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PRESIDENT CLINTON PROPOSES TO EXPAND THE EARNED INCOME TAX 

CREDIT IN ORDER TO INCREASE THE REWARD FOR WORK AND FAMILY 


January 12, 1l}OO 

Today President CU';ton wm AnnonnlCc His $21 Billion Plan to Expand the Earned Income Tax 
Credit - A Key Part of His" New Opportunity Agenda." The President's proposal would expand the 
Earned Income Tax Credit (EITC) to provide tax relief for 6.4 million hard-pressed working families. 
The expansion will cost about $21 billion over 10 years. 

Building on the Successes ohhe 1993 EITe Expansion. In 1993, the Presidem signed into law the 
largest EITe expansion ever to provide a tax. cut for 15 million working families white rewarding work 
and family. Today, the success of the EITe in reducing poverty and encouragtng work is clear: 

4.3 Million People Directly Lifted Out ofPov(lrty by the EITC in 1998 - more than double the number 
lifted out ofpoverty 1n 1993, 
2,3 Million Children Direcllj' Ufted Out of Poverty by the EITC jn 1998. This includes 600,000 
African-American children and 600,000 Hispanic children. 
Largest Drop in Poverty lUld Child Poverty in Over Three Decades. The poverty rate has fallen from 15.1 
percent in 1993 to 12."} percent in i 998 - the lowest since 1979. At the same time, the child poverty rate 
fell from 22.7 percent to 18,9 percent - the lowest child poverty rate since 1980, 
More Single- Mom's Are Working Than Ever Before, The percentage ofsingle mothers who work and 
receive no welfare has risen from 60.9 percent in 1992 to 75.0 percent in 1998. 

The President's Proposal [ncreases the Reward to Work and Family in Four Ways: 

Expand the Maximum Credit for Working Famities with Three or More Children By $$00. This would 
provide a tax break for 2.1 million low~ and moderate· income working families. This explUlsion is 
targeted at the highest concentration of child poverty: in 1998 the poverty rate for (;hild~n in families 
With three or marc related children was 28.5 percent - more Ihan twice the 11.9 percent poverty rate for 
children in families with one or two related children, 
Expand the Credit for Married, Two~Eamer Couples. This would benefit over 1.3 million married filers. 
Fur Inllrried, two-earner couples, this provision by itself would provide an average tllX break ofS250. 
Increase the Reward to Work Wbile Expanding the Credit for Families with Two or More Children. 
This would provide an additional tax break, and an additional incentive to work. for families with two or 
more children by lowering the phaseout rate to give more rewards to families struggling to work their way 
into the middle dass.• 
En(:(}nraging Savings Through Simplmeation. Currently, when a working family contributes to a 
401(k) tbey may see their EITC reduced. This proposal encourages savings and simplifies the calculation 
ofearned income for the purposes of the EITC, 

Here is How These C;hangcs Would Increase tbe Reward to Work for American Families: 

THE PRESIDENT'S PROPOSED INCREASE IN THE EARNED INCOME TAX CREDIT 
P ... -1993 Law Current Law ----·'··P·roposal Increase 

Married·; 2 children: S1,438 

20.000 earnings 

$2524 $2.940 +$416 
,, 

Individual: 3 children; 
I 

>2,331 
~ 15,000 earnings 

$3,577 $4,116 , 
+$538, 

i 



iMarried·; J children; 
~23,OOO earnings 

$902 $1.892 $2.867 +$975 

*Ootl1 spouses must eam at least $725 to qualify for the additional credit for a married couple. 

DETAILS OF THE PRESIDENT'S PROPOSAL 

The President's Proposal Would Expand the Earned Income Tax Credit to Provide Tax ReHef for 
6.4 Minion Hard~pressed Working Families. The a.... erage 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 credit The expansion will cost.about $21 billion over 10 years. The four major provisions of 
President's EITe expansion are: 

Expand ~t.he Maximum Credit for Working Families with Three or More Children By $500: The 
(lresidenfs proposal would add a "'third tier" to tbe EITC to expand benefits for families with three or 
more children. Very iow~income families will get 45 cents for every additional dollar they earn­
compared to 40 t.:ents under current iaw. This bigher credit rate will increase the maximum credit for a 
family with three children in 2001 from $3,992 to $4,491 - a roughly $500 increase. This proposed new 
''lier'' of the EITe is motivated by the fact that 60 percent ofall poor children -7.7 million children -are 
in families with three or more children, Adding Ii third tier to the EITe would provide a tax break for 2.1 
million low~ and moderate~income working families. 

Expand the Credit for Marrjed~ Tw&-Earner Cf)uples. The President's proposal would allow married 
couples to earn an additional $i.450 more before beginning to have their EITe phased out. For example, 
in 2001 a married, two~eamer couple with children would be able to earn up to 514.480 and still receive 
the maximum EITe, as compared to the $L1.030 threshold under current law. Tbe result of this provision 
would be to provide an additional $250, on average, for married, two-earner couples. This provision 
would benefit over 1.3 million married filers, 

Increase the Reward to Work Wbile Expanding the Credit for Families with Two or More 
ChHdren. The third provision of the President's proposal would provide an additional tax brenk, and an 
additional incentive to work, for families with two or more children. Under current law tbe EiTe for 
these families is reduced by 21 ,06 percent for each dollar they eam above the maximum threshold, The 
President's proposal would lower this phase~out rate to 19.06 percent- a tax break for 5A million of 
America 's hard~pressed working families. 

Encouraging Savings Through Simplification. Under current law, 401(k} contributions and other 
fonns of nontaxable earned income are counted as income in computing the EITC. For many families 
tbis means that if they increase tbeir contributions to a 40 I(k) then they will see their EITC reduced. The 
President proposes to encourage savings for poor people by eliminating nonlaxable earned income trom 
the calculation of the EITC, 1n addition to encouraging savings,this step will simplify the EITe, and 
continue to increase compliance. 

THE PRESIDENT'S 1993 EITC EXPANSIOS HAS CONTRIBUTED TO THE LARGEST 

REDUCTION IN POVERn' IN OVER THREE DECADES 


In 1993t the President Signed Into Law the Largest EITe £xpansion Ever. The President's policy 
provided a tax cut for 15 million working families. For every dollar a very Jow~income working parent 



.' 

with one child carns, the EITe 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. In 
200 I, the average credit for all claimants will be $1,680 and for claimants with children it will be $1,990. 
[Source: U.S. Depart~ent .of the Treasury] 

[n 1998, the EITC Was Directly Responsible for Lifting 4.3 Million People Qut of Poverty - Twice 
the Number Lifted Out in 1993. Census Department statistics show that the ElTe was directly 
responsible for lifting 4.3 million people out of poverty in 1998 - morc 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 Out of Poverty. The 
2.3 million children lifted out of poverty by the ElTC include, 600,000 African-American children and 
600,000 Hispanic children. [Source: Calcu.lations 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 EITe (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 million children in families with three or more children were growing up in poverty 
in 1998. [Source: Calculations by the Department orthe Treasury using data from the U.S. Census 
Bureau.] 

THE EVIDENCE IS 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 I 990s, 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 Liebman using data from the Bureau of Labor Statistics' March Currenl Population 
Surveys.] 

According to One Study. More Than 60 Percenl of the Increase In the Employment of Single 
Mothers Has Been Due to Expansions of the EITC. Bruce Meyer and Dan Rosenbaum find that 63 
percent of the change in rhe employment of single mothers between 1984 and 1996 can be explained by 
the expansions of the ElTe [Source: "\Vclfare, the Eamed Income Tax Credit, and the Labor Supply of 
Single Mothers," National Bureau of Economic Research Working Paper No. 1363, September 1999,] 

Another Study Predicted That the 1993 EITC Expansion Would Indnce 516,000 Families To Move 
From Welfare to Work. Stacy Dickert, Scott Houser, and john Karl Scholz found that the 1993 EfTC 
expansion would induce 5l6,000 families to move from welfare to W{)rk, [Source: "The Earned Income 
Tax Credit and Transfer Programs: A Study of Labor Market and Program Participation.)' Tax Policy 
and thl? Economy No.9, MJT Press: Cambridge, 199,.] 

Another Study Shows that Increasing the Reward tn Work, lncrc:tm Labor Force Participation. 
Nada Eissa and Jeffrey Liebman found that the ElTC signifiCJmtly increases labor force participation 
among single mothers, especiaUy less educated women. [Souree: "Labor Supply Response and the 
Earned Income Tax Credit," Quarterly Journal ofEconomics Ill(2}. 1996.) 
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THE ROTH·NICKLES EITC PROPOSAL 

Senators Roth and Nickles recently introduced legislation to reduce the El'l:rned 
[ncome Tax Credit (EITe), which they may offer 011 the Senate floor as (lIt amendtnent 
to the welfare reform bilL Trcilsl1ry Department estimates show that this iegis11ltion 
would cut the EITC by $66 billion over seven years - or about Iril'/e the size of the 
EITC reduction reflected in the Senate budget resolution. Senators Roth and Nickles 
h;we silid that over 10 yeiln;, their proposal reduces the EITe by $120 billion. 

The Roth~Nickles bill contnins nearly all of the EITe reductions assumed in the 
Senate budget resolution and adds to them an array of additional cuts, some of which 
are vcry large. This analysis covers the proposals included in the Roth-Nickles p1'lckage 
that are not also reflected in the Senate budget resolution, I These include: ending 
inflation indexing'of the EITe; reducing the EITe for families that receive child support 
or Soci('ll Securiry;'and eliminating the EITe for some families with savings. 

These proposals represent deep EITe reductions. The Treasury Department 
estimates that by tax year 2000, some 19 million !mv~income vvorking households 
would be adversely affected by the proposal and have their EITe reduced nn average 
of more than $600 it piece that yeu. Eight million working families with two or [nore 
children would lose an average ofS886 in 2000, according to the Treasury analysis, 
while seven million families with one child would lose an average of $563. More than 
four million poor workers withQut children would have their EITC terrninated, losing 
iln average of $173 each, (The size of these ElTe benefit reductions is expressed in 1996 
dollars) 

Some of these proposals als.o would ndd major new complexities to the EITC and 
be difficult to administer, As it result, they would be likely to cauSe an increase in error 
rates, 

Ending Inflation Indexing of the EITC 

.. 	 President Reagan proposed indexing the EITe in the mid-1980s; his 
propo&11 was enacted as part of ,he Tax Reform Act of 19S6. The Roth· 
Nickh;s proposal, however, would end indexation. Meanwhile, indexation 

I hI addition til !;1C BITe reductions discussed here, the R()th·NicklL"s bill abn illclude:> the foll1IWil\j{ 
EITC changes nssumed in the $i:n:lle budget resoluthln: repeal of the schedufed 19% e~pa:1sion IIf lhe ElTe 
io: ill;:;:me~ with :Wt' \lr m()fe children, a redllcti(11l (If up t(l" $X9 per fi'lillily bel(lw Cllrn:'111 EITe levels f(,r 
rami!it::; with tWtl ilf nlll::-e (~):ldn':I\, and the e!imir\atJ'(111 {If the EITC fllf i.HIOf w(d(t:t$ withl1ut ch::tirell. 

777 North Capitol street. Nt, Sutte 705, Washington, OC 20002 Tel: 202-408·1080 Fax; 202-408·1056 
Robert Oreensteln, Exttutive Director 
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of the tax brackets and the personal exemption for those at higher income 
l~vels would remain, 

Higher-income families thus would continue to enjoy protection against the 
effects that inf~aUon 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 c«pUnl gains, the gift and estate tax, and 
depreciation allowances,. three tax code provisions that primarily benefit 
the wenlthy and large corporations.) 

• 	 If EITe indexing is eliminatedl mHHons of workjng families will face ttlX 

increases. Families with incomes between about $11,000 and $27,000 whose 
wages simply keep pilce with inflation will find that their EITe decreuscs 
each year vvhile their payroll taxes rise. The increases in tax burdens they 
will race as a consequence will grow larger with each passing year, 

For example, if a famHy's income keeps pace with infJation and EITe 
indexing has ended, a family with two or more children and income of 
$12,000 in 1996 will, five years later, receive an EITe $460 smaller than the 
credit it received in 1996. The family's EITe will be more than $1,000 lower 
than it would have been if the EITe had continued to be adjusted for 
inflation. And while its ElTe is falling, the family's payroll tax will have 
climbed $167. 

The purchasing power of this family's EITe will decline 27 percent in the 
five-yeM period. Moreover. for some working families, the decline would 
be even steeper. Frlmilies that earn $2(l;OOO and whose wages simply keep 
price with inflation will find that the purchasing power of their ElTe 
declines more thllll 50 percent over five years if indexation ends. 

