to boost their limited wages so they can raise their
children more adequately. The proposals also would make low-paid work less
remuinerative and thereby lessen the rewards of working over receiving welfarc.

Finally, the proposal would tax a significant number of near-poor working
families into poverty and tax millions more who already are poor deeper into poverty.
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GENERAL DESCRIPTION AND GOALS OF EITC



Earned Income Tax Credit: General Description

The earned income tax credit (EITC) is a refundable tax credit for working families with
low incomes. -

For every dollar a low-income worker earns up to a limit, between 7 and 40 cents are
provided as a tax credit. Above a given level, the size of the tax credit is gradually
reduced.

Because the credit is refundable, individuals can receive the full amount to which they are
entitled even if the amount exceeds the taxes they owe.

~ In 1996, the EITC will'provide a tax credit averaging nearly $1,400 for over 21 million
workers and their families earning up to $28,500 per year.



Two Goals of the EITC

Encourage Families To Move From Welfare to Work by making work pay.

Reward Work for Werking Families so parents who work full-time do not have {o raise

their children in poverty--and families with modest means do not suffer from eroding
incomes.



Moving Families From Welfare To Work

Social Security taxes and various means-tested benefits create economic disincentives for
welfare recipients to move to work. For each additional dollar a worker earns, benefits
decline and payroll taxes increase.

The EITC offsets these disincentives with a strong incentive to work. It encourages

families to work two ways. | : :

-~ The EITC is only available to working families. If you don’t work, you don’t
get the EITC.

-- At the lowest income levels, the EITC grows with each dollar of earnings. For
people with very little income, more work means more benefits from the EITC.

The EITC is a non-bureauncratic way to eﬁzicourage work over welfare. There are no
middlemen and no long lines at government offices. The tax refund is provided by the IRS
directly to the working families. ‘ . :



Rewarding America’s Working Families

People who work hard and play by the rules shouldn’t lose the game.

- Parents who work full-time for an entire year should not have to raise their children
in poverty.

- Parents with moderate incomes ‘should not see their standards of living decline.
The condition of low- and moderate-income families has deteriorated since 1979,

- Payroll taxes increased five times between 1983 and 1990, while in 1996 the real
value of the minimum wage will decline to its lowest real value in 40 years.

-~ The poverty rate for working families with children grew by nearly half from 1979 to
1993,

- The bottom 40% of American families by income--those earning less than $30,000 in
1993.- made 10% less in real terms in 1993 than in 1979,

The EITC rewards work and offsets the increase in payroll taxes and the decline in the
mininmin wage. But there is still more to do:

- The EITC and Food Stamps are nearly enough--but not enough--to raise a family of
four with a full-time minimum wage worker above the poverty line.

-6-



A HISTORY OF wuw;dmmbz SUPPORT FOR THE EITC



Leading Republicans Have Supportéd the EITC

The EITC has enjoyed bipartisan support since Russell Long helped create it in 1975.
Republicans and Democrats alike have viewed the EITC as a non-bureaucratic way to make
work pay better than welfare. :

President Reagan called the EITC, "The best anti-poverty, the best pro-family, the best job
creation measure to come out of the Congress."

Senator Packwood said in 1991 that the EITC is "a key means of helping low-income
workers with dependent children get off and stay off welfare.”

Senafor Domenici said in 1990, "The EITC is a great way to help low income families with
the costs of raising their children. It sends assistance to those in need; to those who work
hard and yet struggle to make a living and provide for their children.”

Others who have expressed especially strong support for the EITC include Senators Dole,
- Hatch, and Grassley; Representatives-Armey and Petri; and former Representative Kemp.



A Decade of Bipartisan Development

In 19835, President Reagan included a significant expansion of the EITC as part of his tax
reform proposal. Under the Tax Reform Act of 1986:

-~ the EITC credit was increased;
--  the credit benefit thresholds were indexed for inflation; and
--  eligibility was extended to families with incomes over $25.000 (1996 dollars).

President Bush favored an expansion of the EITC. As a consequence of the Omnibus
Budget Reconciliation Act of 1990:

-~ the EITC credit rate exceeds the combined employer-employee rate for payroll taxes;
- a small adjustment for family size was added to the credit structure;
--  some of the eligibility criteria were simplified to make verification easier for the IRS.

President Clinton has proposed numerous sieps to improve the effectiveness and

- administration of the EITC. Many of his proposals were enacted as part of OBRA 1993 .
the Uruguay Agreement Act of 1994, and H.R. 831. The Administration has taken other
adrinistrative actions to improve and strengthen the integrity of the EITC.



CURRENT LAW
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The EITC After OBRA 1993

'IIzJ February 1993, the Clinton Administration made several proposals to expand and
simplify the EITC. With certain modifications, Congress enacted these proposals as part of
the Omnibus Budget Reconciliation Act of 1993 (OBRA 1993).

For every dollar a very low-income working parent with one child earns, the EITC credit
was increased from 23 cents to 34 cents.

For every dollar a very low-income working parent with two or more children earns, the
EITC credit was increased from 25 cents to 40 cents. '

--  The maximum credit was increased by nearly $1,500.
-~ Eligibility for the credit was extended to families with two or more children that have
incomes of up to $28,524 (or about $3,000 above the prior law level).!

A small EITC, designed to help offset the employee portion of payroll taxes, was extended
for the first time to very low-wage workers without qualifving children.

OBRA 1993 eliminated two complex supplemental credits for health insurance coverage am‘l
for taxpayers with children under the age of one.

! Some critics of the program have argued that the EITC should not be available to families with incomes of $28.500. But if

the income thresholds had not been changed in 1993, the increase in the maximum credit would have resulted in a phase-out rate of
30 percent, raising the marginal tax rate too high. By modifying the income thresholds slightly, the EITC phase-out rate for a family
with two or more children was increased from 17.86 percent (o 21.06 percent. Moreover, the income cut-off is far less than the
median ipcome for 2 family of four. In 1996, the median income for a family of four will be nearly $50,000.

=11



OBRA 1993 Achieved Goals of Program

- OBRA 1993 supported welfare over work by bélstering the incomes of families moving
from welfare to work.

--  From every added dollar a low-income family earns, payroll taxes take 15.3 cents
while Food Stamp benefits decline by 24 cents. For a low-wage family with two
children, the EITC fully offsets these effects by providing a 40 cent credit for every
dollar earned.

OBRA 1993 rewarded work for working families by moving toward the goal that a full-
~ time worker should not live in poverty if he or she works throughout the year.

- Since the minimum wage has not kept pace with inflation, the job is not completed
yet. That is why the President has proposed that the minimum wage be increased
over ftwo years by 90 cents. x

In addition, OBRA-1993 simplified the EITC by repealing the two complex supplemental
credits for health insurance coverage and for taxpayers with children under the age of one.

-12-
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Earned Income Tax Credit: Number of Recipients and Average Credit

Current Dollars; Calendar Years

Total
income Numiber of Average
Eligibility Recipients  Amount
All Recipients with Children _ A
Calendar Year 1893 up to $23,050  15.3 million . $1,028
Calendar Year 1984 up to 325,286 15,6 million $1,356
Calendar Year 1995 up to $28.673  16.1 million $1,587
Calendar Year 1986 up to $28.524  16.7 million $1.705
Calendar Year 1987 wp 10 $29,485  17.0 million 81,758
Calendar Year 1998 up to $30,386  17.2 million £1.810
Calendar Year 1899 up o 831,374 17.5 million $1,863
Catendar Year 2000 up to $32,363  17.8 million $1.617
Recipients without Children
Calendar Year 1984 up 10 $8,000 4.4 million 3168
Calendar Year 1995 up 1o §9,230 4.4 million $168
Catendar Year 1996 up e 38,510 4.4 million §173
Calendar Year 1997 up 1o 88,810 4.4 milion 8178
Calendar Yeat 13388 up o $10,130 4.4 million $184
‘Catendar Year 1989 up to 810,460 4.4 million $180
Calendar Year 2000 up 1o $10.780 4.4 million $166
Department of the Treasury May 5, 1695

Cffice of Tax Analysis

Note: These estimates do niot reflect H.B. 831,
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EITC Growth Rate

Some have claimed that EITC growth is "explosive" or "out of control."

The EITC is growing as it was designed to grow because of expansions signed into law by
Presidents Clinton, Bush, and Reagan. As soon as those expansions are fully phased in,
the rapid growth in the EITC will cease.

-~ After 1997, EITC costs will grow in tandem with population growth.

-15-



ERROR RATES
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False Claims about Error Rates -

Some in Congress are using the issue of error rates to justify deep cuts in the EITC--which
are big tax hikes for working families. For example, some have claimed that a preliminary
IRS study shows that 35 percent to 45 percent of EITC payments are made erroneously.

This is untrue--for two basic reasons. That number is about 25 percent--but more
important, any use of the preliminary study to make broad claims about error rates depends
on outdated information and misread data. :

Outdated Information. The study is based on outdated information (January 1994) and
takes into account virtually none of the 12 aggressive Administration steps to cut the error
rate (outlined shortly) that are now in place.

Misread Data. The study measures amounts claimed, not amounts paid out after IRS
enforcement. Many erroneous claims would be caught by IRS and not paid out. In
addition:

--  The study is limited to electronic filers who filed in the first two weeks of the tax
filing season. These filers are not representative of the EITC population as a whole.

--  Even if the study were up-to-date, the very large numbers would include both
underpayments and overpayments, and would refer to the percentage of claims filed in
error, not the percentage of benefits paid in error--the standard meaning of "error
rate.”" Preliminary-data from the study indicate that about 25 cents of every dollar

“claimed exceeded the proper amount--but this number does not represent the EITC
today.
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More Misconceptions about Error Rates

Some say that no other part of the tax code has as many errors as the EITC.

-~ In 1992, IRS estimated that for all non-farm self-employed individuals, the gross tax
gap--the gap between the amount of tax owed and the amount voluntarily paid--was
$37.2 billion.

ire EITC in 1996,

-~ That is more tha
Some say that all of the errors in the EITC are due to fraud.

-~ In fact, a large share of the errors are unintentional--resulting from the ordinary
mistakes that taxpayers make on all kinds of tax returns.

-18-



12 ADMINISTRATION MEASURES
TO IMPROVE THE EITC AND REDUCE ERROR RATES
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Simplicity and Verifiability

The Clinton Administration recognizes that error rates are a problemn and has acted
aggressively to reduce them.

Specifically, the Clinton Administration is committed to structuring the EITC so that

deserving and eligible individuals--and only those individuals--are able to claim and
receive the EITC.

Two key means to this end are the simplicity and verifiability of EITC claims.

-~ If eligibility rules are simple, taxpayers can more accurately ¢laim the EITC and
avoid costly errors.

- If eligibility rules are verifiable, the IRS can better ensure that the EITC is paid
only to those who are eligible.

The Administration has taken 12 measures to ensure the simplicity and verifiability of
the EITC and to reduce erroneous or undeserved claims.

-20-



OBRA 1993

The EITC was simplified by repealing the complex supplemental credit for health insurance
coverage. '

-~ Some taxpayers made mistakes in their claims because they did not understand the
complicated eligibility criteria.

The EITC was further simplified by repealing the supplemental cr

the age of one.

edit for children under

- This should also improve EITC compliance, 4s taxpayers could not understand the
eligibility criteria for the young child credit, and the IRS could not administer the
credit.
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Urugnay Round Agreement Act of 1994

The EITC was denied

-~ Under prior law, nonresident aliens could receive the EITC based on their earnings in
the United States, even though they are not required to report their worldwide income
to the IRS.

Prisoners will not be eligible for the EITC based on their earnings while incarcerated.

-  The EITC was never paid to prisoners, and this ensures that it will not be paid to
them, now or in the future.

Taxpayers will be required to provide a faxpayer idemtification number for each EITC
qualifying child, regardless of age.

- This will alléw_ the IRS to verify eligibility for each child claimed by-the taxpayer.

The Department of Defense is required to report to both the IRS and military personnel
non-taxable earned income paid during the year that is included in computing the EITC.

-~ This will ensure that military personnel receive the benefit for which they are eligible.

22-



H.R. 831

The recent bill extending the health insurance deduction for self-employed individuals
included a variation of a Clinton Administration proposal to deny the EITC to taxpayers
with $2,500 of taxable interest and dividends. Many of these taxpayers have significant
assets and do not need the EITC.

-~ Under H.R. 831, the EITC will be denied to taxpayers with investment income in
excess of $2,350. The investment income cap is not indexed, as the Administration
has proposed. ‘

X



Verifying and Delaying Questionable Refunds

The IRS has instituted a series of tough new administrative measures to reduce error and
fraud in the EITC. The IRS now scrutinizes the social security numbers of all EITC
qualifying children.

- Children’s social security numbers are checked 1o make sure the numbers are valid,
“and no child s claimed more than once.

-~ Last year, the IRS only validated the social security numbers of children claimed on
" EITC returns filed electronically, This vear, the IRS is tightening its validation tests
and checking all returns--whether they are filed electronically or on paper.

- Refunds on returns with missing, invalid, or duplicate social security numbers will be
delayed, while the IRS investigates further.

-

EITC refunds may also be de:layed if the IRS has questions regarding the validity of the
claim.

-~ Taxpayers may be required to provide additional documentation to verify that their
EITC claim is valid before the credit is awarded.
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Intensifying Scrutiny of Electronic Return Originators

Beginning with the 1995 filing season, the IRS is no longer providing direct deposit.
indicators (DDIs) to preparers of electronic returns (EROs).:

-~ In prior years, the IRS would let electronic remrn originators know quickly if a
taxpayer had an outstanding debt to the federal government--the so-called direct
deposit indicator (DDI). If the taxpayer owed the Federal government money, the.
refund could be held back to repay some of the taxpayer’s debt. Often, the ERO did
not engage in other credit checks to determine if the taxpayer was a good credit risk
before advancing a loan on an EITC refund. The IRS would go after the taxpayer if
the EITC claim was erroncous--not the ERG. The ERQ generally would get paid if
the DDI showed there was no refund offset.

-~ Because the IRS no longer provides DDIs, the EROs must scrutinize EITC returns
more carefully 1o determine if the taxpayer is.a good credit risk for a refond
anticipation loan. By encouraging EROs to do a more careful job of verifying EITC
eligibility, we can prevent erroneous claims from being paid out.

--  In 1ts enforcement activities, the IRS has also found that some EROs have been
responsible for refund fraud. The IRS has taken several steps to stop this practice:

- ‘Fmgerprmt and credit checks are conducted on certain new ERO applicants.

- IRS is conducting additional compliance checks to ensure that EROs are meetmg
new, stricter requirements for participation in the program.

- The IRS is working with the Justice Department to prosecute preparers and
EROs who take advantage of the EITC to defraud the Federal government.
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12.

Preventive Actions

The 1994 Schedule EIC was shortened and simplified to make it easier for low-income
taxpavers to understand if they are eligible for the credit.

Taxpayers were also warned on the cover of the 1994 tax return that they would be
required to provide valid social security numbers for all dependents and EITC qualifying
children.

-- In December 1994, over 180,000 taxpayers who filed in 1994 with incorrect or invalid
social security numbers received letters from the IRS alerting them to be more careful on
their 1995 tax returms.

-- IRS participated in extensive media eampaigns' before and during the filing season to
emphastze the need for accurate SSNs. \
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Additional Proposals To Reduce Errors Still Pending

The Administration submitted additional proposals as part of the President’s FY 1996
budget which are still pending final legislative action.

The EITC would be denied to undocumented workers.

The IRS would be authorized to use simpler and more efficient procedures when taxpayers
fail to supply a valid social security number.

In combination, these provisions would strengthen the IRS’s ability to detect and prevent
erroneous refunds from being paid out. In addition, the proposals would improve the
targeting of the EITC by providing the credit only to individuals who were authorized to
work in the United States. '

The FY 1996 budget for the IRS contains funding for the continuation of its taxpayer
systems modernization (TSM) program. TSM is vital to the long-run efficiency of the

IRS’s collection functions. TSM will also enhance the IRS’s ability to detect erroneous
EITC claims.

-~ We hope that Congress will act on these proposals soon.
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CONGRESSIONAL PROPOSALS TO CUT THE EITC
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1. The Gregg Option To End Indexation of the EITC

Senator Gregg recently proposed ending the indexatiﬁn of EITC thresholds for inflation.

President Reagan first introduced indexation to the EITC by signing the bipartisan 1986 tax
reform. | ‘

This proposal represents a large tax hike for millions of working families.

It is unfair to propose eliminating indexing for this major tax break for the poor while
proposing to add indexing to tax breaks for the wealthy.

Should Republicans pursue these proposals, they would raise taxes on the working poor in
order 1o pay to cut taxes for the very wealthy.

29.



A Tax Hike for Working Families

Eliminating indexation for inflation represents a tax hike for millions of working families,
as the real value of the EITC will steadily decline over time.

--  Eliminating indexation will reduce the benefits of millions of taxpayers, particularly
those with incomes between $9,000 and $28,000.

-- By 2000, about 17.8 million taxpayers (80 percent of total recipients) would be
adversely affected by this proposal. On average, benefits would be reduced for
affected taxpayers by over $600. '

Indexation is necessary to ensure that taxpayers do not lose eligibility for the EITC simply
because their wages keep pace with inflation.

- Under current law, an estimated 21.1 million taxpayers will claim the EITC in 1996.
If indexation is suspended pamc1pat10n will shrink to 18.2 million--declining by nearly
3 million taxpayers.
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De-Indexing the EITC Is Unfair

Since President Reagan signed the 1986 tax reform, the most basic features of the tax
structure have been indexed: the tax brackets, the standard deduction, the personal
exemption, and the EITC. '

Now, Republicans are considering repealing indexation for the EITC. Yet at the very same
~ time, their Contract with America proposes to.index six tax proposals including three that
~almost exclusively benefit the wealthy:

-~ The Capital Gains Tax Cut, which provides about 75% of its benefits to the top
10% of taxpayers.

--  The Gift and Estate Tax, which will only benefit those making gifts or leaving
inheritances over $600,000.

-- A Neutral Cost Recovery System effectlvely a new system of depreciations for
- - - large companies. - - - - . R -

The "Contract with America” tax bill provides more benefits for the wealthiest 1-percent

- than the bottom 60 percent. The EITC provides 100 percent of its benefits to the working
poor and middle-class.
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2. Repealing the 1993 EITC Expansion

~Some have proposed rolling back the EITC expansion included in OBRA 1993.
Like demndexation, this proposal represents a tax hnke for working families.

For a family of four with one parent working full-time at the minimum wage, this proposal
would reduce the EITC--and raise taxes--by $1,500 in 1996,

The pegative effect would extend to moderate-income families as well. For a family of
four with two children earning $18,000--just above the poverty line--this proposal would
represent a tax hike over $900.
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Cut Error Rates, Not the EITC

Democrats and Republicans can continue the EITC’s long history ‘of bipartisan support by
working together to strengthen the credit and further reduce error rates.

It is wrong 1o use error rates as a smokescreen 10 raise taxes for working families in order
to pay for tax cuts for the wealthy.
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LLS. Individual Income Tax and Earncd Income Tax Credit (E1TC)

13y Stawe, 1993

{Mancy Amount in Thousands}

Numbor of Betos

State Tawl  with EITC
Alsbama 1,760,213 387948
Alaska 350,473 19,498
Arizona 1,707,024 268,853
Arkansas 954 988 204,792
Califorsiz 13218412 2,173,191
Colorado 1688397 175,344
{onnecticut 1,552,730 84 856
Pelaware 330,800 31,687
DC 289367 51,008
Florida 6,282,134 917417
Georgis 3022538 $49850
Hawaii Asg 041 30,386
Yaho 468,361 64 20d
Hifinois £.308,7G1 620,805
indiana 2548815 281929
lowa 1,256,442 116887
Kansas 108425 §16422
Kenlucky 1,549,407 230984
Louisiana 1,699 646 401 061
Maine . 548,392 58,023
Maryland Z 300,649 250,520
Massachuscls 2,783,535 175035
Michigan 4,131,907 395860
Minnesota 2060851 189,225
Mississippt 1,056 684 314,337
Missouri 2283031 293,809
Montana 15,861 47,362
Mebrasks 740,874 168583
Nevada 584 067 81430
New Hamp. 336,568 403,280
New Jersey 3,75963%3 372,590
MNew Megico 698,914 134,633
PMow York 7544,199 901,122
North Carolina 3.165227 0444
NMorth Dakota 283,759 28,180
Ohio 5,101,148 MR35
Oklaboma’ 1328028 214,892
Oregon 1,357,284 153,144
Pennsylvania 5318327 491,233
Rhode Island 446,625 39880
South Caraling 1,381,259 331193
South Bakots 320,834 383833
Tenncsses 22537118 380887

Texas 7,715,165 1,542,209

Percent
with BEITC
220%
So%
58%
206%
16A4%
10.4%
5.5%
114%
17.8%
14.6%
18.2%
11%
13.7%

$1.7%.

11.1%
9.3%
10.5%
14.9%
23.6%
Hi6%
W
6.4%
46%
775k
29. 7%
129%
12.6%
104%
12.3%
1.5%
0.9%
19.3%
115%
1%
$5%
98%
16,2%
113%
A L
89%
19.9%
i2.1%
16.9%
0%

Amount
ol BITC
433371
16,129
281,772
215613
1299819
173,633
76,668
38,275
32344
I Bag
368,797
35,792
64,534
823,879
2E3474
141,355
112,078
229824
434,500
34,691
251623
167688
371386
150,669
352,500
292282
45,831
75,455
R2.434
38481
374.3K)
136,783
894023
572,128
27178
481,713
215985
151,898
457,144
I8 89t
3VT 848
38444
32653
1,636,999
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Nushes of Relurng Percent Araount

State Total  WHhEITC  with EITC of BITC
Uradl 747,636 85277 1A% 85,185
Vermont 264,347 VAL Q.6% 23,397
Virginia 2,940,159 -+ 339,793 11.6% 354,772
Washingii?:n 2,401,163 224,143 3% 214,658
West Virginia 95300 131,229 14,695 99,333
Wisconsin 2,294,126 180831 8.3% 182,548
Wyoming 214,119 24 373 114% 23617
{Other 1/ 16387318 17,951 1.7% 14945
Togl _ 115,060,797 £5,300,754 13.3% 1367544
Source: internal Revenue Service

SO1 Bulletin,  Spring 1995 (fortheoming)

Nodes:

1/ nner inchudes, {or cxamaple, relurns filed by members of the
armed forces stationcd abroad and other ULS. citizens currently abroad.
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TESTIMONY OF ROBERT GREENSTEIN, EXECUTIVE DIRECTOR
CENTER ON BUDGET AND POLICY PRIORITIES

. Senate Commiittee on Government Affairs
April 5, 1995

I appreciate the opportunity to testify before the Committee today. Tam
executive director of the Center on Budget and Policy Priorities, a non-profit public
policy organization that examines federal and state fiscal policies with an emphasis on
policies affecting low= and moderate-income families. The Center is funded by
foundations. Laﬁ% vear, I also served as a member of the Bipartisan Commission on
Entitlement and Tax Reform.

The Center has been engaged in analyzing issues related to the earned income
eredit for a number of years, Ina related aspect of our work, we also work closely with
the IR5, the Natioral Governors Association, the United Way, and a number of
businesses, charities, and other non-profit organizations in distributing information
about EIC eligibility rules and filing procedures to state and local agencies and
organizations that work with low-income waorking families, so that eligible families
may be apprised of their eligibility for the credit and so that ineligible families will not
seek to receive it. Through this work, we also occasionally learn of abuses related to
the credit; when this cccurs, we seek to bring these abuses to light so action may be
taken to correct them.

In 1992, for example, we learned of abuses involving the EIC health insurance
credit. We notified the IRS and the congressional commuatiees of jurisdiction of our
findings, and the oversight subcommittee of the House Ways and Means Committee
mounted an investigation that confirmed these findings, The health insurance credit
was repealed later in 1993, a course that we, among others, had recommended.

There is now a grawing focus on the EIC, In my testimony today, I would
emphasize several points.

. The EIC's biggest problem involves error rates. While significant
progress in reducing error was made in the 1990 reconciliation bill, more
needs to be done. The EIC provision in last year’s GATT bill should help.
More important, in the jast several months, the IRS has taken some badly
needed and overdue steps that hold strong promise for making significant
reductlons in error rates. Legislation the Treasury submitted with the
budget also should help reduce errors.

. Whiie seeking to reduce EIC error rate problems, we should also be
mindful that the EIC has considerable strengths. It addresses one of the
key trends that has caused a substantial increase in child poverty in recent



years, the erosion of wages for low-paid work. It also helps substantially
in making work more remunerative thao welfare. Itis an important
building block for welfare reform that places some limitations on cash
assistance and seeks to move families to work.

. Certain reforms in the EIC eligibility structure, including both the
provisions of 5,831 (with some moedification) and propesals o bar EIC
receipt for tax filers in which either the parent or the qualifying child is
residing here ilfegally, should be made.

. Some EIC proposals need to be regarded with considerable caution. A
proposal to end the indexing of the EIC, for example, would cause large
increases over time in the tax burdens of millions of low-income working
families whase wages are simply keeping pace with inflation and would
conflict with the goals of work-based welfare reform. Also, some
proposals to lessen marriage penaities in the EIC could have perverse
effects, lessening the attraction of work over welfare and transferring
large sums from working poor families to middle-class families. Finally,
some proposals would make the EIC significantly more complicated and
be likely to increase errors as a result.

In short, we need to be mindful of the strengths of the EIC as well as of the areas
where it has weaknesses that need strengthening. We need to improve the integrity of
the EIC, and we need to do so in ways that do not lessen the credit’s positive effects.

The Basis for the EIC

The need for and growth of the EIC in recent years is closely related to the
erosion of wages for low-paid work. Between 1977 and 1993, the poverty rate for
families with children in which a family member {usually a parent) works grew by
nearly half. More than 60 percent of all poor families with children contain a worker.

A study by Northwestern Urniversity economist Rebecca Blank, a former staff
member of the Council of Economic Advisers during the Bush Administration, found
that wage erosion exceeded all other factors in importance in explaining why poverty
rates did not decling more during the economic recovery of the 1980s. In addition,
Census data show that the proportion of full-time year-round workers paid a wage too
low te lift a family of four to the poverty line rose by one-third between 1979 and 1993
{from 12 percent of full-time year-round workers in 1979 to 16 percent in 1993}.