• 	 The Treasury Depilrtment estimates that by the year 2000, nearly 18 million 
low-income working households would be adversely affected by this 
proposaL This one proposal would reduce the EITe by $32 /Jillio/l over ,,,veil 
years, 

• 	 Senator Roth argues this provision will reduce fraud and is needed to 
prevent EITe income limits from growing too much. Ending indexing, 
however r \'Vould 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 Sodal Security numbers on these 
return,¢, to ensure no child is daimed twice - not by cutting the E1TC for 
hard-pressed working families whose incomes barely keep pace with 
inflation. 

2 



\j 

Furth~rmore! the EIIC income limits for families with one child were not 
raised at at! by the 1993 EITC expansions. The income limits for these 
families continue to be those that President Bush supported and signed into 
law 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 reconciliation act. This was 
done for a sound reason - that Act increased the EITe benefit for ramilies 
with two or more children to move close to a longstrmding goal that had 
been espoused by conservatives and liberals ?lUke and by organizations 
such as the Heritage Foundation - namely, that jf a parent works full-time 
throughout the year the parent should not have to rnise his or her children 
in poverty. The increase in the EITe benefit for fumilies 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 rate~ too hjgh. 

Once the changes enBcted In 1993 for families with two or rnore chHdren 
are phased in fully f the EITC income limits for all types of eligible families 
will simply rise with inflation, just as the income tax brackets do for 
families at a1l 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 Sodal Security, child support, and several smaller items as part of 
adjusted gross income for EITC purposes and thereby reducing or eliminating Ene 
benefits for families th.:1t receive Social Security 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 IRS has no information on the child support payments that a custodinr 
parent receives and lacks a reliable meilns of securing this information. The 
GAO recently took note of the admjnistrative difficulties such it proposal 
would c"use. This propoS<11 thus would be difficult for the IRS to enforce. 
An almost-certain result would be higher crror rates. 

• 	 In addition, counting child support in this manner would essentially lead to 
income being taxed twice, NOfl~ClIstodjtll p(lrents already pay income tax on 
the income from which child support payments Me 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 EITe 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 CIS 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 \vorks while the other is disabled and 
receives Social Security disabi1ity benefits; elderly individuals who have modest 
earnings and are raising a grandchild; and families containing a child who 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 calculating EITe 
benefits could subject Social Security beneficiaries who Me rnlsing children 
to larger taxes on their Social Security benefits than some other Social 
Security beneficiaries at higher income levels. 

• 	 In addition, the biH would count all 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 Families with Savings 

Legislation enacted earlier this year eliminated Ene eligibility for families with 
interest, dividend, rent, and certain other income of more than $2,350, The Roth­
:\,iddes proposal would sharply lower this limit to $1/000/ slicing severnl billion dolbrs 
more from the EITe. The $1,000 level would not be indexed; it thus would tighten over 
time, disqualifying more families with each passing year. 

This would ehmini1te the EITC for many low-income working families with 
modest savings who are saving for such reasons a$ to send a child to cOBege, make a 
downpayment on a house, start a busjness, or meet a medical emergency - a growing 
concern as the proportion of low-jncome working families that lacks health insurance 
continues to rise, 

This pl'Opos.at also \\'ould compel many Imv~income families to consume enough 
of their assets to stay below the limit, VV'e should neither be punishing: low-income 
working fnrnilies if they save nor inducing them to consume rather than to save, 

• 	 This proposal also poses equity problems" Working famiH<:s saving to 
purchase i1 modest home coLlld be disqualified; families that alrendy own a 
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home -, and thus do not need to amass {l:S much in savings - would 
remain eligible. 

• 	 Senator Roth is likely to draw an analogy to the stringent assets limit in 
AFDC: Such a comparison is innppropriate. AFDe is primarily for fitmilies 
that d9 not work. By contrastf the EITe is for families that do work, It is 
desigi').ed to provide them tax relief and to encourage them to work and 
save so that they can pull themselves and their children_ illtO the economic 
rnainsh'eam. 

i 

Delaying Eire Benefits 

The Roth-Nickles legislation also would delay payment of a family's E[TC benefit 
until the Internal Revenue Service is able to match information on the t<tx 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 u tax 
return and receipt of an EITC payment 

In an analysis issued June 7, the Joint Tax Committee noted that this proposi'll 
"could resuJt in delays of m,any months between the filing of tax returns and the 
issuance of refunds",," At present, the matching of tax returns and \N-2s for tax returns 
filed in a given year does nat 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 th,H1 six months. 

Delays of this length in issuing EITC payments are likely to weaken the perceived 
!ink 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 on 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 other aspects 
of the tax code, 

Conclusion 

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

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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TREASURY ESTIMATES OF EFFECTS OF EITC REDUCTIONS IN THE 

SENATE BUDGET RESOLUTION AND THE ROTH-NICKLES BILL 


Total EITe Recipients ,', 

Number of AHected Taxpayers 

Average Reduction 

Taxpayers with Two or More Children 

Number of AHected Taxpayers 

Average Reduction 

Taxpayers with One Child 

Number of Affected Taxpayers 

Average Reduction 

Taxpayers without Children 

Number of Affected Taxpayers 

Average Reduction 

Source: Department of the Treasury, Dllke 01 Tax Analysis 

Senate Budget 
Resolution in 1996 

14 million 

$239 

8 million 


$305 


2 million 


$137 


4 million 


$173 


Roth-Nickles Bill 

In 1996 

19 million 

$311 

8 million 

$516 

7 million 

$166 

4 million 

$173 

In 2000· 

19 million 

$602 

8 million 


$886 


7 million 


$563 


4 million 

$173 

• Figures in this column are expressed in 1996 dollars, The much larger reductions in the year 2000 than in 1996 are due 
to the removal of indexation, 
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..! , POLICY BRIEFING 
, 
June 19, 1995 

GOP Cuts in the EITC 
Raising Taxes on the Working Poor 

M, Jelt Ramond alld Lyll A, Rogal! 

The e(lrned~income tax credit (EITe) is one of the most successful social y"'Olicies of the 17lst 
1'."'0 dt!c(ldes. President Clinton's five-year, $21 billion expnnsion of the EITe in 1993, b;:)s~d 
on proposnls from the Progressive Policy Institute (PPI), represents his gre<ltest sodal policy 
ilccomplishment and provides the foundation for any serious '.\'elf,vi? reform. I The exp<1nded 
credit will help I >4 million families-including dose to 3 million .::hildren~SGlpe povert\' 
by 199(;.2 , • 

Yet the EITe is a target for cuts as tht: Republican-controlled Senflte attempts to 
balnnce the budget by the year 2002. Despite the GOP's strong past support for the ElTC, 
some Republicans now Charge that the program is too costly, ineffective, nnd rife with fr£lud. 
The evidence shows that these ch.,rges are exaggerated or plainly incorrect, and it is time 
to set the record straight if conSCmafiT.1CS an~ serious aiJOu! promofins work by /o'U.J-;HfOme /amilie:­
lind c'l:1urhl,\: fhal full-time workers i'scape FO'l.'crfy-prcrequisifcs/or slUwss!ui wc~fa}'(' rcfonll-tflcy 
will hdp prcSCrtl" this program. 

Purpose of the EITC. The E1TCs fundi1mentaJ purpose is to '-'make vvork pay." by 
s~lpplementing the eilrnings of those working for poverty-level l\'ages. As opposed to less 
'\.vell-t<lrgeted nppro('lches sllch ilS the minimun"l wilge, the EfTC benefits only those belmv 
;l certa)n income level-nnd the Vilst majority of working fnmilies with children thilt Me poor 
or neClr-poor, \\'hen the 1993 reforms are fully implemented next year, the EITC \vill bring 
the income of <t C<lmily of four \·vith, il full-time, ye<tr-rollnd '."'q:-ker (It least IIp to the poverty 
linl2\ t<lking inlo nccount the Vil;ue of the fnmily's food stnmps ,1nd the burden of its payroll 

The program ilccompJishes this gool by 111.:1tching e.ich dol1<,r earned with il 

rcr"undnble tn:\; l"':redit of bct\veen 7,65 cents and' 40 cents, depending on family size, until ,m 
income ceiling is reached. For" family with 1\'\'0 or more children, the refundnble credit 
renchl?s ,1 maximum 'evel of 53,370 when il worker earns $8A25, remains at that level 
through eiirnings of $11,000, <lr,d then griidlliilly declines to zero when earnings rench 

* \Thl' current rlL~ihn of thi:- credit i~ based 011 iHl "ppmilch developed by prj vice rn..~ident Roht:rt J. 
Sh.ipim, \\'h,~';idv:m,,"'(j the idea -th.lt no family with il iull·timl', j'l'ar-'fl)und worker ~hould h;H't' 1\1 Ji\'.: 
In p'H'.:riy. PM eXilmple, S<..'C "An Am<;rkat1 \''''\If'kin~ Wil}';':: Ending Poverty in Wprking Families," PPl, 
P"licy Rt:~'I\.>rl Ntl, 3. FI..·hnwTY 1990. 

'J<>hl) Ktlll S('1I,,1/, "Tlw farm.",l In("lm<' T<1); Cn..>dlt; P"rtidr,ln(;n, C(lmpii<lncl', 
E!f,,'cth·en..:~~/' Nrliiollal Tax Immilli, March 1994, rr' 59·81. 



$27,00(f' The size of the credit varies according to family size since the poverty It'vcl varies 
with fam.ily size. 

The EITC embodies both progressive and conserviltive values by: (1) re'.\'ilrding those 
v;ho' ......ork, f?lther than those ""'no live on ptlblic asslstlnce; (2) targeting the greatest benefi!s 
to those, with the gre<Ltest need; ,(3), ~Hsetting the tax ,burden on families ~trt.JggHng to n:ake 
ends nieet; (4) providing 'incentives for people to enter the workforce who' otherwise might 
not do so; ,md (5) ilchieving these ends with virhJ,Llly no govermnent bureaucracy. 
Moreover, the EITC supports the priv(lte market, mther than interfering with it, In f<let, it 
is the ollly program specifically designed to help poor people who choose to work. 

prf's first policy report, published in June 19S9,~ <'n<,lyzed the E1TC <1nd the minimum 
wage as illternative strategies for helping working poor fnmilies. Raising the minimum \vnge j 

it wns found, \"ould help n1ilinly second <'nd third workers in middle-income fmnilit-'$, 
ignore poor workers who ?lfe self~employed. and be finnnced through higher prices on 
everyone, induding l-'Oor people. By contrnst PI redesigned EITC could be 'targetM 
c:xcl1Jsi\'ely to Jotver-income people,- (,OVf~r ali the workinc poor, jlf'd be financed through lhe: 
progressive income tax. Having established the superior value of the EITC it is no....' 
troubling to see such <l sensible program come under such thoughtless nUnek, 

Opponents h<lve leveled the following criticisms of the program, all misleading ('If 

innccurate: 

, 


.. Criticism #1: The progrnm's sh<.rply rising costs have crented anot::er "out-of­
control entitlement" that needs to be reigned in. 

, , .. Criticism #2; The credit is poo:'!y targeted: It ,lssists only a smnll minority of 
Americilns below the poverty line, 'while simultaneously helping n'L1ny "..'ho 
,\re'not poor: .'. . . '" ",' ',! "'," . 

Criticism #3: The program is subject to unflcceptnbly high rntes of fraud, 

Criticism iH. On b.:11;tnce, it discourages work because so m,nny recipi~nts 

qUil:i:'y ill the ph;):;e-oul filnge of the credit. 

• 	 Criticism #5: Th~ program discom'itges l)\ani;,ge, because low-income couples 
who fJ."L<lfry face sharp cuts in th!.!ir totnl benefits. 

Vie ¥.'ill demonstrate why none of these criticisms is well-founded, 

in. 

"T\\\lx::rt ,l. Sh<lpiw, "V\\)rk ilnd P(l\'~~rly: A P{()grl'~~ive Vil'w of tlk' Minimum :'VilgL' (111<1 the E,lrn~"(l 
lI,wml' T.'lX Cr,..dit" PPJ, P(llicy RI..'J'Il'rt No. I, June 1989. 
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Rising costs. The totol cost, of the EITe hi,ve grown significontly-from $6.9 billion in 
1990 to <1 projected $24.6 billion in 19%. Sens. Don Nickles (R-OK) and Judd Gregg (R-NH) 
h.'1ve criticized this aspect of the EITC, flrgu ing that Ctlts :n the program are jtlstified because 
Congress must "restr{lin its I.Jnsustain<lble fJtes of growth:' This contrasts sharply with pnst 
GOP positions, ....-hen EITC exp<lnsions were preferred to regulM inCfEmses in the minimum 
\<\/age. 