Froding wages for low-skilled work reduce living standards and increase child
poverty. They alse lessen incentives to work and decrease the gains from working
relative 10 receiving welfare. Starting in the mid-1980s, these trends led to a bipartisan
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policy emphasis on increasing the remuneration from low-wage work, with the EIC as
the principal policy instrument,

President Reagan proposed a major EIC expansion inn 1985, which was included
in the 1986 Tax Reform Act. President Bush and Congress passed a further expansion
in 1990, President Clinton proposed a final expansion that Congress passed in 1993

These expansions signaled an increased reliance on the EIC and a decreased
reliance on the minimum wage as an instrument of wage policy. The purchasing
power of the minimum wage is now at its second lowest [evel since 1955, By next year,
it will be at its lowest level since 1955.}

The expansions also reflected sharply deceased reliance on AFDC a5 a means of
supplementing the wages of poor single parents with children and increased reliance
oa the EIC. In 1972, before the EIC was created, 49 states provided AFDC as a wage
supplement to 8 mother with two children whose earnings equaled 78 percent of the
poverty line. Today, just three states do.

The expansions also reflected, in part, increases in payroll taxes, which the EIC is
designed to offset.

Finally, the EIC expansions were the principal means to attain the bipartisan
goal that if a parent worked full-time year-round, the parent and his or her children
should not live in poverty. The goal has been that wages (net of payroll taxes} from
full-time year-round minimum wage work should, when combined with the EIC and
food stamps, lift a family of four ta the poverty line. When the 1993 EIC expansions are
phased in fully, we will be close to attaining this goal. (The goal would be reached
with a modest increase in the minirnum wage.)

[ would make one final observation about these expansions. A few
policymakers have recently commented that the EIC is one of the fastest growing
federal benefit programs and have suggested it is "out of control.”

The gmw%&é rate, however, is #ol due to uncontrollable or unanticipated factors
but rather to the explicit policy decisions made by Congress and three Presidents. As
noted, the EIC was expanded on a bipartisan basis at the request of President Reagan in
1986, with strong support from President Bush in 1990, and at the request of President
Clinton in 1993, Each expansion was phased in over several years. The high growth
rates are a direct result of these expansions.

' Over time, too muich pressure will be placed on the GIC iFit has to carry all of this load and the value of
the minimam wage continues to ernde. A modest strengthening of the minimum wage would be desirable.
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Once the phase-in of the 1993 expansion is complete, the high rale of EIC growth
will end. CBO data show that after 1997, when the phase-in of the 1993 expansion is
completed, the EIC growth rate will be less than 4.5 percent per year. Most of this
growth will be due to inflation.

As a percentage of the Gross Domestic Product, EIC costs will decline after 1997,
After that year, the EIC does not contribute to the projected growth in the federal deficit
as a percentage of GDP.

This is a far cry from the situation in programs such as Medicare and Medicaid.
In those programs, rapid rates of growth persist indefinitely and do not primarily stem
from specific federal decisions to expand the programs.

it also should be noted that in the context of minimum wage erosion and the
near elimination of AFDC as a wage supplement to poor single parents working half-
time or more, the EIC expansions do not look so Jarge. When the 1993 EIC expansions
are phased in fully, single parents working at the miramum wage will still have less
disposable income, after adjusting for inflation, than they did in the early 1970s before
the EIC was created.

Ananalysis conducted last year by the Department of Health and Human
Services found that with the fully phased-in EIC, the income for a mother with two
children who works half-time year-round at the minimum wage will be nearly $3,000
lower — or 28 percent lower — than it was in 1972, after adjustment for inflation.
(Disposable income, as used here, includes wages, AFDC, food stamps, and the EIC,
minus federal income and payroll taxes.”) The loss of ARDC in many states, the erosion
in the mintmum wage, and the increase in payroll taxes more than outweigh the EIC
increases of the past decade.

The HHS analysis found similar results for single parents with two children who
wark 30 hours a week throughout the year as well as for those who work 40 hours a
week throughout the year. In both cases, the family’s disposable income is at least
$2,000 — or at least 24 percent — below 1972 levels in purchasing power.

In a nutshell, the workings of the private economy in pushing down wages for
low-skilled work, combined with policy decisions in the minimum wage and AFDC
areas, confronted policymakers with a need to increase the EIC substantially to avoid

* These figures reflect average weighted AFDC benefits across the 50 states. Figures for 1972 are
adjusted for inflation sing the CP1I-U-X1 rather than the more rapidly rising CPL Al figures are in 1993
dollars.




Average Disposable Income For a Mother and Two Children
From Wages, AFDC, Fooed Stamps, EIC, and Federal Taxes
(ier 1993 dollars)

Numbar of Mours Worked Per Week At Minimum Wage Throughuoot the Year

1972 ‘ $13,482 $14,602 $15,656
1980 " 11,479 12,870 13,792
1490 , G830 10467 11,509
1993 {with EIC 32}1}123; phased-in 10,612 11,956 13,653
1994 layvels)

Percentage Change in Average Disposable Income
for a Mother and Two Children

1972-1993 -28% 27 A% ~24.0%

Source: Departeent of Health and Human Services

Iarge decreases in the living standards of working poor and near-poor families with
children.

Beneficial Aspects of the EIC

The 1986, 1990, and 1993 EIC expansions reflected decisions o belp cushion the
grosion of wages for low-paid work, while placing less emphasis on the minimum
wage and AFDC as mechanisms to accomplish this goal, as well as a desire on the part
of policymakers to make work more remunerative than welfare and bring families with
a full-time working parent closer to the poverty line. These expansions also reflected a
recognition that with its faults, the EIC remains one of the scundest of the low-income
transfer programs. |

In designing income transfer programs, policymakers face a conundrum. If the
benrefit is means-tested and phases out as income rises, the program will inevitably
create some work disincentive effects and probably also some marriage penalties. Thus
can be avoided if the benefit is not means-tested and is made available at all income
levels, without reductions in the benefit as income rises. But that would make the
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benefit prohubitively expensive, Thus, policymakers face trade-offs in designing these
programs.

The EIC differs from most other means-tested transfer programs in several
critical respects. First, it 13 limited to those who work. Non-workers may not receive it.
It helps make work more remunerative than non-work rather than the other way
around,

Second, the major EIC benefit — the EIC for families with children — is limited
to parents that live with their children. Absent parents may not receive it

Third, unlike welfare benefits that decline as soon as income starts to rise, the
EIC increases as earnings rise up to about $8,500 a year (for a family with two or more
childrert). The EIC benefit does not begin to decline until income surpasses $11,000.
(These figures are in 1994 dollars.) It then declines at a more moderate rate than public
assistance benefits do.

The result is that the EIC rewards work and encourages those not working to
enter the labor market. It digtinguishes the working poor from the non-working poor
and custodial parents from absent parents. As will be discussed later, its marriage
incentive and work effects are mixed, with some adverse side-effects and some
beneficial effects. As Gary Burtless of the Brooking Institution has noted, the EIC
probably has stronger beneficial effects and more modest adverse side-effects than
most or all other programs to boost the incomes of low-income families.

Current EIC Issues

I would like to turn to several current issues relating to the EIC. These include
questions relating to error and fraud in the credit, work incentives, marriage penalties,
and the adjustment of the EIC for inflation. T also will offer some comments on several
proposals to reduce EIC costs.

EIC Error Rates

EIC error rates are too high and rieed to be brought down. In discussing efforts
to reduce error, I would offer a caveat. Congress needs to be careful not to institute
reforms that make the EIC significantly more complicated for taxpayers and the IRS.
Congress aise should avaoid changes that the IRS cannot administer or enforce. Such
steps would almost be guaranteed to increase the ervor rate further.

We also need to be mindful of progress that has been made in reducing error
rates as well as the substantial task that remains. In 1990, staff of the Senate Finance
Committee, the House Ways and Means Committee, the Treasury, and IRS worked on a
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bipartisan basis to craft reforms to reduce the error rate. These reforms were enacted
into law in that year’s reconciliation bill.

The changes made in 1990 included a major overhaul and simplification of EIC
eligibility rules, including the elimination of complex rules that were responsible for a
significant share of the errors prior to 1990, The 1990 reforms also included the
introduction of a new form — Schedule EIC -~ that taxpayers must file to receive the
credit and that provides the IRS with key information relevant to EIC eligibility it had
not previously obtained. Today, the IRS denies the credit to families that do not file
Schedule EIC; in the past, it awarded the credit to families that appeared eligible
whether the families indicated they were applying for the EIC or not.

These changes were significant. The IRS audits in 1985 and 1988 that found the
EIC error rate to be high discovered that one of the principal reasons for the high error
rate lay in a series of arcane IRS rules on household filing status that few fow-income
families could understand and the IRS could not enforce. Under these rules, a single
parent with children could legally fife as a head-of-household only if she provided
more than half of her household's support. In determining whether she provided more
than half of the household’s support, the parent was supposed to calculate the
household's total support and include in it any AFDC payments, child support
payments, and the tike the family received. The parent was then supposed to cafculate
the portion of overall household support that she herself provided, and in so doing, the
parent was not supposed to count any income from AFDC or other public benefit
payments. Similarly, the parent was not supposed to count, as suppert she provided,
any child support payments she received. If, after completing these calculations, a
single parent found that more than 50 percent of the household’s support came from
sources other than herself, she was supposed to submit her tax return as a single filer
rather than as a head-of-household.

Muost parents assume a single filer is someone who lives on his or her own, not a
parent who heads a family with children. As a result, large numbers of single parents
who were supposed to file as single filers submitted their returns as heads-of-
househotds instead.

This contributed heavily to high EIC error rates since heads-of-households were
eligible for the EIC but single filers were not. Adding further to the confusion = and to
the EIC error rates — were complex rules on when single parents in such circurnstances
could claim children who lived with them as dependents.

The EIC law was rewritten in 1990 to address these problems. The new rules
dropped the complex test involving AFDC, child support payments and certain other
income sources and requiring a measurement of what share of household support the
parent provided.



[ September 1993, the GAQ commented favorably on these changes, noting that
"OBRA 1990 resolved the major administrative problems assoeciated with complicated
filing status and dependency determinations....” The GAO added that "The OBRA
changes made it easier for IRS to administer the basic credit because there are no longer
different eligibility rules for different fillng statuses... Because this issue was the largest
source of taxpayer errors in the pre-OBRA period, the change should substantially
reduce the number of erroneous EIC claims.™

Alse important was the requirement to file Schedule EIC. Prior to 1991, families
needed only to file a tax return {the 1040 or 1040A form) to get the BIC, No specific EIC
questions had to be answered, and no ElC-specific information provided. The EIC
worksheet the IRS had designed was printed in the instructions section of the 1040 and
1040A tax booklets and was not submitted to the IRS. The result was that IRS never
received some basic information needed to make accurate EIC eligibility
determinations.

Examination of IRS audit findings identified these procedures as a significant
contributor to the error rate. Accordingly, the IRS and Congress changed the
procedures. Schedule EIC was created. Information needed to determine EIC
eligibility, including information the IRS had never previously received, is provided on
the schedule. This gives the IRS more of what it needs to make accurate eligibility
determinations. ‘

The GAOQ report took note of this change. "In the past,” the GAO observed, "IRS
retucns processing procedures could not detect erroneous eligibility claims..in part
because the tax return did not contain sufficient information. IRS also could not
determine whether taxpavers who claimed the credit were eligible for it if the
taxpayers fatled to provide such information as the child's relation to the taxpayer or
the length of time the child resided with the taxpayer,™

. -BExactly how much these changes may have reduced the EIC error rate is not yet
known. The IRS does not yet have data comparable to its 1988 error rate data for a year
since these changes were instituted. {The 1993 GAQ report also noted that the 1990 law
created some new complexities by adding two supplemental EIC credits. One, the
health insurance credit, was particularly subject to abuse. Both of these supplemental
credits were eliminated in 1993

¥ General Accounting Office, Earved Income Tax Credit: Design and Administration Coutd be Inpraved,
September 1993, pp 58.59.7
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The GAQ on Prohlems Before the 1880 Law Changes

fa 13 1993 report, the GAO elaborated on how some of the problems in the EIC before the
1950 law changes:

".obefore OBRA, unmarried ixpayers with children hiad to Fle as head of bousehold or
qualifving widowi{er} with dependent child to get the credit. To qualify as 3 head of
household, a taxpaver had to provide over one-half the costs of maintaining 2 bousebiold: a
qualifying widow(er} had to provide over half the support of the depandent child. #
taxpavecs did not meet the support requirement but 5till claimed the bead of household
filing status, IRS could not detect these ervors when processing tax returas. Similarly,
erroneous EIC ¢laims that were based ao ineligible dependents could not be detected when
returns were processed. The only way 1RS cauld detect BIC payments that wers based on
inaccurate return information was to audit the taxpayer's retorn

"IRS also could not determine whether taxpayers who claimed the credit were eligible for it
when they did not provide complete EIC eligibility information on their returns, sach as the
refationship of the child or length of ime the child cesided with the taxpayer. These
situations posed a dilemuma for IRS, IRS could either sssume that the axpayers were enlitied
0 the credit or it could deny the eredit and correspond with the taxpayers for the missing
informatian. [ IRS granted the credii on the basis of incomplete information, it had no
assurance that the taxpayers were entitied to it. O the other hand, i IRS denied the eredit
and corresponded with the axgpavers for the missing information, refunds would have been
delayed or some eligible taxpayers may not have responded to IRS and would not have
received the credit,

“Faced with this dilemma, IRS adopied returns processing procedures that allowed maogt
taxpayers who claimed the credit to get it even though they did not provide all the necessary
etigibiity information on their returns.. il a taxpayer failed to provide information on the
number of manths the child resided with the taxpayer or the relatinnshio of the chili to the
axpayer, IRS would still grant the credit. We estimated that in about 21 percent of the EIC
claims for tax yeas 1989 represented by our sample cases, the credit was granted even though
the returns had incomplete EIC eligibility intormation.

"IRS was faced with a similar dilemma when taxpayers did net claim the credit but appeared
to qualify for it on the basis of the income, filing status, and deperdency information on their
returns, IRS adopled returns processing procedures o give these faxpayers the credit,
ingtead of just informing them that they might be eligisie for the credil. For tax year 1990,
IRS gave the credlt to about 564,000 taxpayers who did net claim it. IRS dees not have data
one how many nf these taxpayers were gotuaily estitled (o the credit™

These problems were addressed by the changes in eligibility rules made in the 1990 Iaw and
the introduction «f Schedule EIC.

S CAL, pp. BA57.
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The changes in law passed in 1990, however, addressed only part of the
problem. More remains to be done. [ believe a large part of what is needed now
entails major changes in how the credit is administered. [am encouraged that this
year, the IRS has radically altered its processing procedures. The new procedures are
somew hat controversial, and it would have been preferable if the IRS had better
prepared commercial tax preparers and taxpayers for thern. But the new procedures
hold strong promise for sigruficant further reductions in the error rate.

Prior to 1991, the IRS did not even get the basic EIC eligibility information now
contained on Schedule EIC. Up until this year, the IRS made limited use, before
making EIC payments, of the information it did receive. MNow this is'changing.

Uniit this year, the IRS processed the EIC almost solely based on information on
the tax return, without verifying any of this information before making payments. The
validity of social security numbers for parents and children was not checked before EIC
checks were mailed. No social security numbers were required for very young
children. (This was due to statutery himitations.}] EIC refunds were not held up while
questionable information was verified.

Now, scciat security numbers are verified before paviment is made. EIC returns
are scrutinized, and those subject to gquestion on any of a number of grounds are held
up, and further information gathered on them, before the BIC is awarded, In addition,
tegislation enacted last fall extends the requirement for the provision of social security
numbers to very young children as well,

These processing changes, along with other changes aimed at commercial
preparers that use electronic filing, are the most sweeping changes in processing
procedures since the EIC was instituted. They are likely to have a substantial effect.

In this vein, I believe at least one other procedural change may be needed. As
recently as 1993, the IRS paid EIC refunds without checking the W-2 form to see if the
taxpayer had already received an EIC advance payment. This led to double payment
in some cases {although not in a great numiber of cases since use of advarnce payments is
very small}. Ihelieve, but am not certain, that the IRS has resolved this problem as
well. If not, the IRS should institute procedures to check W-2 forms to determine if
advance payments are made before issuing an EIC refund. [ believe the GAQ has made
a similar recommendation.

The EIC and Work incenfioes

Important issues are frequerntly raised about the EIC and work incentives, Based
on econonuc theory, it is generally assumed that the EIC encourages work amonyg those
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working little or not at all while acting as a modest work disincentive for families
whose income excee{is £11,000 and whose EIC benefit is reduced as their earnings rise.

These isz;ues} are sometimes oversimplified or misunderstood. We do not know
whether the work disincentive effort is a significant one. For it to be, affected families
would need to understand how the EIC affects their marginal tax rate, and it isn't clear
that many do. If they know that they receive an EI” which lowers their overall tax
burden but are not aware of its effect on their marginal tax rate — which is likely to be
the ¢age for a large number of families — the EIC could encourage rather than
discourage them to work more. One recent analysis of labor market data finds that the
EIC succeeds in increasing work among single mothers who have previously been out
of the labor force and accomplishes this without diminishing work effort among single
mothers whose Eiéﬁ benefits decline as their earnings rise.”

Even if the BIC does have some disincentive effects upon the group of families
whose EIC falls as their earnings increase, it is important to identify which types of
families are affected. This point was emphasized by Robert Reischauer, former director
of the Congressional Budget Office, and Henry Aaron, Director of Economie Studies at
the Brookings Institution, at an American Enterprise Institute symposium on the EIC in
1990, Reischauer and Aaron noted that the families encouraged to work maore by the
EIC are likely to be quite different from the families that may be encouraged to work
less. The families encouraged to work more, they observed, are heavily made up of
single parents working little if at all — precisely the group whose work effort we most
want to increase. By contrast, the families whose EIC benefits decline as their earnings
rise — families with incomes over $11,000 — include a large number of two-parent
families, Rwschaag and Aaron emphasized that a major part of the EIC's effect in
inducing modestly less wdrk among families in this income range is likely to result
from the credit's effect in enabling one parent in married families in which both parents
are employed to work a little less so she can spend more time with her children.

Reischauer stressed that this should not be regarded as an adverse outcome and
that it may be positive for a parent in two-parent working families to spend more time
with her children. He cautioned that lumping increased work effort among single
mothers who worked little with ceduced work effort among married mothers in twe-
parent working families — and producing a negative number on the EIC's net effect on
hours worked ww could confuse rather than illuminate this issue.

Reischauer’s point is supported by data provided in a GAO analysis. The GAO
estimated that the percentage reduction in hours worked as a result of the EIC is four

* Nada Rissa (University of Calitornia, Beckeley) and Jeffrey B. Liebman {Harvard University), “Labor
Supply Response to the Earred Income Tax Cradit,” {Zecember 5, 19%4. '
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times greater among wives in two-parent families than among husbands in such
families. In addition, the GAU's estimates showed no significant percentage reduction
in work effort among single parents.

It also is important to place the estimates of the EIC's effects on work effort in
perspective. The conclusion the GAO drew in Congressional testimany in 1993 is
noteworthy in this regard. The GAO testified: "[The earned income tax credit] works.
It offsets payroll taxes, increases progressivity of the tax system, and provides a
positive work incentive to the lowest income group with only a slight disincentive to
other reciplents.”

The EIC and Marriage Penaities

The 1ssue of the BIC and marriage penaities is another complex area. The EIC
penalizes marriage for some and rewards it for others. It does not represent an
wriaumbiguous marriage penalty. In addition, some proposals to reduce the marriage
penalty are unwise because they would substantially lessen the EIC's work incentive
efforts among poor single-parent families, dimumsh the atiractiveness of work as
compared to welfare, and shift large sums from working poor families to middle-class
families. : -

Sometimes, hypothetical cases are cited in which the EIC imposes a very large
marriage penalty. The example most commonly cited involves two potential marriage
partners who each are custodial parents with at least bwo children living with them and
each earn about $11,000. This hypothetical case does not provide the best basis for
policymaking. It is the hypothetical case in which the marriage penaity is greatest.
This case rarely exists in the real world.

There are few cases in which two people who wish to marry are both single
custodial parents who each live with at least two children and each have incomes In
this range. Most male single parents are nof custodial parents and are not eligible for
the EI¢ — and thus do not lose any EIC benefits if they marry.

Census data indicate that of all marriages that occurred in 1990, fewer than two-
tenths of ene percent involved a man with two or more children marrying o woran with two or
more children. The likelihood of such a marriage in cases in which both parties are
custodial parents and also have incomes arournd $11,000 appears 0 be close to zero.

7 GAO testimuny before the Subcommittess on Select Revenue Measures and Human Resaurces, House
Ways and Means Committee, March 20, 1993,
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Thiz does not mean the marriage penalty issue is not significant but that more
reasonable examples should be used in discussing the issue. The most common
example in which the EIC can penalize marriage involves a single working mother with
one child who is considering marrying a man who earns modest wages but does not
live with a child or receive the EIC. The EIC that such a couple would receive if they
marry could be lower than the EIC the mother currently gets. If a single mother with
one child who earns §5,000 working part-time marries a male earning $18,000, the EIC
benefit in 1996 would drop $82.% If she marries a man earning $15,000, the EIC would
decline $881.

If the mwother earning §5,000 has fwe children, marrying a man earning $15,000
wottld cause a smaller EIC loss — about $200. And if such a mother marries a man
earning $10,000, the EIC benefit would increase about $850.

On the other hand, if the mother earns $10,000 herself and has two children, the
EIC benefit loss becomes Jarger. For example, if she marries a man earning $10,000, the
foss 18 $1,760.

The EIC thus can penalize marriage. What is less well kniown is that it also can
reward marriage substantially, The EIC offers a sizeable marriage incentive to a single
mother who has no earnings and receives AFDC. This is significant, since marriage is
one of the principal routes out of weifare,

In the abserce of the EIC, a mother on AFDC who does not work and is
contemplating marrying a man with low earnings risks losing a great deal. If she
marries, she and her children will become inefigible for AFDC and also lose some of
their food stamps. In addition, she likely will become ineligible for Medicaid.
Depending on her childrer’s ages and her husband’s earnings, some or all of her
children may lose Medicaid coverage as well. The marriage penalties embedded in the
welfare system are strong.

The EIC helps to offset these losses and ease these penalties. By marrying, the
couple will gain an EIC benefit of up to $2,157 if they have one child and up to $3,564 if
they have two or moere children. This will partially — and in same states, wholly —

make up for the mother's loss of AFDC benefits when she marries.

For poor single mothers with little or no earnings, the EIC thus significantly
lessens the marriage penalties in the welfare system. It provides these women an
incentive to marry and leave welfare. This point is sometimes overlocked when the
EIC and its effects on marriage are discussed. It is not accurate to speak of the EIC as

% All figares io this analysis are far 1996, when the EIC expansions enacted in 1993 are phased in fully.
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simply penalizing marriage. It penalizes it for some and rewards it for others,
including the group for which there is the greatest concern for encouraging marriage,
single mothers on welfare.

TP P PP epmmrsrrrr i A ST g

CHANGE IN EITC SBENEFITS IF MARRIAGE OCCURS

Mother Has One Chilg

Male's Earnings are
Mother's Earnings $5,000 $10,000 315,000
0 +1,376 +2,187 +1,618
5,000 +133 -B2 881
10,000 -863 ~1.338 2,137

Mother Has Two Children
Maie’'s Earnings are
Mother's Earnings $5,000 $10,000 $15,000
D +1,676 +3,564 +2,854
5,000 +1,240 +854 -199
10,000 -1,034 1,763 2,816

Reducing the Marriage Penally

One option recently suggested to ease the marriage penalty is 1o restructure the
EIC in a budget-neutral manner so EIC benefits for two-parent families are essentially
double those of single-parent families, The credit for a married couple with children
would be twice as high as the credit for a single-parent family with the same income
and the same number of children.

This would eliminate the marriage penalty for some of those for whom the EIC
now creates such a penalty and lessen the penaity for others among this group. Butin
so doing, this change would have other, undesirable effects. If the credit for two-parent
families is to be made twice as large as the credit for single-parent families and thisis to
be done without increasing its cost, the credit provided to single-parent working
famnilies ~ most of whom are low-income families working at low wages and not

14




coliecting AFDC — must be cut sharply. The result would be to lessen incentives to
leave welfare for work. The problems that would result from restructuring the EIC in
this manner are sigrificant.

. Such an approach would necessitate making two-parent families with incemes
well above 530,000 eligible for the £IC. To provide larger credits to two-
parent families, the maximum credit for these families would have to be
raised substantially. As a resull, the income level at which the credit
phased out entirely would have to be increased as well; otherwise,
benefits would be reduced too ra pidly as earnings climbed, pushing
marginal tax rates too high. Under current law, the EIC will be available
to families with two or more children that have incomes up to about
$28,500 in tax year 1996, If the EIC is restructured so the credit for two-
parent families is double that for single-parent families, the income {imit
for two-parent families would have to be raised substantially, probably to
somewhere in the $30,000 to $40,000 range.

As the EIC income limit is increased for two-parent families, the credit
will reach into a “dense” part of the income distribution; a large
proportion of families with children have incomes between $30,000 and
$40,000. As the eredit’s income limit is raised, the credit becomes much
more costly since a rapidly increasing number of families gain eligibility
for it. This means that as the EIC income limit for two-parent families
rises, the credit for single-parent families must be cut still more sharply to
pay for it.

. Incentives for famitizs fo leave welfare for work woudd be reduced significantly.
With EIC benefit levels for single-parent working families being cut
sharply, the incentives for parents to leave weifare for work would be
lessened. Poor single-parent families who work their way off welfare
would receive substantially smaller BIC benefits and have less after-tax
income than under current law.- Bipartisan efforts of recent years to make
work pay more than welfare would be set back, and part of the
underpinning for work-based welfare reform would weaken.

. Billions in EIC resources would be shificd from working poor families and their
children to middie-income families. Single-parent families on EIC constitute a
much poorer group than do the two-parent families receiving this benefit.
Data from the 1993 Green Book show that single-parent families account
for more than two-thirds of the EIC families with incomes below $10,000,
while two-parent families constitute a majority of the EIC families with
incomes above $20,000. The effect of reducing the EIC for single-parent
families, increasing if for two-parent families, and extending it to two-
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parent families at higher income levels would be to shift large amounts of
income from poor or near-poor single-parent working families to two-
parent families in the middle-income range.