W~t critics conveniently ignore is that tM recent expansions were spc('ili~'ally endorsed 
by Congress. While growth in the major entillcments (Medkare, Medicaid, and 50ciill 
Security) is driven by rising heillth Cflfe costs ilod shifting demogrilphics, the cost of the 
E1TC has grown quickly because Congress hils voted to expand its scope ilod benefits twice 
in the lilst five years, Moreover, the purpose it served W11S dear and compelling: ensuring 
th..CJt !ilmilies with full~time workers would not live in poverty. In facL once the 1993 dl..'lnges 
are fully phased in next year, the annual program costs ..,·ill start to dr::cfirlC as ,1 percentage 
of the gross domestk product (GDP}, again in t"Ontrast to the major entitlement programs 
serving the eld.::rly_ . 

Target Population. Republicans have criticized the EITC lor reaching only a SI1'k"1H 

minority of poor Americans: Of all families below the l-;overty line, only ilbout 35 percent 
are eligible for the E1TC 

This statistic sin1ply reflects the fact that the ElTC is designed to target ltot ail poor 
filmilies, but only Jow~income working families', By this measure, the program is rem..rk.-tbly 
successful: Of at! families eligible to receive the ElTe if, 1990, between 80 percent and 86 

. percent did receive it. The EITC participation fate, therefore, is rugher th.,n thrlt for Aid to 
Families with Dependent Children {AFDC)' \\'hich fl.?'ache-s 62 percent to i2 percent of 
eligible fnmilies, or food stomps, '\.\'hich rCdches 54 percent ·to 66 percenL~ Furthermore, 
nnalysts predict that the particip<1tion rilte could easily exceed 90 percent lA'hen the 1993 
reforms ilre fully implemented. 

Waste, Fraud, and Abuse. As benefits and p<1fticipation h.1ve expanded. the number 
of frill1dulent claims hBs 11150 incrensed. Some GOP senntots, lYl.ost notably Vy'illinn1 Roth (R-. 
DE) ilnd Nickles, aim to cut the EITe because they dflin) the ptOgt<ltn h..1S (l fraud riltc of 
3S percent to 45 percent thereby costing ti'lxp'lyers billions of dollars in frc)uduJent refllnds 
find penillizir.g honest working families whose enrnings do not pull them up to the poverty 
line. 

Critics rur\'e made an irnportant mistake by repeatedly citing this statistic. It is b"sed 
on ,1 J"nU.1ry 1994 study by the It~termll Revenue Service (lRS) o( returns filed eJectroniCfllly 
during the first fe\,\' weeks or the tax filing SC<1son, ;md It is inilccurate <lnd misleading for 
the following rC."lS0ns: 

The 35 percent to 45 percent sltdislic from. lhat study is an error r<lfe, not ;1 

/mlJd rate. If il \ .. 'orker claimed the credit but '.vas $1 off-either high Of 

'Selwl/" op. Cll, ,m,j )"hn Knrl SdlOl/, '1\.'!'timnny lkf;He th", Scn,1'!v CommiH('(' {ill G(\v~n'm~'nl,1! 
Affairs," April ,;, 199;i 



low-in the caklililtions, this W';lS included in the "error" 5t<1ti5tic. M<1ny of 
these lmintentlon<ll errors are correctl2d by lhe IRS <1nd result in no 
overpayment of crediL The 1R5 estin1ilt€3 that w!.1tly half of the supposed 
fr'1l.J9uJent claims were Actually unintentional errors of this type.Q 

,. " , \' , 
, . . - I·, ,,,.', , 

While the rern.lining ft.:')1f of the erroneous returns were Instances of the EITC 
being claimed in error, this number illso overst()tes the current fmud r(lte ,for 
scveml reflsons: 

-The number refers to the perccnt:Jge of erroNeous claims, not the perccntflge 
of overpaymenfs, A 20 t~rCeni fmud rate, for eXnmple, does not mean tl1.:1t $4 
billion of it $20 billion program lire fraudulent refunds; it meanS t11..'1t one-fifth 
of .tll f<1milit:s clilirning the credit significantly overestimated their refunds. 

-Some taxp«yer:::. who dnimed the~credit in error, 'wl,eli they do ';ot'qlmlHy, 
may "Iso h,we done so unintentiollnlly due to the complexity of the tax laws" 

-RetllfnS filed electronically eilrly in the filing season are 'widely believed to 
have higher ElTe fnwd rates lht'1n returns filed overillL7 

! 

-The study wns based on returns for tax,venr 1993, Since then, the lRS 11..1S 
. implement~ nev.' procedures to cut do\\'~ on ElTe fraud, such as double~ 

dwckin'g the Social Securi!y IHtlnbers of all dependents' to make sure that e<1cn 
exists and· tru,t the same child is not claimed on multiple returns, 

; . .' , 
Thus the true frilud rate was lICtJ('r 35 percent to 45 percent; 'rather, permlps 20 
percent of dnim..<; contMined error or fr;lUd-and ilgain, this does not mean thnt 20 
percent of all reful/ds were erroneous or fraudulent. (In filet, an accurate dolta! 
(lfllOtlnt of losses due to fnHld MS not been ca1cubted since the 1990 expansion.) A 
2O-percent error and fraud rrlte is still unacceptably high, but the ne\v prevention 
procedures undertaken by the IRS for the 1994 til).; reilr should reduce the r"te 
signific;'!ntly. While these procedures hi1ve delayed tnx refunds for many Amerkilns 
this yem', th..: efforts of the IRS h;!ve s,wed millions of dollars; most importantly, 
delnys ilnd fn-Hld ~vill be reduced in future years as IRS verification strategies ilre 
improved. '. ­

In Sum, there nft' problems with error ilnd fr"ud that should be ilddresst:d, and 
the !RS is 'working on this problem, The ch"llenge is to reduce fraud wilhotlt 
resorting Lo il solution thHt will dimin;'!te incentives for the poor' to work 

"Mnr}.';ilrd M::n,"f Rkhilrd~1I1, Commi~~ioner of In{.;mi\l I~!,'\'t,'1)w.'. 'T(.'Stimony &f,'n: the ~n,ltv 
ClOln:ifh.'v.':~) G"\:l.'fl,mellt<lJ Affairs," Al1fiJ 4,1995" 

'"Cl'llkl (In l),ldRd and P(l:ky Prindlics, The E.lr!w...i (11("1'1111: L)).; Crl'dl! ilnd ell!" h) R;;.'dm't,' II," Ni.r;. 
2, 1()9.i. 
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",,fork Disincentive. Some critics assert th.lt the ElTe is <letually a net work disiuCCHtivc, 
becrluse once poverty-level income is achieved, the EfTe support begins to phase ouL For 
cx,mlple, the credit

l 
declines by 21 cents for each dolhr of additional earnings between 

511,600 <lnd $28,500 for () family of four (in 1996), in effect applying an ndditional21 percent 
t(lX rate to these earnings. Some Republicans charge th.'lt this provision discourages \'\'ork, 
thus red1.l(':ing the lilbor efforts of Jow~income workers. . 

Effect:ve nlarginal tax ffit!;;,; arC' high in the pt1.:1.se-out range. For eXilmple, ilt Ule Imver 
end of the range, where farrti]ies are eligible for food stamps bl.-It not yet subject to federa! 
or state income taxes, the marginal tax rate can be <IS high as 65 percent for f<unilies \vith 
two children (This is the sum of mi'lrginal t(l)( r<1tes resulting from snles and excise tnxes, 
pilyroH t.lxes, the ph"1se~ot1t of the (ood-stiimp program, and the phnse*ollt of the EITe), At 
the high end of the range, where families pily income taxes but i'lre not eligible for food 
stilmps, the marginil! rate approaches 60 percent for' two-child households." 

We itl!"0 (lgree that the maximum nllowi.,bJe income hns been set higher H'lill) 

ne<ess()ry. For eXtlrnple, recent oat.1 Sh')V\1 that Inore U"l.:,n (..(I percent of (()milies receiving th;:: 
(red it fall in the plli,se-otlt r<lnge,~ ..vhich shows that the credit is not perfectly tm'geied "nd 
could be improved, 

Nevertheless, recent rese"rch shows th.1t the incentive to enter the labor fOfce 
provided by the nev\'Jy exp,mded E!TC otll\\'e:ghs ;my disincentives in the phase-ollt !"ange. 
$om!! people probably do choos-e not to work extra hours oilS i:l result of the high n'k'lrginal 
r<'ltes. On balance, however, the expanded program will provide'1 net positive "\'ork impact 
.,;q~l(ll to 20 millior: hours per yC'ar by 1996 if labor market entrants '.\'ork 400 hOl,JfS 
€lnnually,:n lri the fin€ll analysis, the tOhil net benefjt may be lnrger since the average ElTe 
recipient .,,\'orked 1,300 hours in 1993Y TIle problematic disincentives in the prt.,.S€-out 
range-a featufe of any til>' provision thilt ph..'lse:::. out ilS income rise5-Can be addressed 
without resorting to the shor~sighted solution of cutting the prograrn. 

'£d~"H K. Bn'\\'nin~, "E{f"ch. pf till..' E,1f1icd Innlnle 1';1)\ Credit (111 II1n101l' lind \Vd(;ne," National Ta" 
IOilrlwi. Mnr..:h 1995, Fp. 2343. Browning conCL'(k'5 that it is th~on.'ti<nlly possible (or n fi1mily to rl.'cdvl.' 
It>(id stamps and b<.: subject ttl incNt)e' t:fXc'S, but hI.! nonsidcrs the two mutually e)'du!>i\'l" hI simplify tlte 
,1I\;>lysb. 

"J:md H,,]tl.blntC J;md 1vkCuhbln, nnci Robert CilIdk, "Pmnwtll\~ Work Throu~h Ihl.' EITe:' .'Vf/liolla; 

, Tox }mmw), &':pkmber 199..1-.. pro 391-603. 

ICScholz, 1995, OF. cil., nnd "The cMncd fnC{llllC Ta:\ Credit and Tmn~fL'r Pmpams: A Study of Lalxll 
M:trkd rmd Pn,l~ram Pi1rtidpatiotl," rrepar~d (,Ir thl.' !\"ati"naJ DUfl'i\U nf EC\lnomic R....'Scarch. 

IIJnml'" B(\\'<1rd, "Clinhln's Biggest Wclfare' Fmud," The WaJl Slrrff /01t1'l1(11, M"y to, 199·l, p. A 18, B-t,l\'nr~1 
sUh~esl<; that the EITe shnuld bc tnr;::d('d hI full~tim(', Yl'nr-mund wurkcrs (l.I.:" :WOO hours per y..'c1f Dr 

mon..'I, OthcI ;H~alyst", howcver, indudin¥; prl's Shariw, ch<llh:ngl.' this vi('\\', nntit'g that most \.\'(lrking 
r(lI,)r fI'e't'plc cannot contrt)l t~t.'ir ahility tl.l work ),car-mund. ~1nny pt,;(lf' w,lrkcrs an.~ cmploYl'd in ~casnlt;l) 
Ht'Cur;tnpJ\S such as agriculturc, and thL" cmph)yrru.:nl of all hl\\'"~kilk-d w~)rkcr!' is !>\..'11si!lvc to (hilng!..'~ in 
businl.."j,s mnciiti(lns over which they hn~"c nt' control. Limiting th,,' EIre tt' full-t'im(" ycar-round \\'{.lrkl'r-. 
SlMpim nph:~, ,,-.'uld ir; dkc! c'xact.'rt-<lk the pt~\'crty of workint{ farnillc:i whO${' h:\.:,id\\innr.;rs h):-l' tiwil' 
i,~l">:> \lr at..: (~wcr.;d t(l cut f>i1CJ... th.;ir hours thmut;h no fault ~\f thdr la·/)). '" 
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Marriage Disincentive. Critics of the EITC say the credit discourages m<'lrriage, because 
when tv.'O single, low~incomc workers choose to marry, the dollm value of their EITC ciln 
f<lll dr<lm..1tical!y. Consider a single man \vit.h two children and a single WOlTh.n with 1\vo 
children, e;lch earning $11,000 a yeilr, Sep"rntely, each would be eligible for <l 1996 E1TC of 
53.370..If they marry Imd both continue to work, their EITC drops to one, payment of 
$1.05-1~a·drop of $5~700,'or more tho1n 25 percent of their"combined··enrne'hncome. 