Both the effect of the EIC on marriage and efforts to ease the marriage penalties
are thus more complex than they may (nitially seem. This is a thorny area in which
policy should move with caution.

Assels

Ancther question is whether assets limits should be induded in the EIC
eligibility criteria. On the one hand, taxpayers with very substantial assets do not need
the EIC. On the other hand, assets tests of the sort used in some other means-tested
programs are cumbersome and costly to administer and cannot be administered
through the tax code.

The approach reflected in FLR. 831 addresses these issues in a reasonable wa y. I
would, however, recommensd one modification to H.R. 831,

The $2,350 limit orinterest, dividends, rents and rovalties should be indexed.
Otherwise, this limit will erode in real terms over time and compel families with a
legitimate need for the EIC to stop saving and consume enaugh of their tiquid assets
each year to remain eligible for the EIC. Also, as the §2,300 limit erodes each year, it
will disqualify families with steadily lower amounts of assets. T would suggest
reducing the $2,350 limit to a level that, when indexed, yields the same level of savings
over five or 10 years as the provision in H.R. 831,

I would not recommend reducing this limit below a $2,000 indexed limit. A
lower limit would disqualify some poor and near-poor working families that are saving
tor such legitimate reasons as sending » child to college, purchasing a home, or mesgting
a medical emergency, an increasing concern as the proportion of low-income working
families lacking health insurance rises. We should not force such families to choose
between losing their EIC (if their modest assets simply keep pace with inflation) and
“dissaving” 50 they remain below the EIC limit. {Also, homeowners are not
disqualified for the EIC, and it would pose equity problems to disqualify those who are
saving so they can purchase a modest home while those who already own such a home
can receive benefits.)

The EIC and Inflation Adjustuents

The final proposal I would like o examine is a proposal recently suggested by
Senator Gregg to halt indexation of the EIC, T commend the effort to determine if the
Consumer Price Index is overstating inflation and, if so, to correct for this matter. Such
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a correction would affect the EIC, along with a range of other provisions of the tax code
{such as the personal exemption, the standard deduction, and tax brackets) and many
entitlement benefits, including Social Security.

But ezzding{the indexation of the EIC would be & unwise course to follow. It
would diminish ti}e effectiveness of the EIC and, over time, resull in substantiai tax
increases for large numbers of low-income working families with children. Millions of
working poor and near-poor families would find that if their earnungs simply kept pace
with inflation, their payroll taxes would rise each year while their BIC — which is
intended, in part, to offset payroll taxes — declined each year. The result would be
steadily increasing tax burdens for working families that had experienced no increase
in purchasing power. Moreover, because other key parts of the tax code are indexed,
higher-income families would continue to be shielded from the effects of inélation on
their tax burdens while working poor and near-poor families ched substantial tax
increases.,

This proposal also would be inconsistent with welfare reform goals because over
time, it would reduce the advantages of working rather than receiving welfare. It also
would sharply raise marginal tax rates on large numbers of low-income working
families.

Indexing and the Federal Tax Code

Ending the mdexatwn of the EIC would viplate a principle advanced by
President Reagan and enacted into Jaw in the 1980s — that the basic features of the
income tax code should be indexed so taxes do not creep up for working families
whose incomes are rising only at the pace of inflation. It was President Reagan who
praposed the EIC be indexed for inflation.

Insome wavs indexing is even more important in the EIC than 1o the personal
exemption and siandard deduction. Indexing those two features of the tax code keeps
a family’s tax burden constant as its income rises with inflation. For certain EIC
recipients, this is the effect of indexing as well. But for millions of other EIC families,
indexing the credit is necessary to ensure that the EIC these families receive is not cut
when their income rises at a rate equal to or less than inflation.

Indexing avoids cuts in the EIC benefits of millions of low-income working
families because of basic features of the EIC’s design. The EIC is phased out above a
certain income threshold. Por a family with two or more children, the threshold wili be
about $11,600 in 1996. For every dollar a family earns above $11,600, the EIC is

reduced 21 cents. This income threshold is indexed for inflation.
t
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The Structure of the EIC and EIC Indexing

The structure of the EiC includes an “upsiope,” a “platean,” and a "downslope.” Foe each
dailar a family earns up 1o a certain level, the value of the EIC is increased, In a family with
two or more children in 1996, the EIC equals 40 percent of earnings for each dollar this family
earns up t0 $8,910. Thas, a family with two children and earuings of 35,000 would receive a
credit of $2,000. A family earning 38,910 would receive a credit of $3,564.

As the family’s income rises above $8,910, the EIC remains constant {at #s maximuam level
of $3,564) 1ntil income reaches $11,630. This is the plateau.

Once a family™s income passes $11,630, the BIC drops by 21.06 percent — or about 21
cents — for each additional dollar of tncome. This is the downslope. When family income
reaches $28,550 the valug of the credit falls 10 zero.

Both the dollar level at which the EIC stops increasing as earnings rise (38,910 tor a family
with two or more children in 1996 and the doliar level at which the BIC starts falling as
income rises (about $11,630 in 1996} are indexed for inflation. This indexation fearure of the
EIC was proposed by President Reagan and enacted it 1986 as part of that year’s Tax Reform

Act.
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If the indexation feature is repealed, a family with income at or above §11,600
whose income rises at the rate of inflation will find that its EIC falls in absolute terms
{i.e., not just in inflation-adjusted terms) even though the family’s purchasing power
has not increased. This family also will owe more in payroll taxes. For each dellar its
earmungs rise, its payroll fax will increase 7.65 cents while its EIC drops 21 cents.

These effects are illustrated by the following examples, which use CB(Y's

inflation forecast,

. Take the case of a family of four with two children and earnings of
$12,000 in 1996, This family’s earnings will leave it more than $4,000
below the poverty line next year; the family’s income will equal a little
less than 75 percent of the poverty line. The EIC the family receives
bridges part of this gap. After the family’s EIC and payroll taxes are
figured in, the family’s income will equal about $14,570, or about 90
percent of the poverty line.

The poverty line rises with inflation. Under current law, if the family's
wages keep pace with inflation, its payroll taxes and its BIC rise with
inflation as well - and the family’s income, after taxes, remains at 90
percent of the poverty line.

Butif the EIC is nef indexed and the family’s income keeps pace with
inflation, its EIC will decline while its payroll taxes are rising and the
poverty line is increasing. After five years, if the family’s income simply
keeps pace with inflation, its EIC will have fallen $460 below what the
family received in 1996, while its payroll taxes have climbed $167.

. Near-poor families would be affected as well, Under current law, a
family with two children earning $20,000 will receive an EIC of about
$1,800 in 1996. {The family's credit will offset most but not all of the
family's payroll taxes of $1,530 and its federal income tax liability of
$430.) Under current law, if the family’s earnings rise to $20,680 in 1997
— an increase equal to the projected inflation rate — its BIC also will rise
in tandem with inflation, to $1,860.

If the EIC is not indexed, however, the family’s EIC will fall from $1,800
in 1996 to $1,660 in 1997, a $140 decline. The EIC will fall because the
family oses 21 cents of its EIC for each additional dollar of income.

At the same time that the family’s EIC weould be falling, its payroll taxes
would be rising. Although this family’s income would not have risen
faster than inflation, its net tax bill would increase.
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. This effect would grow larger with each passing year. If a family's
income simply kept pace with inflation and the EiC was not indexed, the
family with income equal to $20,000 in 1996 would receive an EIC five
years later that was $767 snatller than the EIC it received in 1996, [ts EIC
would be $1,094 lower than it would have been had the EIC been adjusted
for inflation. Fa real terms, the purchasing power of its EIC would dechine
by 51 percent in only a five-year period even though its real income had
not risen at all.

Working poor families at still-lower earnings levels, such as those working full
time year round at little more than the minimum wage, also would be adversely
affected. Consider a fanuly that earns $4.50 an hour in 1994, or $9,000 a year, and is far
below the poverty line, If the family’s earnings keep pace with inflation, its EIC will
rise with inflation as well, under current law. If indexing is eliminated, the purchasing
powaer of its EIC will erode. After five years, its EIC will have lost 15 percent of its
purchasing power. After 10 years, the purchasing power of the family’s EIC would
have fallen by 32 percent. Meanwhile, the family’s payroll taxes would have increased
every year, and the poverty line would have risen. The family would have fallen
steadily deeper into poverty.

Ending the indexation of the EIC consequently would make millions of working
peor families with children poorer over time, It also would turn a steadily increasing
number of near-poor working families into poor familigs, by pushing them below the
paverty line, and reduce the EIC for millions more who work hard and are modestly
above the poverty line.

Ending the indexation of the EIC would be inconsistent with the goals of
“making work pay” and promoting work over welfare. If the EIC is not adjusted for
inflation, as its real value declines, the gain from working at a low-wage job rather than
relying on welfare will erode.

Failure to index the EIC would undermine the EIC’s effectiveness in one other
way as well, by weakening the work incentive features of the credit. Currently,
famities earning $10,000 or $11,000 a year do not face an increase in their marginal tax
rates when their earnings rise with inflation. But if BIC indexing ends, such families
would be pushed above the point where their EIC begins to drop 21 cends for each
additional dollar earned. The marginal tax rate these families face would rise 21
percentage points.

Some of these families already face substantial marginal tax rates because they
receive other benefits such as food stamps that decline as earnings rise. To raise their
marginal rates another 21 percentage points due to fatlure to index the EIC could raise
their marginal tax rates to disturbingly high levels.

20




Finally, ending EIC indexation would be inconsistent with other Congressional
action. There is no discussion of ending the indexation of other features of the tax code
such as the personal exemption, the standacd deduction, or the tax brackets. In
addition, the House of Representatives is likely to pass legislation to index capital gains
tax benefits. Some policymakers also are proposing various tax cuts. [tis difficult to
discern how ending EIC indexing fits in with these other policies unless the principle is
that investors and middle- and upper-income families need protection against the
effects of inflation on their taxes but low-income working families do fmi
(Furthermore, if EIC indexation is ended while various tax cuts also are approved, low-
income working familtes would face tax increases while families at higher income
levels received tax cuts.)

Other Proposals
Finally, | would offer brief commaents on several other proposals.

’ There are arguments both for and against including Social Security in
adjusted gross income {AGI) for purposes of determining eligibility and
benefit levels for the EIC. EIC savings are desired, this option probably
warrants investigation.

. It would be a mistake to attempt to include child support in AGI for EIC
purposes. Attempting to count child support payments as part of AGI
would pose serious problems for the IRS. Such a rule would not be
enforceable to any substantial degree. The result would be higher error
rates and further damage to the EIC's integrity and reputation.
Furthermore, attempting to count child support payments in this manner
would cause double-counting of income, since non-custodial parents pay
income tax on the income from which child support payments are made.

. I wouid strongly recommend against reinstating the type of complex,
error»pmne rules that contributed to high error rates in the 1980s and
were repealed in the 1990 reconciliation act, This includes rules suchas
the “support test,” which is largely unenforceable.

. To further reduce error, I would urge consideration of a proposal made
several years ago by Senator Packwond, and praised by the GAOQ, to
madify the rules for claiming the personal exemption for a child so they
match the rules for determining when a child is a “qualifying child” for
EIC purposes. This would simplify tax rules and should reduce errors in
both the EIC and the personal exemption areas.
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Conclusion

While steps have been taken in recent years to reduce EIC error rates, more
needs to be done. Some other EIC changes also wacrant consideration,

We shudd not, however, lose sight of the EIC’s virtues. The EIC s boosting the
incomes of millions of poor and near-poor families with chitdren that are working and
staying off welfare. With the steady erosion of wages for low-pald work over the past
20 years and the likely continuation of this trend in the future, the EIC is a criticaily
important element of the tax code, The EIC also provides an important underpinning
for welfare reforms to move families from welfare to work. Itis part of the welfare
reform strategies of policymakers such as Governor Engler of Michigan.

In addition, the EIC has helped change the tax system into a system that helps
Iift working families out of poverty instead of pushing more working families into
poverty. The Department of Flealth and Human Services testified that in 1984, the tax
system pushed into poverty 1.8 millien people who lived in families with children.
When the recent EIC expansion is fully phased in, HHS estimates the tax system will
lift more than two mitlion such people out of poverty.

The EIC needs significant improvement to reduce error and fraud. But the EIC's

mission remains as important as it ever. Deep reductions in the EIC benefits of honest
low-income working families would not be a desirable part of the EIC reform agenda.-
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ASSESSING THE GREGG OPTION TO END THE INDEXATION OF
. THE EARNED INCOME TAX CREDIT

Senator Judd Gregg recently outlined a series of options for entitlement reforms,
including a proposal to scale back the earned income tax credit {EIC). According to
materials that Senator Gregg has distributed, his EIC options would reduce the credit
by $27 billion over five years.

A reduction of this magnitude would reduce EIC expenditures pver the five-year
period by almost 20 percent. These cuts would grow steadily larger with each passing
year. By the fifth year, they appear to constitute & reduction of considerably more than
20 percent. ‘

The Gregg options include praposals contained in the Clinton budget to bar
tamilies with significant interest and dividend income, as well as illegal immigrants,
from receiving the EIC! It also includes Clinton budget proposals aimed at reducing
error and fraud. These various Clinton budget proposals save slightly more than $3
biltion over five years. The bulk of the savings in the Gregg praoposal, however, stems
from another EIC option ~ eliminating the “indexation” of the EIC.? Indexation is the
process by which the amount of the EIC s adjusted each year so its value does not fall
- 31l taxes on the working poor do not rise — when their earnings simply keep pace
with inflation.

This component of the Gregg proposal would seriously diminish the -
effectiveness of the!EIC and, over time, result in substantial tax increases for large
numbers of low-income working families with children. Millions of working poor and
near-poor families would Find that if their earnings simply kept pace with inflation,
their payroll taxes would rise each year while their EIC — one goal of which is to help
oftset payroll taxes — declined each year. The result would be steadily increasing tax
burdens for families that had experienced no increase in purchasing power. Because
other key parts of the tax code are indexed, higher-income families would continue to

v

13
' A version of the propesal 1o make famities with sipnificant interest and dividend income Ineligible for
the BIC has passed both the Senate and the Howse and s fikely to beconte law soon, The savings from thiz
praposal will help pay for the extension of the health insurance tax deduction for the sl f—unpi{‘zyed lhe
version of this BIC proposal that Congress s expected 10 approve is more restrictive than the Clinton
gropasal,

® s anclear if eliminating indexing in 1996 will provide $24 billion in savings over five years. The
uptics paper does aot describe bow it arvived at the $27 bitton figure.
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be shielded from the effects of inflation on their tax burdens, while working poor and
neag-poor families faced substantial tax increases,

This proposal also would signal the abandonment of what for a decade has been
a goal strongly supported across the politicaf spectrum by conservatives and liberalg
alike ~ that if a parent works full time throughout the year, the family should not live
in poverty. Failure to index the EIC would cause many low-wage working families to
fall further below the poverty line with each passing year.

Finally, this proposal would undermine bipartisan welfare reform goals. Over
time, it would reduce the advantages of working rather than receiving welfare, It also
would sharply raise marginal tax rates on millions of low-income working families,
which could lessen incentives to work.

1. Indexing and the Federal Tax Code

Ending the indexation of the EIC would ke inconsistent with a principle
advanced by President Ronald Reagan and enacted into law in the 1980s with
bipartisan support — that the basic features of the income tax code should be indexed
so taxes do not creep up for working families whose incomes are riging only at the pace
of inflation. As part of the tax legislation signed by President Reagan in 1981 and 1985,
fundamental features of the income tax code — such as the standard deduction, the
personal exemption, the EIC, and the tax brackets — were indexed for inflation.

Indexing is even more important in the EIC than in the personal exemption and
standard deduction. Indexing those two features of the tax code keeps a family’s tax
burden constant as {ts income rises with inflation. For certain EIC recipients, this is the
effect of indexing as well. “

For millions of EIC families, however, indexing the credit also serves another
purpose. In addition to ensuring that the value of the EIC keeps pace with inflation,
indexing also ensures that the actual dollar fevel of the EIC these families receive is not
reduced when their tncome rises at a rate equal to or less than the inflation rate. Most of
the families who would face cuts in their EIC if it is no longer indexed are families that
work for modest wages and do not receive welfare.

Indexing avoids cuts in the EIC benefits of millions of low-income working
farnilies because of basic features of the EICs design, {See the box entitled “The
Structure of the EIC™}. The EIC is structured in such a way that it is phased out above a
certain income threshold. For o family with two or more children, the threshold will be
about $11,600 in 1996, For every dollar a family earns above $11,600 the FIC is reduced
21 cents. This income threshold is indexed for inflation,
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The Structure of the EIC

The value of the EIC varies by earnings and the composition of a housebold. Famiiies
with two or more children can qualify for the largest EIC. (Families with one child can
qualify for a smalier — bot still significant — EIC, Workers with very low incomes and no

children can qualify for a very small EIC)

The basic structure of the EIC includes an “upstops,” a “platean,” and a {iawml@pe “
For gach dollar a family earns up to a certain level, the value of the EIC is increased. hia
famity with two or more children in 1896, the EIC equals 40 percent of earnings for each
doliar this family earns up to 38,910, Thus, a family earning $5,000 would receive a credit of
£2.000. A family earning $8.910 would receive a credit of $3,564.

As the family’s come rises abave $8,910, the EiC remais constant {at its maximuan level
of $3,564) until income reaches $11,630, This is the plateau.

i
Once s family’siincome passes 311,630, the EIC drops by 21.06 percant - or 21 cents -
for vach additional dollar of income. This is the duwnslope. When family income reachey
328,550 the value ofi the cradit falls to zero
1
Both the doliar level at which the EIC stops increasing as sarnings rise (38,810 for a family
with two or more children in 1996} and the dollar fevel at which the EIC starts falling as
income rises (abc{zt $11,630 in 1996} are indexed for inflation. This indexation featise of the
EIC was proposed by President Reagan and enacted tn 1986 as part of that year's Tax Reform
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If the indexation feature is repealed, a family with income at or above $11,600
whose income simply rises at the rate of inflation will find that the size of the credit it
receives will fall in absolute terms (Le., not just in inflation-adjusted terms), even
though the family’s purchasing power has not increased. Thus family also will owe
more in payroll taxes. For each dollar its earnings rise, its payroll-tax will increase 7.65
cents while its BIC drops 21 cents.

These effects can be further illusteated by the following examples, all of which
use CBQY's projected rate of inflation of 3.4 percent per year.

(Consider the cage of a Family of four with two children and earnings of
$12,000 in 1996, This family’s earnings will leave it more than $4,000
below the poverty line next year; stated anwther way, the family will be
betow 75 percent of the poverty line. The EIC the family receives bridges
part of this gap. After the family’s EIC and payroli taxes are figured in,
the farnily’s income will equal about $14,570, or about 90 percent of the
poverty line.

The poverty line rises with inflation. Under current law, if the family’s
wages keep pace with inflation, its payroll taxes and its EIC both rise with
inflation as well. As a result, the family’s income, after taxes, will remain
at 90 percent of the poverty line.

But if the EIC is nof indexed and the family’s income increases with
inflation, its EIC will fall at the same time its payroll taxes are rising and
the poverty line is increasing. After five years, if the family’s income
simply keeps pace with inflation, its EIC wilt have fallen $460 below what
the family received in 1996, while its payroll taxes have climmbed $167. Its
EIC will be nearly $1,100 less than if the credit had been indexed.

Near-poor families would be affected as well. Under current law, a
family with two children earning $20,000 will receive an EIC of about
$1,800 in 1996. (The family’s credit will largely, though not entirely,
offset the Family’s payroll taxes of $1,5380 and its federal income tax
liability of $430.} Under current law, if the family’s earnings rise to
$20,680 in 1997 — an increase equal to the projected rate of inflation — its
EIC will also rise in tandem with inflation, to $1,850.

If the EIC is not indexed, however, the family’s EIC will fall from $1,800
1 1996 to $1,660 in 1997, a $140 decline. {The EIC will fall because the
family loses 21 cents of its EIC for each additional dollar of income.)

At the same time that the family’s EIC would be falling, its payroll taxes
would be rising because of its increased earnings. Although this family’s




income would not have rigen faster than inflation, its net tax bill would
increase both because its EKC would drop and its payroll taxes would rise.

. This effect would grow larger with ench passing year. If a family’s
income simply kept pace with inflation and the EIC was not indexed, the
fardly with income equal to $20,000 in 1996 would receive an EITC five
years later, in 2001, that was 3767 smaller than the BIC it received in 1996,
Its BIC would be $1,094 lower than it would have been if the EIC had
beervadjusted for inflation, In real terms, the purchasing power of its EIiC
would decline by 51 percent in only a five-year period aven though its real
income had not risen at all,

Similar problems would arise for families now earning just below $11,600 a year.
Currently, families with two or more children and income between $8,900 and $11,600
are on the sg-called EIC “plateau” where all families receive the maximum EIC. If the
EIC is no longer indexed, however, a family that earns $10,000 or $11,000 and whose
income simply rises in accordance with inflation will not enly have its EIC erode
because the maximum EIC declines in purchasing power — but it also soon will be
pushed over the $11,600 point and start to have its EIC cut as its earnings keep pace
with inflation, Under current law, this family would not face EIC reductions because
the $11,600 level is adjusted annually for inflaticn.

The type of examples cited here would not be uncommon. Millions of poor or
near-poor working families with children would be affected in this manner. In 1996,
roughly 10 millior families are projected to have incomes that place them at the very
end of the “plateau” or on the “downslope” of the EIC,

Working poor families at stili-lower earnings levels — such as those working full
time year round at little more than the minimum wage — also would be adversely
affected. Consider a family that earns $4.50 an hour in 1996, or $9,000 a year, and is far
below the poverty line. If the family’s ecarnings keep pace with inflation, its EIC will
rise with inflation as well under current law. If indexing is ehminated, the purchasing
power of its EIC will erode. After five years, its EIC will have lost 15 percent of its
purchasing power. By the end of 10 years, the family’s EIC would be $1,610 below
what it would have been if the EIC had been indexed to inflation. After 10 years, the
purchasing powet of the family’s EIC would have fallen by 32 percent. Meanwhile, the
family’s payroll taxes would have increased every year, and the poverty line also
would have risen each year. The family would have fallen steadily deeper into
poverty.

In short, ending the indexation of the EIC will make millions of working poor
families with children significantly poorer over time, turn a steadily increasing number
of near-poor warking families into families that are poor by pushing them below the
poverty line, and reduce the EIC for millions more who work hard and are only
modestly above the poverty line.

L% 3]



2. Ending the indexation of the EIC also would be inconsistent with the goals of
“making work pay” and promoting work over welfare.

If the EIC were no longer indexed for inflation, the goal of ensuring that full-
time workers are not poor would, as time went by, become further from reach than itis
today. [naddition, the relative advantages of work over welfare would dimianish,

In the past, basic means-tested benefits rose over time, although taken together
these benefits rose more slowly than inflation. If the EIC is not adjusted for inflation,
the gain from werking at a low-wage job rather than relyving on welfare will erode over
time.

Failure to index the EIC also would undermine the EIC’s effectiveness in another
key way — it would weaken the work incentive features of the credit. It is widely
recognized that high marginal tax rates can increase disincentives to work for [ow-
wage working families. Currently, families earning $10,000 or $11,000 a year whose
earnings keep pace with inflation do not face an increase in marginal tax rates, because
their EIC remains constant. But if EIC indexing ends, such families would be pushed
above the point where the EIC begins to drop maore than 20 cents for each additional
dollar earned. Stated another way, the marginal tax rate these families face would rise
by more than 20 percentage points,

Some of these families already face substantial marginal tax rates because they
receive other benefits such as food stamps that decline as earnings rise. To raise their
marginal rates by more than 20 percentage points dug¢ to failure to index the BIC could
raise their marginal tax rates to extremely high levels.

3. Ending the indexation of the EIC would be inconsistent with other policies
moving through Congress.

Ending the indexation of the EIC alse would be inconsistent with other
Congressional action in several ways. There is no discussion of ending the indexation
of other features of the tax code such as the personal exemption, the standard
deduction, or the tax brackets, Moreover, the House of Representatives is likely to pass
legislation to index capital gains tax benefits, which primarily benefit wealthier
Americans. Some Members of Congress also are talking of cutting taxes for an array of
groups ranging from middle- and upper-income families to major corporations and
mnvestors.

It is difficult to discern how ending EIC indexing fits in with these other policies
unless the principle is either that wealthy investors and middle- and upper-income
families need protection against the effects of inflation on their taxes but low-income
working families do not, or that it is acceptable to raise rather than lower taxes so long
as low-income working families are the ones who bear the tax increases. (It should be

6
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is the EIC Qut of Control?

A principal argument the Gregg task force report makes for taking $27 billion out of the
EIC is that the BIC s "out of control” and as a result, there will be “significant long-term fiscal
hemorrhaging unless action is taken to contain {the EIC]” and to “restrain its nnsustainable
rates of growth.” The conclusion that the EIC is out of control and will continue to grow at
unaccepiable rates unless action is taken is based on the fact that the EIC bas grown at tapid
rates in recent years.

This part of the Gregg report, however, reflects some misunderstanding of the causes and
duration of EIC grnwth The BIC s not out of control. 1 was expanded at the request of
President Reagan int 1986, and on a bipartisan basis in 1990, with strong suppurt from
President Bush and Congressional leaders of buth parties. A final expansion was proposed in

1993 by President Clinton axd enacted. The 1986 and 1990 expansions phased in vver several
years, creating high rates of BIC growth in the ate 1980s and early 19905, Similarly, the 1993
gxpansion is now phdsing in.

Once the 1993 expansion is phased in fully, substantial EIC growth wifl half. CBO forecasts
that after 1997, the EIC will graw at less than 4.5 percent, with growth in 1999 less than in
1998. This modest growth is due largely to inflation. As a perceniage of the Gross Domestic
Product, EIC costs will decling after 1997, according to the CBO forecast. This is a far ory from
the situation in programs such as Medicare and Medicaid where rapid rates of growth persist
indefinitely and do set primarily result from specific federal decisions o expand the

Programs. ;

s o o

noted that if EIC indexing is ended and a chuld tax credit is established or the personal
exemption is raised, most low-income working families with children still will end up
worse off — and facing an increase in federal tax burdens over coming years when
payroll taxes are counted — because their incomes are not high encugh to benefit from
a non-refundable child credit or a rise in the personal exemption.)