A doseilook, howevE'r, deflects this criticjsm, The EITC actually serVeS as a marriage 
il1CClItiZH' for 1m\,- or no-income taxpayers with children, especially when only one member 
of the prospective couple has a child, or unmarried couples who plan to hil\'e children. For 
eXilmple, a single m;:)n with earnings of $11.000 marrying <l non-working mother with hvo 
childre::1 .......ould receive !l 1996 tnx credit of $3,370, monev he would not J"41Ve received had 
he remained single. The high cost of health care and child"'care-hard to il(Cord in the privtl"te 
sector bl)t re'ildily availablE:' in the welfnre system-encol1r<lge !ow-enrning women with 
young children to cRoose welfare over work Therefore, it seems more likely th<lt on the 
lowt,:r rungs of the economic ladde:, the EITe would cn;:ollragc, not diS,COUf<lge, marriage. 

The EITe: Improve It. Doo't Gut It 

As" foundation for wdf;!fe refOrl1i, a nonbureaucr,ltic vmrk incent:ve, and one of the fe'.\" 
social progr;!ms that actunlly works, the EITC is a cornerstone of a progressive soci",1 policy 
for the 21st century" We (;m get people to move from welfare to ...·"ork only if work pays, 
and the ElTC ensttr<;;s t.hat It \vilL 

The program is not perfect. however, and needf> some tninor ,.djustments. UI/like flit 
HCU1 GOP critics, wc IJcUCtlC ill improving a mluablc prosram rather fhan cuiling if iJCcau:s(' it 
doesn't work pcrlr:ct}y. Some $Ocinl progral)\s ~lre worthwhile investments; they need rep,air. 
not the budget <lxe. 

Some suggested refonns: 

.. 	 Require (inns to notify their lc\\V-V";lg~ \·\,orker;; in v./rihng tl1.."1t tlw cft.'dit ('nn 
be applied to each paycheck, ri'lther thnn collected at yem's end" Les.-- than 1 
percent of EITe recipients use this option. Applying thE' credit to each 
paycheck would provide better .lssistance to working fmuilies ilnd would 
likely r.;:duce frilud, because (Inns h".ve <In incentive to correctly report hours 
\'.:orked and income earned. 

Adjust the ph.lse~in .and p}ulse-ollt ranges to milximize the n1..ln\ber of fn!11ilies 
in the forme;- <lod minimize the number in the iiltter, There is a tnlde*off here, 
as there is in any ptogr<1ni with iI phase-ont range: Shortening the pht1Se-ouf 
rnnge requires tn.1t income in this filnge be ti1xed nt even high,,'f rilkS. 
Nonetheless, it mny be preferRble to have R s1l1l111er number of workers p:ly 
a high tax rate tn.'ln J'klVe fnilny morc ·workers pay il slightly lower tax fate, 
We recommend H1<'lt Congress: (1) lengthen the ph:.se-in r:1nge; (2) shorten the 
ph:lse~out range (thus increilsing the n1.Mginal tm: ,rate);. and .(3) red llce)he., 
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In<lximum allowable income to qualify, tn order to better target the ('redit. 
These changes will place more families in the work incentive filoge of the 
EITe without incn;dsing its totnl cost. , 

" ., , 
to 	 lmplern~'nt further policies· d~igned to red lIce' fr:'llld. '''''e shm.lld deny _the 

E1TC to undoc~mented workers. Currently, they ,;re eligible for the EITC if 
they meet the credit's eligibility rules-n policy at cross purposes with 
iminigrCltion policy. Revisions to the EITC crIteria would ensure thaI 
un?ocumented workers would no langer qtlllllfy for the ('.red it. , 

With compelling
l 

evidence that the EITe is il Sl.ICCCSS-it \-\fill help 25 percent of eligible 
\\'orkers with below-poverty incomes escape poverty by 199612-cuts in the progrllm oi1rc the 
equiv,dent Of rnising t<ixes on low-income \\-'orking fMnliles to help balunce the budget. 
The::.e Ctlts wlll have the effect, of pushing more fnrnilles into povefty, thus m.,:~ing re,ll 
\\'el(.ue reform much more difficult In their 'Illest to sbsh or block gram every socl<11 
program, Repllblic(ln senators hi'l\'c .'1Cted h.1Stily by endorsing cuts in the E1TC; thcy are 
removing the foundntion for 'welfare reforrn and condemning m • .-my or America's lo\\'~ 
in("o01(' workers to poverty, 

M. '('If HmuOJrd is Rconomie policy mlnlyst mai Ly" A. Hogml is BacillI policy 
!i1U'llyst for tire ProgresSil1l' Policy Illstitute . 

.,, .. 
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INFORMATION SYSTE.'\IlS AND INFRASTRUCTURE 

ANEW VISION 

Under the welfare reform bill, new computer and information technology will deliver a much 
higher level of service for clients, Stales, and the Federal Government. A. part of a 
reformed welfare system oriented toward work, we propose to 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 
networks, will help empower families and individuals seeking assistance, Moreover. these 
technologies will reduce fraud and abuse so that Federal and State benefits are only availahle 
to those who are truly in need. 

The goals of these enhancements are to: 

• 	 Enable operation of a time-limited welfare system by providing case, tracking and 
managementj 

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

• 	 Prevent and neduce fraud and abu.e 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 points before they receive services and reducing 
paper procedures. 

PART A - SYSTEM DEVEWPMENT AND WELFARE REFORM 
, 

Backgroun,d 

In the late 1970s, the Federal Government began improving the administration of welfare 
programs using computerized information systems, According to a recent GAO report, in 
the previous 10 years the Federal government had 'pent nearly S900 million in Ihe develop­
ment and operation of Aid to Families with Dependent Children (AFDC) and Food Stamp 
Program (FSP) aulomated systems alone, This has meant more co,t-effective systems that 
integrate service delivery at the local level by using combined application forms for multiple 
programs (including AFDC, FSP, and Medicaid) and a combined interview to determine 
eligibility for the various programs. 

- 1 ­
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Another development has been the use of electronic transfer of funds or Electronic Benefit 
Transfer (EB'D 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 
foo<! stores and automated teller machines (ATMs) to acces. their benefit accounts. 

Over time, States and the Federal government have developed increasingly complex computer 
management information systems for financial management and benefit delivery1 program 
operations, and quality 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' systems), are nearing completion of a development cycle. 

Both FAMIS and Child Support Enforcement Systems (eSES) mean that many Slates have 
integrated, automated, income maintenance systems thal help caseworkers in determining 
eligibility. maintaining and tracking case status, and reporting management information to the 
State and Federal governments. Other essenlial welfare programs, namely JOBS and child 
care7 have limited and fragmented automated systems, however. 

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

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 "clearinghouse- to coordinate data exchange, This two part strategy will make 
it possible to operate a lime-limited welfare system, improve the child support enforcement 
system, and reduce fraud and abuse. The key point is th.t both are needed: the enhaneed 
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 loci] level, the new systems infrastructure would 
include automated subsystems for: 

• Intake) eligibility determination, assessment, and refemu; 

• Case management. tracking, and setVice delivery; and 

• Benefit payment and reporting.. . 

J, Family Assistance Management Information System 

·2­
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The infrastructure would consist of new systems components integrated with existing or 
modified State and county-level systems. The wide variations in existing autom.ted 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 
beneftts to families and individuals "'at-risk'" of needing financial assistance and other 
services, those receiving assistance, and those transitioning from public assistance to self­
suffidency. As part of this automation effort, enhaneed funding will be offered as an 
incentive for States 10 develop and carry out statewide, automated system, 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 
(CSE), and others. 

In addition, as Electronic Benefit 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 10 self-report eilher with a touch-lOne phone that connects to a Voice 
Recognition Unit (VRU) or with plastic card 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 
syslems that perform these functions or subsets of Ihese functions. Used in other situations. 
these partnerships have proved effective in quickly developing model systems that meet lhe 
needs of the States and Federal Government and then are widely adopled. 

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 a Federal data system that does individual case activities, 
ralher it will link data and 'point' 10 the State systems where detailed data resides. States 
will retain general processing responsibi1ity for aU major activities, but will exchange 
information with the Clearinghouse. 
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By about three years after enactment, the Clearinghouse will malnlain at least the following 
data registries: 

• 	 The National New Hire Regis!J'Y will mainlain 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 Natjonal Locate Registry will enhance and subsume the current Federal Parent 
Locator Service (FPLS) to allow States to locate persons who owe child support or 
who are owed child support. 

• 	 The Natjonal Cbild SUPI.!9rt RegjSJry will mainlain identiftcation information (e,g. 
names, addresses, and Social Security Numbers) on all child support cases conlained 
in State child support case databases to improve child support services. 

• 	 The National Welfare RMPt Regj.tlY will contain such data as Social Security 
Numbers, beginning and ending dates of welfare receipt, participation in various work 
programs, and the name (If the State providing benefits so States can operate a time~ 
limited welfare system, 

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

National Welfare Receipt Registry 

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

• 	 Information sent to the ClearinghQuse by States includes identification information. 
such as the names and Social Security Numbers 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 time-limits and sanctions for 
noncompHance for these and other programs; as well as other jnformation determined 
necessary by the Secretary. 

- 4 ­
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• 	 Information sent to tbe Sllltes b~ the CleadnghouS!< includes whether the applicant has 
been reported to have reeeived assistance and, if so, when and in which Slate(s); 
whether the Social Security Numbers supplied are valid; whether the applicant is 
recorded in the New Hire Registry as recently employed; and other information as 
determined by the Secretary. 

Information IJiserepancies. Under the welfare reform proposals, if an information 
discrepancy exists between the information the client presents to the Slate agency and the 
information in the Clearinghouse. the Clearinghouse must assist in the resolution. 
Specifically, the Clearinghouse must verify that the dala recorded there matenes the informa­
tion in the State where the individual had previously collected assistance. If necessary, the 
Clearinghouse must correct its information and report the updated information 10 the 
requesting Slate. Then the Stales involved must take appropriate action to resolve any 
discrepancy, following normal due process requirements, and must submit corrected informa­
tion to the Clearinghouse when the discrepancy is resolved. 

ENHANCED STATE SYSTEMS 

At the same time that the National Clearinghouse is establiShed, a number of State systems 
will be enhanced. These include tr.lJ1sitional assistance support information systems to 
administer time~limited welfare, child care information systems to improve management and 
delivery of child care services, JOBSIWORK information systems to manage and deliver 
work program services, central case dala registries for child support cases, system, 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 InConn.tion System 

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

l\1inimum System. The minimum capabilities of this State system include: 

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

• 	 Querying electronically the National Welfare Receipt Registry in the National 
Clearinghouse before granting assistance; 

- 5 ­
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• Using the information received from the Clearinghouse in the determination of 
eligibility 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 developed, a State may adopt the augmented system and receive enhaneed match 
for development 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 
each 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 to eligible recipients; providing 
for processes and procedures to detect and prevent fraud and abuse; and producing reports. 

Child Care Case Manageme.t lnformation System 

Again in collaborative efforts, States will be given enhanced match to develop a 
comprehensive Child Care Case Management Information System. This system will provide 
statewide, automated, procedures and processes to achieve seamless child care delivery. 
including ail child care programs of the State. This system will help the State in administra­
tion of child care program(s) and to manage the nonservice related CCDOO funds. Tne 
functions will meet hoth the minimum requirements descrihed above plus additional functions 
that will include, at least, the ability to: identify families and children in need of child care, 
establish eligibility for child care, and identify funding source(s); plan and monitor services, 
compute payments, and update and maintain tllO family and child care eligibility status for 
child care; maintain and monitor necessary provider information; process payments and meet 
other fiscal needs for the management of child care program(s); produce reports 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 automated transitional assistance support system. 

,JOBS/WORK Cose Management InConnalion System 

States will he given enhanced match to develop. JOBS/WORK Case Man.gement Informa­
tion System, agaio if the development is done as a collaborative effort. This system will 
provide statewide, automated I procedures and processes to control, account for, and monitor 
all faclors 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'. 
service needs; develop an employability plan; arrange. coordinate. and manage the services 
or resources needed for the p!an; track and monitor ongoing program participation and 
attendance; exchange information electronically with other programs; and provide 
performance and assessment information to the Secretary. 

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 seNices 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 win maintain information on judicial and administrative actions and orders related to 
paternity and support, information from data matches, and other information. Finally I 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 fOf collection and 
disbursement of child support. In addition to these functions, the State system will generate 
wage with.holding notices and orders. to employers, monitor nonpayment, and use 
administrative enforcement mechanisms. 

Expedited and Enhanced Procedures for Child Support EnCorcement 

In addition, the welfare reform bill will enhance current information sys.tems to use newJ 

expedited procedures in the child support and paternity area. These newly streamlined, 
centralized, and automated procedures will link more databases together in ways that 
facilitate their use and include: 

• Changes to the way that child support a.rrearages are offset against Federal income tax 
refunds so that such offsets take priority ovef most debts owed Federal and State 
agencies~ 

• Adoption of the Uniform Interstate Family Support Act with some additional 
modifications; 

·7 ­
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• 	 Access to: 

financial or other information needed to eSlllblish or enforce a child support 
order as wen as a requirement that States must report child support arrears to 
consumer credit bureaus if they are overdue; . 