4, The Eamed:Income Credit and the CP{

Finally, in the context of ending the indexation of the EIC, the point may be
made that the Consumer Price Index appears to gverstate inflation by a fraction of a
percentage point per yvear. But that affects all benefits and components of the tax code
that are indexed by the CPI - Social Security, federal retirement benefits, the tax
brackets, the personal exemption, and the standard deduction, as well as the EIC.
Action taken to address this matter should affect all indexed tax and benefit provisions
in the same manner. That the CPI may modestly oversiate inflation does not provide a
strong rationale for singling out the EIC and ending alf inflation adjustment in it.
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EXEMPTIONS AND
DEPENDENTS “FRAUD" ON TAX RETURNS

. Federal law requires a "social security” number on a tax return for a dependent/exemption
allowange, ‘ ‘

: When this new anti-fraud law was enacted in 1986 it saved two (2) billion doflars "per year" in
phony adult exemptions/child exemptions that disappeared off federal tax returns,

. The IRS always had the power and authority to implement this identification requirement long
beforg the 1987 on tax return fling period.

; Fortunately, one 1.8, Senator on the Senate Finance Committee made it statutory law, because
the IRS failed to request this information although adviced to. ’

PROBLEM:

. Today, child and adult@ind camed income crediexemption and dependent tax fraud on federal

tax returns are again 3 probiem on the rise because 75 millions of Americans are now mostly on
.government grants i.e, veterans (VA) benefits/full state workmen's compensation/federal SSU/

supplemental sacurity income/ SSA/RUl social security/home rehef (o10.) Ful unemployment

benefits, yet, are being fraudently claimed as exemptions/dependents by third party non-relatives
-and relatives that frequemly do not reside together. They do it with a social security number.

.dependents

SOLUTION: A short exemption "question” onfother grants on federal tax returns in 1995 could

be included.

Since IRS Form 1040's question Nao. 6 (¢)(2) will no longer be necessary on 1993 fax x
returns {due to 3 change in law) then please substitute briefly, in placg of the current 1994 tax
guestion, Ne. 6 (¢J(2) the following: ' ‘

a) "List dependents Govt grant’ ( Tax instmétieﬁ booklets can use
initials (see page ) initials i.e. VA SSA SSILWC ADC,

' Pension, In Jail }
or

b} "Enter dependents Gov't gram
status (see page )
ar v .
¢} "ltemize dependents Gov't grants”

(seepage )

WHY: Since President Clinton and/or Congress are going to increase the "value” of exemptions/
dependents with new tax credits and other credits, exemption fraud will becorne more costly,

; : . wr
GOV'T SAVINGS; Estimated two billion dollars in the first vear if IRS acts witiszaitz’ng for
Congress.
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THE NATIONAL ALLIANCE TO END HOMELESSNESS, INC.

!

October 7, 1993

Mr. Bruce Reed

Deputy Assistant to the President
For Domestic Policy

Executive Office of the President

1600 Pennsylvania Ave., NW.

Washington, D.C. 20500

Dear Mr, Reed:
i

Thank you for your participstion in the Alliance Leadership Roundtable on
September 29, 1993, Our members were glad o hear that you and President Clinton
feel that the expansion of the Earned Income Tax Credit (EITC) is one of the most
exciting things to happen thus far. Many Roundtable members including the Alliance

were very active in encouraging Congress to suppart the EITC.

I think that we would all agree that programs need o give people the t0ols to
become self-sufficient and get off of Welfare. However, it is of some concern that
two years may be an arbitrary limit in which people are 1o gain these skills or tools.
Roundtable members would like to work with the Taskforce to design standards for

job training and education programs that would be available 1o welfare recipients.

Again, we believe the Roundiable provides an exceptional opportunity to
discuss domestic policy, particularly welfare reform, with all of the relevant
organizations dealing with the issue. Qur members look forward to a continuing

dialogue with you.

Thank you again,

(7“/‘%

|
Sincerely
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ASSISTANY SELCRETARY

MEMORANDUM FOR MEMBERS OF THE WORKING GROUP ON WELFARE
REFORM, FAMILY SUPPORT, AND INDEPENDENCE

(o

From: ‘ Alicia Munnell ,
ry for Economic Pelicy

Assistant Secre

Subject: ' Earned Income Tax Credit (EITC): Questions & Answers

Following up on the discussion of the earned income tax credit ar the meeting of the
Working Group last Wednesday, attached are three questions and answers dealing with the

1ssues that were _raiged.

Please note that the Schedule EIC included:in the package is for ax year 1992, and
does not reflect the simplifying changes in the Reconaliation Act thar are referred to in one

of the answers.

Autachments

ADDRESSEES:

Bruce Reed

David Ellwgod

Mary Jo Bane

Working Group Co-Chairs

Ken Apflel
Walter Broadnax
Ray Cortines
Marurice Foley
Ellen Haas
Madeleme Kunin
Doug Ross
Isabel Sawhil
Eugene Speriing
Joseph Stiglitz
Jeff Waison :

H

TR HCaN POLICY

DEPARTMENT F THE TREABURY
A Bs MO TN

August 6, 1983

Eleanor Acheson

" Rabeart Carver

Joycelyn Eiders
Thomeas Glynn
BElaine Kamarck
Wendell Primus
Julie Samuels

Eli Segal’

Michael Stegman
Fernando Torres-Gil
Kathi Way
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" ; Compliance Problems with the EITC
. }
Question: ¢ !
|
P . -
Just a few years ago, the IRS was reporiing that about 46 percent of recipients
were getting overpayments of the credit, and about 39 percent of twial EITC
payments were errors, Indeed, in most cases, claimants were not eligibiz for
the credit at all. In the reconciliation bill, the Administration supported a large
expansion of the EITC. Isn't it irresponsible to expand the EITC, given such
large compliance problems? :
Answer: L {
T%wse errot rates were from 1985 1ax returns. The Omnibus Budget
Recmcﬂ}zzzan Act of 1990 contained & *ampreheaszve pmpos& to reduce these
error tates. . :
In large par, these error raes wererassociated with compiex eligibility rules,
Taxpayers could not undersiand these rules, and the IRS did not have sufficient
information from i&x reterns or znéepcnd&m information reporss to verify
eizglbxh{y before the refund checks wem sent off.
[ H
-~ . Compliance data suggesied a relationship between EITC overpayments
! and errors in reporting either filing status or dependents, To claim the
EfTC, a married couple had to file 4 joint return with at least one child
dependent, while a singie parent had to file as a head of household. But
. the rules governing the determination of filing status and dependency can
Y be confusing to taxpayers and difficult for the IRS to administer. The
©  compliance data seem @ confirm this claim -- a7 least with respect to
‘ those eligible for the EITC.

S

- ' Compare the situations of twa single mothers who are neighbors. One
' of the mothers was on welfare for part of the year before she was able
te find a job. Her neighbor'worked the entire year. At the end of the
year, the (wo neighbors beiieved that they were heads of households {as
* single parents) and that they were eligible for the EITC because of their
iobs. In fact, one of the women might not have been eligible for the
EITC under the pre-1990 rules. She could not have claimed the EITC
{or head of household filing statusy if over half of the costs of maintzin.
ing her home during the yeadr came from welfare incoma,

G e

!
b

.

-~ Even the IRS would initially have thought that both women were
eligible. Both women probably received & check from the IRS
because the agency could not detect that the former welfare
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recipient was ineligible based on the information provided on the
tax rewrn, 3

The 1990 provisions were designed, in pari, to conform the EITC eligibility
eriteria with what peopie actually did. The 1990 Act replaced complex rules
with simple tests for determining £ligibility for the EITC.

== 7 Usnder the 1990 rules, both single mathers, in the example above, would
qualify for the EITC and would be rewarded for their work effort.

We siill do not have information regarding the effectiveness of the 1590

provisions. However, we are monitoring the compliance issue very carefully,

LY

Background:

At the ime of the 1990 Act, the most recent compliance data was fram the 1985
Taxpayer Compliance Measurement Program (TCMP). Since then, data from
1888 TCMP has decome availabler Findings from the (988 TCMP were
generally consisient wilh the (985 data. In 1988, 42 percent of EITC claimants
'may nol have besn entitled to the amounts paid. Abow 35 percent of the
amouats paid were in excess of the ¢redit owed 10 recipients. The 1988 daty
-has not been reporied.

i
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Answer:

MasUbroe 197 54
Question:
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"

Recent Efforts {o hinprove Compliance

Does the recencillation bill include any provisions which will reduce ithe error
rates in the EITC?

i

Yes. Eliminating the two supplemenial ¢redits -~ for young children and for
qualifying health insurance expenditures -« will reduce the complexity of the
EITC.

- These provisions add half 2 page of calculations to the Schedule EIC.

- To roceive (he health insurance cradit, both the credit recipient and the
IRS must know how much an individual paid for health insurance and
U whether the palicy covered atleast one qualifying child.

-+ Complicated "interaction” rules restrict recipients from claiming both the
. young child cradit and the dependent care tax credit with respect to the
same child, These rules are difficult to undersiand and can force filers
to make duplicative caleylatinns in arder 1o determing which provision

% is more advantageous.

As we lgamed in 1990, credit claimants ¢ften do not understand complicated
eligibility rules. The IRS aiso cannot easily verify eligibility when the credit i3
based on information which is difficult 1 obtain. Simplification of the credit
reduces mistakes by boih the wxpayer and the IRS,

The ‘Ways and Means Oversight Subicommittee had a hearing eartier this vesr
to review insurance marketing and sales techniques involving the EITC, Atthe
hearing, the IRS testified on abuses'in the marketing of insurance o waorkers
eligibic for the BEITC. >
= In certain regions of the country, insurance salesmen are representing
" themselves as IRS employees'and telling employers and workers that the
only way (o get the basic EITC is to purchase health insurance,

H

+a

Such abusive practices will be stopped by the repeal of the health
insurance supplement, ‘

- .

-

= Tom

| : Office of Tax Analysis
S ' August 6, 1993

o005



QUL g PR OR Y ZGZ BZ22633 DTE ECON POLICY Goas

EITC Schedule

" b

Question.

Begifining in 1991, (e IRS has required EITC recipients to atiach a complicated
schedulg 1o their 1ax retum in order to olaim the credic. Doesn’t this schedule
discourage people from fifing for the EITC?

Answer: ’
The IRS has devoted much time and resources {0 the development of the
Schedule EIC, In June 19591, the IRS released a draft of the schedule for public
comment. In addition, the schedule was 1ested among focus groups across the
country, The schedule was revised to megt the concemns of taxpayers,
practitioners, and low-income program advocaes.

Based on the information available, IRS staff consider the implementation of the
new schedule to be 3 success. The numbers of persons claiming the credit have
increased by nearly 2 million since 1990, For tax year 1992, over 14 million
persons are projecied 1o have received the credil. ~

w
A
»

Background:

The Omnibus Budget Reconciliation Act of 1990 required that EITC recipients
file:a separate schedyle to claim the EITC. This requirement was part of
legislation aimad at reducing the high error rates in the EITC.

¥ 2
+ ¥

A separate schedule is necessary because eligibility for the credit is based on
certain items which are not reponed on the 1ax returm.

®

-~ The ¢hild who qualifies 2 parent for the EITC is nol necessarly a
®  dependent, and as a consequence a social security number for qualifying
i‘ children must be reported on the schedule.
“ The new schedule also requires the taxpayer 10 report nontaxable sarned

. income. (The credit is also based on nonlaxable earned income).
"The final version of the Schedule EIC is two pages and consists of four parts.
On'the first page, the @x filer must sepont information missing from the tax
return which i3 necessary in determining eligibility for the credit, At the bottom
ofithe fitst page, the filer s informed that he or she does not have «© continue
on; the remaining steps -~ the caleulation of the ¢redit -+ will be done by the
IRS. However, if a filer prefersrw deiermine the amount of the credit, a
werksheet 1s provided on the second page.

- ¢

“ g Office of Tax Analysis
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SCHEQULE .EIC

(Form 1R0A or 1{40]

Dinrtrrmnt ot i Trazsony
miwnn! Rovernyy Serdes

16:55
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. Earned Income Credit

i ooy

OMB N 15450074

» Atach ¢ Form 10404 or 1043, » See Instructions 1o Schedide BiO,

infgrmation asked Tor on this sage andd we'll 34 the rast

1992

Atarhment
Loqunnce Mo, S

NAIMEE) SHOWT o retum

. hy not lef the iRE figure the crodit fov you? Glve vy only ths
t

Firur wocisl peturity mumbar

' -
‘ 1
b

General

infarmminn

To take

!-} .
this credit

You MUST have worked andg garned LESS than 522 a70, AND

Yerir ad;uazed grose income (Form Y0404, Bng 16, 0r Form 1048, fine 31) MUSY tie LESS than 522,370, AND

Your Lling status ¢an e any stolus except maried filing a separate return, AND
You MUST have &t feast ong gualifving child {ses Doxes below), AND

!—f

i

was (8t the sad ot 1992); r—-—)- wha {in 1992);
et age 1%

’ w? A fiveds with you

wnger age 24 ang g fullvtime N vt ing US.
Shudane e
o D more than 6 months’
gny age 3nd sermanently {or gll year if & toster
andt totally digabled ! chiid"

*
4

*If thee Chilg Si8n't hve with you
for itk raquired  time  for
sxdmply, was bom pr 1962,
g4 the Excoplion on page §1
of 104GA Dookipt (or pags
FIC-2 of 1530 Bunkiat).

*
*
 You canrot bs & qualifying «hild vourself,
A gualitying .
ohildis a r’* is your:
ghild whoy! we— son
daupnies
agiopled ahilg
grandenig
| steponild
O
fostar chig
-4
-
[ V}‘.
Do you have — No —P
at inast one ¥
qualltying chitd? = Yog wJp

’»

You gannot take the sredit. Enter “ND° next 1o ine 280 of Form 15484 {or line 56
of Form 1020 3

Go o Part §. But i the ohild was marmiad o is aiso p gualibvdng ¢hild of another
prestn, Hsl 59& nage 8’2 of 10404 bookist {or page EIC-2 of 1040 hookiet).

XTI Tnformation About Your Twa Youngest Guallfying Childran

1 Foy ) Nurrier
i Motg (han ben gusltang cnildren, sae page 62 of | For 4 chilg borr BEFORE {w} I €390 way DorY . @)

10404 boakiet tor sage EIC-2 of 1040 pookier, o} 5| VIT4, Chack 3 S0 wige BEFQRE 1082, mazgagizdt: you Cri g
iy o of ) 2 stoset - enter the Ghild's gior ssarmple, w06, | with yu in
¥ SR et age 24 | 16 sl m;fﬁ’;gf"” grandchi, ¢ | 1he L8, In

o Child's name ooy, maa, ahe 13t aame} # a of 1053 | P¢ Dokl 1942
!} - ¥ 3
3 1% 1 : :
% 19 ! :

Caution;

i @ erid vou figted above was born in 1832 AND you chose to claim (he credit ur exclusion for child care expenses
for tis chilth on Schedyie 2 (Form 1040A) or Form 2443 (Form 104Q), check hore . . . . A .

3

Do you wani the RS
to figure the credit
for you?

o i g ol

e g

Eill ir ?&n i aiw, r—w ARD P oo 1028 tee 21, nere. B

G0 Part IV on irg
SHCX NOW,

-
p}

# Entar the amount from Form 12404, jine 18, o

m Other 2nfomat|dn

¥ you had any non:axabis sarned incomes Bse page 62 of 18404 booklet or pags E10-8 of
10540 hooklet) such 33 m;ll*ary housing any subsistence or contributions o a 40HK) pian,
gnter the lola! of that income on Bing 2, Also, list typs and amount here, »

A1

3 n*e? z?ze wotat a'”wvnz you ;;:md in 19**2 fo: negith Insuranzs that coversd sl lsast one
auslitying child, {See page B3 of 15404 nogklet of page EIC-2 of 1040 bowidel) . .

5‘ i you want the IRS to Hgure the' cwdzz tor you, Filiig !

Attach this sc?wdule to your return, ¥ filing Form ?MA. print “EIC” an the line next 16 lina 282,
T # filing Form 1040, print "EIC” o0 the dotied lins next to line 58,

Cai, Mi, 133350 Seheduie EIC (Form 10404 or 1044 1892

S

z,/é

RrA b mr et

P L T L L R I )

For Paparwork Rpduction Ast Notics, 368 Form 10404 or 1040 instructiofs.

%

123

W rpnd
wl B
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Scresse EIC [Farm 10404 or 1040) 1932 #

Zagvd  Figure Your Earned Income Credil—You oan 1ake ALL THREE parts of 1he credi i you cuality

i@oons

a0 2

BASIC CREDIT »

&

W

11

Enter the amount from kna 7 pf Form 10404 or Form 1040 fwages, 'sa;aries ips, ee.) ¥ you
recuved a lgxable schalarship or feliowshin grans, sos pags 54 of w«m boeidet (or page EIC-3
of 1040 bookietl) for the amount 1o enter |

I you hadt any nontaxabis cama:& income isee page 52 of 11‘34{}}« boek&m o page EIC»Q ei 164{%

booriel) such as m:?ziary housing and subsisience or contdbutions 1o a 4018 plan, enter the
sotal of that ingome on line 8] Also, fist type snd amtunt here, ™ L e,

-------------------------------------------------------------------------------------------------------------

Form 1)34& Filers Oniy: If vou were seif- &*‘1;}15{85 or reparted incams angd eapansey an Sch. G oor
C-EZ &% @ stattery embioyes, ‘erier the amourny from ihg workshaet on piige EI0-3 2 1040 boskiat

Add Hines 4. 5, and & This I8 your earngd Ingome. It $22.370 or more, you cannot iake e
earned income credit, Enter "NO" siext 1o line 28¢ of Form 10484 {ur line 58 of Form 104061 »

Use the amount on dine 7 above to ook up your fredit in TABLE A

on pages §35 and 68 of 10&10;& bookiat ior pages E1C-4 ang § of 1340 :
coukietl. Then, enier the ¢redit nere . . . . L8| E
Enter your adiusied gross ingome (from Soam 1848& line ?6 or me 1040, ine 31). H $22.37C
ormome, you cannet tghe the credit . . . . . . L L L LT L 0 L L L

is line B 311,858 or more? 4§ :

¢ YES, Uss the amaunt on line § 10 ook up your cradit in TABLE &
en pages 85 and 66 ¢! 10404 hooklet 0 papes B4 and § of : l
1040 bookletl. Then, entersthe credithere . . . . . .+ U180 .

® NG, Enter the amount troe bne B on fna 1.
1 you anywered *YEST 10 ine 10, emer e smaiter of line 8 o lne 1D nere. This i your basic credit |

NEXT: T take the negith insyrgnce credit, #% in fnes 18-16, To inke (he satrd cregl for &
it born in 1892, Sl in fines 17-18, Otherwiss, g0 16 fine 20 aow,

12

i3

14
1%

18

HEALTH SISURANCE CREDIT

weTake this credit ONLY I you pail forihealth insurence thal

U zovared at least one gqualitying chid}
LOOK 8 the armgunt ¢n ding ? above, Use 1hat amoynt 1o ook up ywr
credi in TABLE 8 on ;zage Y87 of 10404 booklet for page BIG-6 c
1040 bookial. Then, entar tha cregd hara | LR

Look §f e amoumt on line-8 above, Is line & 11, 850 ar mow? . /
» YES, Use trs arount on iine B te 100k up your credit i TABLE B E%

oi page 87 of 10404 bookiet [or page E(0-B of 1040 bookiel), }”?zer‘ 11
antar ihe Lregit nere . L, L L. e A jaf
& NO. Bnter the amount fron ine 12 on ling H /ﬂﬁ

1 you answered "YES™ to line 13, enter te smaize: oi ling 12 ot hne 33 heve, L34

Enter the toml amount you gaid in 1992 for heaits insuranca that ?’//
eovered at feast one gualifving chile. See page 84 of 14454 Dookiet i
gr pags EiC-3 of 1040 mookiel} . . L L, . . e e 15

Erter the smglier of lng 14 or ling 15 heorg, This is your Aeuith insytance cwdri

17

13

19

EXTHA CHEDIT FOR CHILD BORN $N1992

—Taxe Mg cradii ORLY if; e

#*
+

* You llsted in Part i & chilg Hom in 1832, ARD . T :
® You i npl take tha oredi ot e;»uwa tor ¢hild caee expensas o Schedule Zior Form 2441 tor the same enild,

EZ vou zan take both (e basic crecit and the extrs credit fng your oiiid born i 1992,

Losk at the ampunt on ine 7 above. Use that amount 10 100K ui }’Qu{
oradit in TABLE ¢ on page 68 of 10404 bookiet {or page BIC.Z of
1040 bookiet). Then, enier e credit here . . | e

Lock at the amount on kne'd soove, 1s line § $15 850 or mam" i

|
7 !
® YES, Uss the amount on line & 1o ook up your £r2ds in TABLE £ on paga B3 ;;ﬁ |

af 10404 bovkiet {or page EIDWT of 1040 Doockieg. Then, enter the £reds nere
¢ RG. Erter the amoyry from iing 17 on line 14, *
if you answered “YES” 1o ling 18, enter the smadler of ing 17 of ling 18 here, This is vour extra

creditforachiidbormins®2 . . . ., 0 oL Lt

TOVALEARNED INCOME

26 Add lings 11, 18, and 16, Erznr the tatal hers and on Form 1Q~€}A line 28¢ for on Form 1040,
fing £81. This Is your tolal earned income cradit . . . . e . e
S 230

Ay KR
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EITC FIRST DRAFT STONE

My goal has been to set a new economic direction for America. To raise incomes
and create jobs and invest in the future 30 we can regain control of ocur economic destiny and
leave our children the American dream.

But just as important, our economic plan aims o give millions of hard working
American families the chance to control their economic destiny -- by making sure that if they
work hard and play by the rules, they will never live in poverty. T am proud that our
economic plan includes a dramatic expansion of the Eamned Income Tax Credit, one of the
most successful programs to lift people out of poverty ever devised.

EITC is not about more government or social workers or more services, It"s about
more groceries and more school clothes and more hope. Ultimately it will end poverty for
working families with children by using a simple mechanism in the tax code. It is the most
pro-family, pro-work, pro-traditional American values program in decades.

That is why it is part of our budget, and why I will do everything in my power to
protect it and pass it and make it a permanent part of our plan in the next few days.

It's not a liberal idea. It's not a conservative idea. W's a revolutionary idea, it has
bipartisan support, and it works.

It is also necessary,  As important as cutting the deficit and increasing investment and
growing this economy are, they are not the only problems we must solve if we hope to put
this economy on 3 long path towards economic recovery.

We must also bave a strategy for helping every American lift themselves out of
poverty and into the world of work and dignity and prosperity. Without that strategy we
cannot compete internationally, balance our budget, or make our neighborhoods livable. We
cannot reduce cinidhood poverty, or childhood hunger, both of which have increased in the
past decade, Without such a strategy, we cannot provide oppartunity for all

Our EITC program will be the comerstone of that strategy, which also includes
investments in children and immunizations, and will eventually include of course welfare

reform and health care reform.

But, by simply expanding the Earned Income Tax Credit we can make certain that
anyone who works, full-time and has a child at home will get a refund through the income tax

system and be lifted above out of poverty -~ by their work.

There are some variations between the House and Senate vergions. But in eévery
version only working families qualify, and adjustments are made for family size so that large
familics are not penalized. Each version is refundable so that even those who are too poor o
owe taxes will receive a tax break. Each version allows us to sheller many working poor



families against the effects of whatever energy tax emerges. Most important, of course, each
version greatly expands the credit itself,

This expansion must not be watered down in conference, We must set ourselves on a
course to lifting every working American out of poverty by their own labor, and we must
begin with this legislation. If is the best investment we will ever make in sustaining the
values of hard work and devotion to family that built America,

Washington has said it values work. Office holders declare that government should
reward work over welfare, and provide tax relief to those who carried the heaviest tax
turdens through the cighties. Yei, poverty among working Americans continues to explode,
especially the percentage of people working and still living in poverty.

There are now 20 million poor people in America who work, Eighteen per cent of all
those who work full time go home at the end of the day poor. There are almost six million
who work full time and live in poverty.

So inspite of the rhetoric, our policics have not worked, and we are going in the
wrong direction, We need every American to compete and win in the global economy. We
cannot afford more transfer payments and entitlements. We need strong families and more
than ever. Yet by making it harder 1o work and support a family, Washington has been
sending exactly the wrong signal. Eﬁro wonder we haven't moved anyone from welfare to

work.
h

If we value work, we must give work value, It must mean more than poverty, That
is what the EITC does.

We need to instill two simple principles: people on welfare who can work should
work, and people who work full time with a family at home shouldn’t be poor.

We must have the courage to change and reward the values and the people that we
penalized in the 1980°s - the working poor. The EITC is a long overdue pay raise for them.

We know it will work. We know it will serve as a life-line for unskilled and semi-
skilled workers in our cities, and for people in rural areas scrambling for scarce jobs,

The vast majority of those who benefit from the EITC work long hours at low skali
jobs that have few benefits, These jobs probably don’t have much of a future, But the
children of the hard working people who do these jobs have a future - if their parents can
garn encugh to stay out of poverty.

it is time we acted, The arguments in Washington about how to empower lower

income Americans broke down years ago along an ieological fault Iine -- with those who
prefer entitlement on one side and those who espouse abandonment on the other,

2



But neither works. The EITC is not a middle ground but a agw higher ground, that
makes work more attractive than welfare by rewarding it more than welfare.

For millions our increasingly competitive economy and the disincentives to work that
we built in the welfare system have devalued work and the independence and dignity &t
brings.

Cur proposal creates an entirely new economic and social dynamic. It is pro-work,
pro-family, pro-children, and anti-big government, It vastly increases opportunities for the
poor and near poor. It lets them do at last what you and I do every day and take for
granted: get up every morning and go to work ~- and do the right things for ourselves, our
familics, and our country.

i’,ﬁ,g,,,,&nfu,m‘f‘f % el R prieple £

Rewarding work Zdndmdu&i responsibility mmﬁmm consistent
themes-of my candidacy 4nd my Presidency, We must demand the best from each other
again, and in return honor those who do their best — by providing them the toels they need
to survive and 10 keep their families secure.

That is the purpose and the bold vision contained in the Earned Income Tax Credit,
It is an idea whose time has come. And it is time Congress passed our economic plan, and
the EITC, and lifted millions of hard working American families out of poverty and into
dignity.

Thark you very much.