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 as,islllnce, 
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 child support 
enforcement that the enhanced information systems win facilitate and these include the: 

• 	 Ability to intercept or atlllch any payment to the child support obligor by a 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 s,a;e of property and distribution 
of proceeds;, 

• 	 Ability to Withhold, suspend, or restrict driver's, professional. occupational, and 
reereationallicenses of individual. owing past-due support; 

• 	 Ability to deny, revoke, or restrict a passport to an individual who owes more than 
$5,000 in child support anears; 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 colleetion and distribution of child support. , 

Enhanced Federal Parent Locator Services 

Coupled with the expanded record gathering at the State level described above, tbe authority 
of the Federal Parent Locator Serviec (FPLS) to gather and use data will be broadened 
substantially to include additional information nceded 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 
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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 improvements 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 jnformation systems, new 
local, State, and Federal systems will dramatieally increase the ability to detect f",ud and 
abuse. As knowledge of these effon. grows, prevention and deterrence of fraud and abuse 
will increase as well. 

A major part of this effort is that welfare reform will rei"" 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 Earned Income Tax Credit (EITC), and the Sodal Security 
Administration for various programs. Other types of data sharing at the State level will also 
increase, for example, States will be able to use motor vehicle, law enforcement, union 
hiring halts, 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 (lBVS). 

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

The following examples illustrate wliat States could do with the newly-available information,' 
The National Clearinghouse will provide States with information on employment so States 
can detect unreported income of noncustodial parents, leading to increased child support 
payments. It will also allow States to dele<:t unreported income of individuals getting 
welfare, unemployment compensation, or workman's compensation. 

Improved parent locator capabilities will mean States can find absent parents more quickly 
and easily. Coupled with improved information on employment, broadened authority to 
intercept and attach income and assets, and the other improved enforcement tools outlined 
above, we expect substantially increased ~hild support collections and reduced welfare 
,pending, 
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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, ctc. 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 IRS 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 payoff 
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 is 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 elaborating the above infrastructure: issues of privacy 
and issues surrounding data sharing between and among ievels of government. 

Privacy Issues. Under the new system more people will have access to more information 
about each client. SO privacy and data security issues nee<l to be re·examined. Fortunately, 
we have long successful experience addressing these issues, both technologically and 
organizationally. It will be extremely important to assure the public that their privacy is 
being protected. 

Data Sharing Issues. The second issue concerns the laws, regulations, and policies 
governing tne exchange of information between and among levels of government and whether 
they support welfare reform efforts, especially regarding reduction of fraud and abuse. Some 
States and some agencies of the Pederal Government, such as Census, SSA, and the IRS, 
nave elaborate rules limiting data sharing, such as requiring all' data exchanges to be spelled 
out in statute and limiting access to all identifiers. 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 improving 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 so 
resources go to the most needy. The options discussed below are meant to be illustrative of 
what could be done with the new information that win be available when the new systems are 
in place. 	 . 

I. 	 For a male head ofIwusehold to claim the EITe, palemi/)', OiWption, legal 
guardianship, orJoster care o.r determill<ld by a lega! proceeding must be established. 

This policy change would focus the EITC on those with more legitimate claims on EITC 
dollars. One way to implement this proposal would be to have the agency responsible for the· 
basis for the Ene claim also be responsible for preparing the certification that the BITe 
claim is valid. For example, the adoption Or foster care agency or <:ouft that decides 
guardianship would give the certification to the head of household. A ropy 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 whtch 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 tbe BITC. 

. II . 
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2. 	 For a joilll or head of household return, all child support must be poid belore 
processing the ElTC. The EITC would be reduced (or elimintUed completely) by the 
amount 01the unpaid child support and the amount owed would be sent to the 
cus/odial parent. 

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 child support by SSN. 

As proposed in the welfare reform bill, such debts are to be collected from refunds, but 
current IRS 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 th.t child support had been paid in the tax year. Doing SO would 
reduce the amount of unpaid child support. 

3. 	 An odult claiming a child for EITC and other un: purposes, must be the same adult 
claiming the child for AFDC and foad stamp purposes. 

This proposal would ensure that the EITe helpod 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 claimed for EITC must have a valid Social Security Number. Under this 
proposal, the IRS must cross-check EITC claims with SSA relXJrds. 

This proposal would strengthen existing law. Next year the IRS will begin entering lhe SSNs 
of these children and these could be validated by SSA. 

5. 	 The IRS mUSl check that the child L> not claimed more thon 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 thot reporting afwages i.' consistent between tax and 
transfer systems. 

Currently, the IRS does some checking of the reporting of wages by employees with the 
recoros provided by employers to SSA. The checking could be extended to comparing the 
amount of wages to ~ and transfer agencies. Specifically. States could produce annual. 
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reported wage totals by SSN 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. 	 EllSure that welfare overpayments and child suppart payments can be subtracted from 
EITC payments. 

Currently, welfare overpayments are collected from on-going benefits, but if the client is no 
longer receiving welfare the collection is harder. Collecting the overpayment by reducing 
the ElTC would be a single collection rather than a lengthy incremental process as is the case 
with AFDC currenUy. 

As proposed in tile welfare reform bill, child support arrears are debts to be coUected before 
debts owed to other Fedetal or State agencies, including before welfare overpayments. State 
data systems would contain the required data for processing tiles. actions, but 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. 
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Congres';6nol Proposal tAl Delay ElTC RefIwd.> 

• 	 Today's Wall S""", Joumal ",po";;" that House Republican. are eon.j~ a plan to dclay 
ElTC paymenl!i next year. 

Under the pll!!l, the IR.S _uld be requiTed to pay me refunds quart<::rly .". mQutWy ove, 
a twelve-mouth. period. AOcOrding 10 Congressional ~. taxpayers would abo 1.1~ 
all_ad to claim advance pa}'1llent:l of !he EITC waugh th<:ir omplQY.... for tax year 
~ooo. 

_ 	 Ao a IOSUIt, about a quarter ofEll'e refunds -rolJ.8hly $7 billion - for tax year 1999 
would be pushed into FY 2QOl. 

• 	 '!'he proposal wQuld impose Ii tJtx. increost: em 20 mlllion WOl'kiue rQll1lli~ who expect to 
N!!Ccive the full amount. af the credit when they me their tax return next 'Winttlr and spring. 
No other group of tsxpayer:' is being asked to Celay .receipt oflbeir!OX refulld, 

• 	 The IRS cannot implement the prDposal. At this late d.atc_ the IRS cannot change its 
camp= programs for the next filing seas"" in order to payout me reJ'un<ll; separately or 
any taX refund in instoJ.lments, 

• 	 Nearly 20 million low and. modemte·incom.e taXpayers will c.laim the EITC on 1999 ta,);; 

,.tum•. Thoy will claim ""average EITe onl,fila. Ifthey b.ave children, they will receive, 
<JU average, an EITe ofSl,890. Most EITC claintants MY. income below $30.000. Nearly 
all BITe poymen", ore made during the fi.l.lt:& 'eason. 

_ 	 Most claimanCi cho!>e to receive the EITC at the ¢nd ot'the year in a lump-sum payment. 
tather than advnncc paymonts during the -.Col.11'S¢ of!NJ: year. They have made damsioos 
about pc;rsonal saving and coIliumptio.D. on lhe expectation ofa large rdUnd this spring. 

Some may have plaIlJ:lCd to purchase 3: car or move: to a better apa.rtt:t::Utu1. when they 
I8c:eive theIr EITe refunds. O1:hern have botrOWed money in tbb expectation ofreceiving 
an F.1TC ",Fund at tho end of the year. R=ivillg the !:UTC in monthly payments wUl 
disrupt these pll»"tS~ and in some cases, impose fUrther costs em Ulxpnyt:::rS who do not have 
other resources to fall back upOn. 

, 
• 	 By ahoosin&, to TCCcive the BITe at the end ofthtli year.low~ihcome laxpayc:r$ ha\'e al.read)' 


made a s.ignificant interest-free loan to the govemtmmi. Delaying t!le refitnd fux1her iSI l.n 

effect, dermmdlng 111111 low-income tm<payer!l extend the loan to the guvenuncnt. 

-	 Many loW-1nCQTnc taxpayers, """8ht by surprise by the .t.lay of their :re!\lod, may have to 
ru.'\tro'lAf money from private itOUrces. There is s.lrcndy 11 si2:able refund-antic:1pation loan 
ruarket,. whiQh often cha.."'ge5 high internst rates to low-income !.axpayers who seck: 10 
~iv¢ their :BITe refund in advance. Delaying refund.>; will push more low~ir\(::.<)mc 
taxpayers into the refuml anticipation loan market. 
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A Tax Incre:lSe Oil W orldng l'IImlli•• 
I 	 ' 

'The proposal to spread OUI paYments "f ref\mljs ofthe FIre to w<>tking families over 12 montll, , ' 
is tantamO'Unt to a tax increase. 

• 	 FlUIlili.. thafwould have saved !holt refUruls will 10'. the Interest that tho) would 
othcwise have e~d. 

• 	 Frunilies that would have W!ed. the: mt'm-ey to pay off debt '\\'ill be able to retire less debt 
hi'!cau::io they will lucur more interest expens~ 

• 	 F8xnilics that would haVe used the moncy to purohru.e a COllb-utner'du:r.nblc such as 11 car 
will liave to take out lar:;:¢!' loam~ to'do it. 

L 	 A couple 1Ni!h two chlldnm eamtng S10.ooo .. planning to USe their $3,8! Ii RI1 'C to 

pdlXhaso d usad eor to lIet to work, Bec"",", the !,lIj'lllents will be d¢leyed ov'" 12 

mouths, they will have 10 get a loan at 1 a ppreent interest, As a result" they will only be 

able to aff(wQ a car """ting $3,617, Spreading out the BITe is tantamount to • !:Ix of 

almost 5200 '" thIo fnmily. 


, 
2, 	 A single p..,enl with one olllld and !nco",", of$20,ooo expcc", to use their £1,103 refund 

to pay <>ffb.cr CTedit card debt. If 'he receives the BITC in hlstalluu",ls, she willluweto 
pay io.tcrest at 1g percent. As a tt:sult -of the iirterest costsl she will end the: year with 
$208 of unpaid debt, That $208 is effectivoly on addmoual tax, 

http:09/14h.Hl
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• 'The IRS cann.ot cut a separate refund cileck for EITe claimants. 

Right now, the iRS is completing its tcsting of computer programg for th~ next filing 
season. These programs are not~"'t up 1.0 payout the.porLioo ofrcfunds attributable to the 
EITe sepilrately or to make im.iallment l'layrnent5 of any refund amount. At this la~ 
dale. there is not sufficient tim¢. to develop and adequately teat new program.s, 

These pro&ramming changes ,would come on top of IRS efforts to meet the Y2K 
c.haUengt;. 

Office of Tax Policy 
September 14, 1999 
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Earned Income Tax Credit: General Desc::'iptioll . 

• 	 The earned income tax credit (EITe) 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 amollnt exceeds the taxes they owe. 

• 	 In 1996, the EITe will provide a tax credit averaging nearly $1 ,4()0 for over 20 million 
workers and their families. Working families with earnings of up to $28,500 per year may 
be eligible for the EITe. 
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Two Goals of the EITC 

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

• 	 Reward Wurk 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 ~uffer from eroding 
IIlcomes. 

By providing an offset against other Federn! taxes, the EITe increases disposable 
income for workers and their families. 

, 
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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 ElTC 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 tax,es. 

• The EITC encourages families to work two ways. 

The EITC is only available to working families. 
gct the EITC. ' 

If you don't work, you 'don't 

At the lowest incomc levels, the EITC grows with ead 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 
middlemen and service providers. There are no long lines at government offices. The tax 
refund is provided by the IRS directly to the working families. 
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Rewarding i\n;\'rica'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 falililies 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 supplement 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: 

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. But there is still niore to do. The EITC and Food Stamps are 
nearly enough--but not enough--to raise a family of four with a fu:t-time minimum wage 
worker above the poverty line. 
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Leading Republicans Have Supported thf, 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.', 
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A Decade of Bipartisan Development 

• In 1985, 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 fanlilies with incomes slightly OVlOr $25,000 (1996 dollars). 

• President Bush favored an expansion of the EITC. 
Budget Reconciliation Act of 1990: 

As a consequence of the Omnibus 

the EITC credit rate exceeds the combined employer-employee rate for payroll taxes; 
a sllIall 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 steps 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 
administrative actions to improve and strengthen the integrity of the EITC. 
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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 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 qualifying children. 

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

Some critics of the program have argued that the ElTe should not be available to familie.i with incomes of $28,500. But if 
the inCOI':le thresholds had not been changed in 1993, the increase in the maximum credit would !Iave resulted in a phase·oul rate of 
30 percent, raising the marginal tax rale too high. By modifying the income thresholds slightly, tile ElTe phase-out rale for a family 
with two or more children was increased frolll 17.86 percent to 21.06 percent. Moreover, the income cuI-off is far less than the 
median income for a family of four. In 1996, the median income for a family of four will be nearly $50,000. 
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OBRA 1993 Achieved Goals of Progn:.m 

• OBRA 1993 supported welfare over work by bolstering 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 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 wiih children under the age of one. 
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The Earned Income Tax Credit, 1996 . 
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Earned Income Tax Credi!: Number of Recipienls and Average Credit 

Income 
_____________Eligibili!y 

Recigienlswilhchildren 
Calendar Year 1994 
Calendar Year 1995 
CaiendarVear1996 
Calendar Year 1997 
calendar Year 1998 
Calendar Year 1999 
CalendarVear 200(j 
Calendar Year 2001 
Calendar Year 2002 

BJj.I'iRienls who dQ not reside with chidren 
Calendar Year 1994 
Calendar Vear 1995 
Calendar Year 1996 
Calendar Year 1997 
Calendar Year 1998 
Calendar Year 1999 
Calendar Year 2000 
Calendar Year 2001 
Calendar Year 2002 

up to $25,296 
up 10 $26,673* 
up to $28,495 
up to $29,261 
up 10 $30,124 
up to $30,991' 
up to $31,859 
up to $32,751 
up to $33,682 

up 10 $9,000 
up to $9,230 
up to $9,500 
up to $9,750 

up to $10,040 
uP'!o $10,330 
up to $10,620 
up to $10,920 
up to $11,230 

Total -~-
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Recipients Amount ~ {.,..... ::tv; 
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@.2niW 
14.8 niillion)~.",
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15.1 million 
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15.6 million 

15.9millioo 

16.2 million 
16.5 million 

4.1 m~lion 
4.,tmmion)......" 
4.3 million 
4.3 mHlion . 
4.4 million 
4.4 million 
4.4 million 
4.4 million 
4.4 million 

$1,371 
$1,589 
51,747 
$1,786 
$1,836 
$1,aS7 
$1,934 
$1,983 
$2,032 

$170 
$168 
$174 
$180 
$185. 
$191 
$197 
$203 
$210 
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Department 01 the T reasilly Mar. 6, 1996 
Office of Tax AnalysiS 

Note: Eslimates reflect FY 1997 budget economic and leChnical assumptions. 
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EITC Growth Rate 

• 	 Some have claimed that EITC growth is "explosive" or "Ollt 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 inflation and population growth. 
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CBO Lowers Estimates of EITC Costs 

• 	 In its 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 "BITC spending has been lower 
than expected this year, possibly as a result of a recent crackdown by the Internal Revenue 
Service 011 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 to the most needy families. 
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Incorred Statements ahout Error
i 

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 stuuy shows that 35 percent to45 percent of EITC payments are made erroneously. 

• 	 These statements are i·ncorrect. Preliminary uata from a small IRS study found that about 
26 cents of every dollar claillled· exceeded the proper amount -~ bOlt 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 misi'lterpreted data. 

I. 	 Outdated Information. The study is based on outdated information (1993 returns filed in 
January 1994) and takes into 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 
Administration proposals which are pending Congressional action. (Taking into account 
only 3 of those 17 steps reduces the error rate estimate to 19 percent.) 

2. 	 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. 
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More Miscollceptiolls 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 amour:cvoluntarily paid--was 
$37.2 billion. 

That is 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 
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Simplicity and Verifiability 

• 	 The Clinton Administration recognizes that error rat",s are a problem 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 sim!llicity and verifiability of EITC claims. 

If eligibility rules are simple, taxpayers can more accurately claim the EITC and 
avoid costly errors. 

If eligibility rules arc 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. The Administration has also 
proposed, and is waiting for Congressional action, on;) addi;ional steps to improve 
the EITC. 
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OBRA 1993 


I. 	 The EITC was simplified by l~Jlealing the cOlllplex supplemental credit for health insurance 
coverage. 

S.ome taxpayers made mistakes in their claims because they did 110t understand the 
complicated eligibility criteria. 

2. 	 The EITC was further simplified by repealing the supplemental credit for children under 
th~e of (Jne. 

This should also improve EITC compliance, as taxpayers could not understand the 
eligibility criteria for the young child credit, and the rules were difficult to administer. 
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Unlguay Round Agreement Act of 1994 

3. 	 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. 

4. 	 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. 

5. 	 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 for each child claimed by the taxpayer. 

6. 	 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. 
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H.R. 831 


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

Under H.R. 831, the EITe will be denied to taxpayers with investment income in 
excess of $2,350. Tht: investment income cap is not.indexed, as the Administration 
has proposed. 
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Verifying and Delaying Questionable Refunds 


8. 	 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 to make sUfe the numbers are valid, 
and no child is claimed 1110re tl1an once, 

Last year, the IRS only validated the social security numbers of children claimed on 
ElTe returns filed electronically. This year, 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 nUl11be'rs will be 
delayed, while the IRS investigates further. 

9. 	 EITe refunds may also be delayed if the IRS has questions regard'ng the validity of the 
claim. 

Certain taxpayers will be required to provide additional documentation to verify that, 
their 	EITe 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 tIling illegitimate claims. Through July, 1995, the number 
of EITC claimants wilh children has fallen by 143,000 relative to last year. 
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Intensifying Scrutiny of Electronic Return Originators 


10. 	 Beginning with the 1995 filing season, the IRS is no longer providing direct deposit 
indicators (DDls) to preparers of electronic returns (EROs). The DDIs gave preparers a 
quick signal from the IRS that a taxpayer was going to receive a refund check. Preparers 
lIsed this information to advanced taxpayers loans on their refund checks within a couple 
days of filing a retul'Il. With the DOl, 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. 

Eliminating the DOl 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 crcclit checks are conducted on certain new ERO applicants . 
• 

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

The IRS is working with the Justice Department to prosecute pre parers and 
EROs who take advantage of the BITC to defraud the Federal government: 
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IJI-eventive Actions 

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

12, 	 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 returns, 

IRS participated in extensive media campaigns hefore and during the filing season to 
, emphasize the need for accurate SSNs, 
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Five Additional Proposals To Reduce Errors Still Pending 


• 	 The Administration submitted 5. additional proposals as part of the President's FY 1996 
budget which are still pending final legislative action. 

I. 	 The EITC would be denied tOJlIldOCulllented workers. 

2. 	 The IRS would be authorized to 'use simpler and Illore efficicnt procedur<;:s when taxpayers 
fail to supply a valid social security number. Taxpayers entitled to the credit would have 
60 days to provide a correct social security or, if they failed to do so, could refile with the 
correct information to obtain the EITC. 

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

3. 	 In June, the Administration proposed that the IRS be given the authority to use simpler 
procedures to assess EITC ciaiJ11Hllts for any outstanding self-employment tax liability . 

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

4. 	 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-rull efficiency of the IRS's 
collection functions. TSM will enhance the IRS's ability to detect erroneous EITC claims. 

5. 	 Last year, the Administration also proposed State demonstration project~ to provide 
alternative ways of delivering advanced payments of the EITe. 

We hope that Congress will act 011 these five proposals soon. 
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.Cross;Purposes 


WELFARE REFORM, taken seriously. al­
ways had two sides. The side most 

. . discussed concerned the need to change 
the system to give welfare recipients skills to 
take into the rnottketplaee. and ultimately to 
require some work in exchange for public ass1&­
tance. But the other side of welfare reform 'was 
at least as important. It involved helping those 
among the poor who aJTeady worked. on the 
theory that if the working poor did not receive 
suificient mcomes and basic benefits. sucb as 
hea1tb insurance, there wowd be tittle incentive 
for them to stay in the work force-and aiso little 
incentive for those on welfare to leave the rolls. 
Rewarding the working poor was also a moral 
oommitment. since it makes no sense fot polin.. 
dans to give endless sermons about the value of 
work -only t. ignore the struggles of those who 
work hard. every day. for very little, 
Con~ is getting all sides .f the welfare 

reform equation wrong. The welfare bills passed 
io the HQUSe: and Senate cut money the states 
will need if they are to prnvide for the most basic 
material needs of the poor and also put them tl) 
work. At the same time. Congress is moving to 
cut benefits that flow to the working poor. 

At the h~rt ot efforts to'heJp the working poor 
is the clumsily named Earned income T.u Credit. 
it lifts the incomes of poor people who work by 
offsetting the federal income taxes of those who­
earn enough [0 pay them and by providing some 
money directly [0 the poor who don>t even earn ­
tnaiiriuch. Even the second is really mostly a tax 
art. since poor wage earners are burdened by 

Soda1 Security payroll taxes. It makes no sense 
for the federal government to ta'< people into 
poverty. one reason why the EITe was "'armly 
embnced by Ronafd Reagan and once enjoyed 
support across almost every line of party and 
ideology. Now, the new congressional majority 
wants to cut the EITC-by an excessive 523 
billion over seven years in the House arid;; tn;iy 
outrageous $43 billion in the Serwte. It's incom­
prehensible that a Congress claiming it wants [0 

increase the incentives to work ilnd to save 
proposes to do exactly the opposite where the 
working poor are concerned. 

Similarly, as Judith Havemann and Barbara 
Vcbejda po,inted out recently in The Post, cuts in 
Medicaid .could reduce the nwnber of children in 
working poor families who enjoy health coverage. 
And cuts in child care spending could have a 
completely strange effect; to move money away 
from the working poor and toward welfare recipi~ 
ents. This might enable some welfare recipients 
to work while forcing some who work back onto 
welfare. That ea,n't make any sense. Surely it 
would be better for Congress to have a more 
consistent policy on child care that would heip 
welfare recipients take jobs without penalizing 
poor people who already have them. 

Critics of "the welfare state" said for years that 
government policy was doing too little to honor 
and reward work. Programs for the working poor 
were created partly in response to that criticism, 
and rightly SQ, Cutting such programs would 
make the welfare state DC 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 SA:RA RJMEk 

In Wasblflgton. the SoImate Reo 
pubJicaMPY their plan toeurb a 
to: credit for the working poor 
Will lave U2 billion by the :year 
"""­

C8rolaM Robbin$. of provi· 
dence, RJ,,"Y1 she CIlI'IOOt ¢om· 
~Ju:t:,' ~.1!." i>i:l!!,",_ Tll M:, :::'u!:­
binS. an aominlstrativ.!.usiJtanl 
who ls nusinB twO ch.Udren alone. 
$1,800 tS a,lot 01 money. That .. 
hOW much she &ot last yu.r 
through the ~income WI 
credit that the R~ warn 
tQ cut. 

Signed uno law by p~ 
Gerald. R. Ford 20 yon ago with 
bij)eittun $U.ppOtt, the credit 
waif CN:Bteci tD east the bw"dl!ll of 
risU'!8 SocJal seeutity Wtd: for 
the worltlng poor. and to pnwkki 
an meenu>n to work. In Mt. a. 
bms's ease, the pfOIRm d.Id .. it 
was IftlendM.. 

'"W'htn I fln:t heard abt:l.lt .t. 1 
s.atd. 'Thts " for poor people, I 
don'! want to m.ooc'.h In on that.' .. 
Silld Ms. Robl>ins, who last year 
tamed Sl6,000 _ about $4,000 
more than the poverty Jevt!1 for a 
famtlyof U'lree, "I (lon'1 !.tank the 
Federa1Qovt!mmmt owes: this to 
me. You're suppc$td to fry and 
makt II 1')0 your own." 

But she saY5 she usN $BOO of 
tM CM!'dlt to ImptOM' her own 
hOu.sehcld budget CUtL WIll) \he 
money for a m:urlty Ii«'po$lt. 
utility dcwl\ payments and a U­
Haul. she lTtIWed her t.aftl!iy tn:nn 
a S725-••monlh a-panmenl uno 
a~ wun .. monthly t'ftIt of "95, 

With 1M rmnaWna- $1,000 of 
the cndil. she ~l a wed ear 
- a 1986 Mercury Topaz with 
80,000 ntll« 00 I( - so that she 
could -wKkm ner search for a ~~ 

. t.et job by driVIng to mtcrView_ 
boyon4 the nta served by publiC 

'''''''''''''-Ms. RobbiMrett!nUy lltaneda 
n.- !Ob.... Sl3.~ ad­
minWraUve asslS1an( for lUI ad­
ventmi .seney, Her annual ul· 
ary will be aboUt W.500 - UXI 
tn\ldt 101" bier to quality fot the 

. earned·income tax credit oext 
year. ' 

'"The earned-ineome tu: credit 
mlly lives you a boost.'. she 
said. "U you we It properly, ycu 
can eo up a few Sltp4.,. 

Fot the Repubiteanl in Wub< 
maton. their 1_ budset is an 
aaregate numbers - tu5 bil­
lion in taX euta. st10 bllUcm in 
mi:uced Mf!tIlcare finaneing. 
Sill btllion tn Medicaid ttlf.S, Sl00 
bllliOn saYed ttuouah c:h.e.nIes in 
welfare IUld otfte( lOW·lnanne 
benefit programs" 

1'lHtmunDen say little. tbough. 
about the peOple wboR 1Iv. 
W1IUld cbanp If aU the Proposail 
are enatt.ed c.rolann Robbins 
and her ehlldnMt were among w 
nearly IS ml1l:ioo 'amilm and 4.5 
mllbrm duldlesl workers who re­
ceived tamed-tneome tAll credlts 
IW year !fun averaged $1.300. 
Peqple eammtl as muth as 
S25,296 in 1* could get some 
credit and '.m:lIJelI wrtb two mU. 
dten and an inl.':Cme Of Itu than ' 
-111,200 tot the max2f'ftUm etmIl 
of w;a. The program (O$t more 
than $20 billion lasl year. 

The program. which t1u long 
~joyed bipar'tl$an suppa", INN 
~ irI IWl under Prest. 
dent Clinron. in 1990 under ?resl­

dent George Bush and In 198& ~r 
Prestdcm~ Ronald Reagan. PresIdent 
ReJlgan called the program "the 
best antipove"y, \he best pro-fam' 
ily. tl1e bett job ereauon meawrt til 
OOf'tleQUI of canate$$." 

But RePublte.a1U In Con8rus have, 
saki the pqram i! rife With fraud 
- although me Internal Revenue 
ServiCe b.U hW it he significantly 
cracke<S ,down on ITBWi Opponent! 
Imn!! lI:l$() said the program dlscoor· 
aseslpeop1e from wm1ling to nise 
lhe.ir incomes and that its rule! do 
not talr:e aU SOdrtH of intome IfUI)
...-mI. 

Some rttlptents use their money 
to buy teievlllons, .said ~~or Don 
N1ddel. fHI: Oitlalloma Republican. 

"ThiS JJ the mcst lI:~ program 
ill l/PVemment,." said Senat()l" Nick· 
1tS.~ who 15 one of the major OPf'O" 
nents 'of the credit. adding, "This 
progntm has ~ beyond any' 
body'S. imll:8lMtion." 
A~ to the Treasury Depan­

ment. und:er' the propo.sed ,cms, 11 
millton househokb would lose an .v~ 
erage of 1281 In 19M; by ~. the 
loss would aventae $4$1. The aver. 
ase neductklnl woold be largeS! tor 
famtUes with two or more children. 
They would los.t: an avera~ of $372 
~xt year Mit larger amounts in 
subsequent years. ae-rordl!lB to the 
~rtment. 

Tho '\dmmistratum has said that 
about» percent or all famihu Wttn 
childml receM benefits from the 

, " cmIlL By lOO5, mort than OM or ' 
every five of tbtm would become 
t~I!Blbll! under the Republu:::an plan. 

The credit that C3rolann Robblns 
has cO\lftted on tuls drawn fat less 
auentm than mone popular pro.­
StaIM like Mettietnt. The~ are no 
armies of ~ OJ' strvi« pro­
viders bdlll'\d. thll! tax credit. Then: 
are ooagetl(les filled with I'f:eipients 
wBnmg to collect their checks. 

The lru~l Revenue Service ruf. 
mIQllten ~ earned-income tax 
cl'ecilt. WorkerS appiy lor it when 
they file thelt !AX retums.. U they 
quaUty. they ~t " lax red.uctlM or a 
check U the credit exceeds the tax 
they ..... 

In telephone inlervk!W$, laX credit 
f'li!Ctpllmts around the country _ 10­
<:ated through lh~ nonprofit Cenler 

c....J. II 
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on Budget and poliey' Priorities In 
WasningtQn, which strongly sup­
ports [he credit - said they used the 
muney for everything from medical 
bills t(l eyeglasses 10 day care 10 
se.hool wppl.ies for their t.h lid ren. 

For them, the money received 
from the tax crtdH can mean the 
dlt'fflMlt:e between making It on 
tMir uwn _ (H' not. 

A :J&.yeaT-old WM)an in Somer· 
ville. MalSS., who spoke on the (WId," 
uon that she not be identified. JOt a 
S44 tax credit lut year. "I bousht a 
week's worth ot groceries," saij. the 
woman. who w kidney dUM.se aod 
1$ on dialysis. She m:elves $W-a­
month in Social ~rity disability 
P6yments. and works part time a•• 
~r baby sluer, 

Under !he p~ cuts. thewom­

fx:..~ (?tu.>,{}.r 


an would not reeeiVl!! any credit nen about both (If tnem," Sht said. 
year: AU Childless workus would 00 . She pays SI2n.a·mooth for health 
eliminated from the program. insurance. Her furnjture was donat· 

In Revere, Mass.., Edna ¥lncenle, e<I through a CatlIDlic a~cy, she 
a $19.000..a·year program assistant sauL She does nOli 1taYe' credit cards. 
lor a day<art agene)', MY' !!he put or cable IdeY1sWt:\, She saId. Her 
last year'. $2:,000 ULI' ct'eOit uno pa. mother maku the family's dothes 
rochia' sChOOl tl.Utllm for ber two _ and buys shoes 'or her grand­
daughters, aps II and 10. SJle. Wa! daughters. Ms. Roberts. !aid. 
able to get a break on the tuition by . TWO monlhu~, Ms. Roberts took 

. agreeing to' help out with blnso a ~ job. as a waitreSS on the 
pmesand other aehool fund-raisers, late shift a' thl: Texas Club. makinJ: 
she said. " about $300 last month. "r wuu a 

Eric Martin, 25, says he earned. h~," She: $4td. "Wt'c saw- our 
$ll,OOO~1 ~ar 1\$ a plumber's help- dimes in a pickle ,ar.'· 
er in £,'tt, r'1l... His: wife, Lynn. whO Diane LeWIS. who is raising her ~ 
just mumed to work after IMng yur-old son alone. earned 120.000 
blnb to their third thUd lur month,. last year as a hunger outrf'laci1 work-
works 24 hours a wt1!k as a $4,.&-'0-, er In Hartford. "18m. a lot G! money 
hour pri.ce Q)()rdlna,or at thf! Giant back last year," she said of her 
Eas1e supermatXfll credit in a telephone Interview. "t 

1'be tamily got. $U.'KI eredit last lot about SI,ooo." 
)'Mr. Mr. Martin MId. He .$.Bid they' 5.he said mnst of the money went 
used It to cover medical bins. which to' pay ber gaS bill, after she made do 
had gone unpoid Sln~ neither he nDt without gas for t'cight mnnths, pre-
his wife reclriY« medical benefits. ~ panng meals in a SIOO microwave 

In Baton Rouge. ta., Carolyn Ro~, oVen, whlcn. she also used to boil 
fff,$. 25, earned $1.3,600 IruIt)'ar as , water to bathe her son. 
HCretary. Sbe said -1M and her two "I paid in person the day I gnt the 
dauJbW'$., ageJ te ud 2. had been . Ched4" said Ms.. lewis:, 30, a former 
bol'M:iUs 4inct! she and her ~d weltal"!' recipient. "They turned on 
tepatated laJt )'Ur, and bad been the gas a couple days later. It was 
JbuttJirIi from ~ trifmd's hc:!use to' great." 
another, She said • had used her Mi. uWiS said she used $70 of the 
~ emit f4 move her family InW credit to send her son tD a tw~week 
a USO-a·morub apa.rtmtml summer camp lA Andover Conn. 

"Wf: VU!I"!' wllittn& 0l'I that clleck." ' 
Ms. RobeN Mid in a tele~ Ill- Next Yt'l'It, even without the ~, 0­

tervlew. ") wetlt out that day and got posed cuts, s,he will not ,quali.fy .or 
an apanm*1U. J \VaS: just m happy. 1 the tax credit. Ms. leWIS said "he 
ened" ueently Teeej\>'ed a $&,000 raise, in-

J.Jke the other ~iJ»en1$ WhO were t.ende<I to cover the eost of medical 
JnterV~ Ms., Roberts said' she benefits. 
did not know m1JCh about the Fed- "ldon"qualifyforanythlnJ,now," 
mll budget. She said She: worried She Slid. "Not a medical card, not 
about her own bUdaet. for whiCh she food stamps, nolhift&." 
would get S3U leu in J9&6 urn:Iutne I "J kll my ctl-WtIrkers '['m mlddle 
Repubitcan Senate proPosal, a:cord- cla" now,'" she said proudly . 

.Ins to Center on Budget and Policy "When they'n 100lting tOT JOmeone: 
pnonties. w pattiCi;Ntle in a forum fOT low­

"You borroW from PeMr to pay , lnt::otne ~ j ~ them I am'\ do it 
Paul, and sometimes YOI.I fOTgft anymore." 

I~ 
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1.?,ouncing on the Working Poor 
,.." ' 

The R..,m-. ""...._<y, At" 
times, """ .... priodpIod .... bold. strMng '" 
~gavem.xnmt Jive 1rithm its means evec at 
~!iII< of being """"","". They _ .. 
_._ and -.. But at <><her 
Iimes,' they are simply mean and petty. teo­
-S _ ...t putIiJIbiDf ...... eI>e. A 
ca5e In point it the plan to reduce the FMoed: 
m.me Tax Credit (mo. a measure that 
................ forthe_._ ...... 
uatlI)loW. bad"""" - """"""'_: ·F... · a<>od ....... 1'1< _. the E!TC

makes ...... ":minIy allows __• 
crt to _ more olwbil:t they tun from ~ 
1b.roqt1 iocome tax nIiunds. it retunJ.<J Social 
_ payroll ..... ""'" 15.3 _ of 
'....) and offset! excise m:::I sales ~ It 
_ ....md dl5coonses """"'" 1111996tblrElTC'-_!be __$25 
blIli6a.,:, TW1>third! oi the bendits would 8Q to 
It.ose with incomes under £20.000. ~ moot of 
the rett woo1d go tD Lbo:ste: with iocQnes UXIder 
125;000. 

To raae W¢I on th6e worlcen is genuiDdy • 
hanf·hurtt'd. Tht Repub!ic:tns are right to 
t~e weM UJd Medicaid; ~ pro­
gn.rtI3 haven't I1!(tUced 10ll1t'U:nn PQYttty and 
depthdtncy, But the me ought to be wildly 
0C10UJ.u WIth ~ It arts t::axe!. It 

j)f'OfOOte;, $clf~ and sdf·~ U 
docsrd dkute to bene:ficiarie:t how to sprnd 
I.Mtr tTlOfW:y-wiHrthe:r on food. rent or toys. 
PolJucaUy. It $4Ihsbtutes for Illisguidtd ~ 
e$ Vl!he minimum wage, ' 

In i~ the R~ -ouktn't kill !.be 

E!TC """'''" They .................. < 
man! sungy. eruted UI 1915. the me w:u 
etp.lnd~ SlgruficanUy in 1986, 1900 aM 1993. 
The RepubiK::m.1 ;:an cite "policy'" l"e»OnS for 
rl!'V~ 50Im 01 this ~ but the 
re:aJ reuoo.s are poljticaL rU'St. poot trOtken 
.ven't Republians. UId the VI~ chaoges 
are l«.hn.IcIJ .nd oM::ure. Who ~ Not 
Ret)Ub1k.ans. It ~tn1. 

5«ond, R~ are ~te to find 
revenues u) bW,oc.e We budget mel pnMcie 
$245 billiort in t.u OIU oYer !IIM:Il yun 
H996-200Z). 'TlM! Hou.te Wit." .md Mans 
c:omm.tt~ would cut the: £ITC $23 bdhon ~ 
seVtm ~: the _ now bculg ~ by 
the: Sen.'ite Fitwn Committee: in~ CUt1 
~g S40 billion. in effect. Rrpublicml a.te 
ralSInll tue:'l lot' poor'n W(l(k/en 50 that lues 
for IbgheT.~ workers an !:Ie' Iowen!d. 
Petbapo "'" • a<>od """"'" • ~ \ousy .,.,.j"""'.True. {be me tsn't perfect: no ~t 
pr:lgl'llID i.1. Ooe mmpWnt is that it hu 

spawned ~ fraud. But the worst abw.­
.. hove _ curbed. "111'" Robert w­
-. .... of !be c.n.... "" Bud"", ...t poo.:y
~ .. __The __ 

SCU'I'i i:tt\toIved the .d.ni"_lII 01 tax form witb 
phony Socia! ~ nl.ltl\bl!n. 'The rRS is nnw 
,..,;tying s.xw _ ....... before ..... 
ir:: tclln!'H. Que sign ctm: tbt am::t-tm.:i me» 
tIl'e5 JR: wotting is that the CongressioaaI
Badgot Ofb __ <a ........ ({ 

tbeE.ITCs~ 

Aaotber PfObiem is 0IiIe- ~ df«ts many 
proaramr for tbe poor. It ~ a question: 
Haw t.ut. .u ~'~ rise, sbould 
beoditabe_UIbeE!TC;,_ 
.eDded at • sma iDcome Iieft:i. tbeu ~ 
~ ~sed trom ~ more- money. 
Molt ema c:amiftp are- affxt by a .Iou of tbe 
tu.::n:dil. ~ m. 1996 the m.uitt:nuD tax 
cttd.it wouk1 be Sl.s64 for a parent wrtb two 
~ I.IIIdtr 13:: tbis cn:dil appijes to those 
..tth inccmes betwtal S8.910 and 511.630, if 
..... _ eun<d ..... $11.630 ~ • 
doIlar's bsa 0( the cmiit. m:lpients would bee 
it huge disitx:e:ntm to 1Ii'Ork ~ 

The _ hu ,... to _ Ibe mc 
gnduafly. No man: than 21 cents of eacb enn 
doUat 01 t2t'DiDp is km: t:rom a iowet £l1'C. But 

o C/r.J"/ 
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The GOP on the Working Poor: 


Let Them Eat Cake 


The ~ has ~ tbf Contract 
for America's eall to ~ a $30 blWon 
tat brui for tnOR atDue:nt Soda.! Stctuity 
nIclJ>i-. wlIll< Senate _blleans 
:.t'!\If UI ell$lJ.' tIItt Ii f5OO-a~ w 
adt i3 availablt f.O ail families maiin( 
more tl:Iatl S2OO.ooo. 
~. the Hoole Wa)'! and 

Means CommittM bas ~ am bil­
b cut in tbe earntd income tax eredtt for 
tbe 1I'Ol't1nr poDf-tant.amt"un to.& tlffty 
IV; bib for !hat _ SeoaIe _u· 
eau bcpf to wnatt tIl@Se lOW inrome ram· 
ities i!'ml tnOrf:, lritb anba.c:U of SU bil­
lion in the ElTC over the nen ~ yean. 

RqlUbllea.n.s w{lfi; UlemsetvflJ into a 
lather when they see Otmoc:rats de-­
mOCOfU,ing ajllWlSt the ndl. Bob Dole 

about the CllDtoD. acIlninIstrat1o's 

Politics & People 
By Alben R. HUn! 

~eon.sta.Dt appeal to eM')' ancl elm war­
tare," l.nJIuent1aJ Sm. Don r(leiJes (R.. 
Okla.1 IJUlSts illY cap on !he S500 dUld 
et'f:d.it IS cta.ss ~, . 

But et.&S$ Qt'fare lS nne to U'lest peUU­
CWlS lilt's ~ at h&~ wno in­

~Comnunee... --.-­Ch.au'maa WU1i&m Rot1l. fer 
eumpk. de:Smbes the lQTC as .& "bcoft 
tor W dlaU: InCl np-«t arnst!." 

nus ju.na;toltUOC of ~r tU mf$. 
SW't'S. lntII UWe tc:IflOftltt « $OCW ~ 
..... __mill! _01l1li_ 
tU1)lym wb.lM WI the 'IIf'O'rilnr poor as 
tht! frOOt Une U1 the b.UUe to balance thf 
b~t h.u promptM Wh.1te HoUJt Cluef or 
Stall Leon Panetta to ta.lk about the GOP's 
·Mane Alltomette~ tu aPJ)ro&d1, 

The fWO>(I~1d 1m'C, wrud! llyn 
low lncome wortm a credit a.p1J1SI: 
LUH-tnCOtne, payrolJ or wes_1W IOrlf 

_.MA�ty­

~ hall it as tar preferable to tnt! 
miD1mum 'ftC! or other ~mmtnt sub­
sidle!; smee the me roes only to tho$!! 
who work. It b seen u a genuine anii-. 
dote to wltare. ..... r.eteDtly as this Feb­
rualY. ~ ErrC 'WU praised by House 
MA_ Lead<r Dick ......,.-.. ble<!d' 
in( heart-lor "'te'Ifa.rdlDI wort . , , witb­
out t1esIrI1yinf jObs." 

But the procram. wbidl has "'""'"' to 
s:l3..l bUlloo tills year. _ JUSl too "1>"," 

~_Ileans 

looked tor cuts to meet tbtir other 
promises.. To do tbU aDd to Inlet t.ht df'> 
maruIs of co~ poputists. like John 
Kasidl. to attaei corporat! weitm. Hou.s:e 
Ways aDd Mea.IU COniOtittee Cba.t.rmA.D 
Bill A.rtber \'Oftd to close eotpOnl! W 
loophOleS. nt upsbot: Of the S38 tnillon of 
net tax menue e;Un iWff !.he ntn WttR 
years:., m Of U a'lrbes; from tile woRlnl 
poor by pamg b3.cl the me. Af.I1)!,tt'ntiy. 
to Mr. Atcht!t. ~ welflirt ItItludes 
$11,OOO-..,.ear wortmg fa.m.illeS. 

To jutUty thU hYJ1QCl1$Y, tM Rtpubn· 
can N'atlottai Cmnmittrt! ~tly put out 
""U1kinfpoinl$. .. dlariU'IC tlus lS an mu-of, 
control progmn Wlth: skyn)ektlll'lf cum..._­

Bob GlftMtt!tn of the libr.'al but highly 
m1able Centft' oa 8ud~ and Pulicy ?n....- _<hose _ to p""",,-_. 

The COIlt:entlIm tim thiI is. as Stn. 
Nld1es says. \be malt out of CQl\trol en­
ttt:Wnem: 1ft ha~· is nonstJ\S4!. Costs 
haTe soared because ~ usWLIly 
Wllh 1M mppon of m.a.ny GOP memben 
ucI: me put twO Re1W,bUcan PfesldtN$, 
thJft t1mes In the put detadt vottd 10 
extWld tnt ~n('flts lot this successful 
lIrorram. After' mne mandalt'd eX1'ln­
SlOf1S are oyer. startinl' nut year, tlU: 
EITC 1I'lU ~ at a .,." clip for the nut 
el(ftt yean. or conslderably Its! than tl'lt 
6.9'. projected annual growtI'I: tor enuUe­
men" ....... 
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Gop 

ThiS ISn't Med.i~ or Mtdiea1d. more onmlUS Senate pf'OVlSion, th~ tax 
It's undl!nJ.lblf! tbat the &l'TC vu rife !like wauJd be ,doser to $1.100 over the 

with traw1 Bui tM lntmtal ftevenue Su· next S¢'tetl yean. 
vteehU$U~a¥i;ed4ownDUakl' Evl!n some ~rtv" are d1!. 
if it and the tralld tate is dropping sttarpiy. mayed.~. Thomas PetJ1, a Wisconsm 
Momlver, as Mr, OtMMteUI not". ooiy RepubUean and lOtIr-time clIampton of the 
1% Qt tb~ proposed eut5 in the House all£1 ,EITC, favon; $O!M reforms like d(01l)1inr 
onl'lt"-of those m the Senate ~:um1M at the cn!dit tQ duldl_ touJ)les. But these 
curbtn( ftaud~ the teSt-J"OUItliY ~-m dwll(e$ ",to too far. ~a.JJy mthe Sfn· 
real cutbacil:. a1leetinf mCft than 10 mil-' ate," I1t eIairn$. and arrues that tht' ~ 
lion wmtlna poor familles with more lban pub~ S5OO-a-dilld w ered1t 
20 million children. iliou.ld be rnade retund.Ab1t: so It benefiLS 

Other RepublirJuu ~t'l~ en"'Ht IS worttint poor (~ too. Sllth famJlle:s 
a dlnneehuw w 1ttrl.: ~ e....ai.ttatett have no ineome tal lJaOillty bllt do pay re­
CCI'l$U1enbty. [hm', • UtUe to thiS. But gresslve payroll aruI WI'!S We!. 
Mt.Gl'ftNl!IJ:IconclllltwypointsoutUus Yet ...1lile Sen. NlckIes is p~ to 

, . . _. ensun U1i5 credit roes to tam-
i...... ' ....,....,"!;:-·:':·-: .... , .-·'·w Wes makinr mot'e than 
,......." en I • , ...........-_ft..cia:.... '. $200,000. the GOP bad:· 
, t. ' t. '1IlIIIM .."...._ trac.IttId ort l'QUlng it retu.nd­
r ,.. 'rr ....i!D'fMl....,.., i, . '.. . ";,, able, A$ a ~uIt. OM-thtl'd of_.-.... --.....--. -~~......------... , ...... , ..... ...-., .t-..'"'__ ..."'.•__., .. I ~no;;;QU ....w .... c::u. ........... not 

be ctrm'!d by tbis tax rn!dit. 
hall..; by """'" IiU ... 

".,."" 2m "95 12.-017 12.017 Christian Coalition as U!r em­
IrG;II!If tal M/Oft tf'I!:IIts: , , lI-'", 3&.199 terpteee of a pro-ramily ~., , , I.",1500 tMS 1:b I\I'f$t ttY. 
mt: 2.M1: 1.171 The GOP Ittttimat~ly u­

..a,t$4 , sa.ilJ some Dtmoaar.s (or"'­ - - ,.. ,,' I plaYlllf the class...,p)r".-~.r!i.!W": warfare 
va.mt. Soak·tbe-ndt propos­

P1"1manJ1 atfttU W'lves in two- el:\mtf lam­als usually art bad public peltic:y iU'ld m 
Ules1thO.l~ty beeauseof~El'tC. stOll disMn«!$1 in 5Uftt!SU1!( that reams of m­
wottlllr to spend: time W1th thtU' etuldren. enu\! ean be PJned ttl pay for-other ca~. 
OOt$t'i'! that J)fImlOte famtty values? But today the Republiwu ~ even 

To sti! how tbi.t alfte't$ ~ai people. more mamefuJly playJng a ~ Robia 
!.Ue one Bob Gtetn.ttem-supplltd t.t:.am­ Hood:, Whil8 Rf1lUblleans pian a mo~ 
pte. A. ma.med ~~.Wltb one ctu.ld. tl\at !.h.an S200 billion W cut. the lalm 1'ru. 
earns SU..OOO and PIYS $2:00 a month fur sgry diStnbul'Um UI\IJ"tS $haw that U tilt 
ctWd cart wottld. W'lliN'turftIU taw, nut EIl'C is cut baa.. thoR mumf less UWI 
yeat naft a W lLahility. pa)'T'QIl and UJ­ no.ooo ;\ y~a.r woold atrua1Iy face a tax~ 
eomi. of UfO. It the 1foose Wap: ;wi hike. As. PT'mdent CUtuon said durmr ;\ 
MelM Comml~apptOftd tulhaeb in lunt:bton Wlth reportm UUI week: "1 
me E1TC wen!~. thAt tIU bW WOUld don't beU~ve iI'S a great ktt'& [0 raIse 
cllmb to 1310; tnt tou;I~ would aft t~ ta.:cet on working fa.mllits maJrmg $15,000 
~nt aJ.mott S830 mort in tuej a year to Imlff lUts on me," Any Cil· 
Oftf tM nflt ~ years. Urut~r the senters: 00 thac? 
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· Senator D'Amato's Chance 

The House: leadership proposes. to cut the 

earned-income lOU: credi; -.a. Fedt!ral rebate to lDW­
· paid workers - by about.szO billion {or 15 percent) 
· over seven years, The ~uts would undermine the 
•worthy policy 	 of the Chnron Administration to 
"make work pa)'" by USllla tax policy to assure: that 
mmimtlm~wagt: workets earn enough to litt their 
famllies out of poverty. , 

The House plan )s miSguided. wi Scu&t.J k~ 
publicans are considering something tar WOT$e. 
W!Uiam Roth Jr" the new ehairman of the fm.nce 
Committee. proposes whatking ove $60 billion out 
of the tax credit. That would devastate the smartest 
anti-poverty weapon Congress has ever devised. 

The credit win add up to S3.56O moo year to the 
take-home pay of low-wage womrs.1"be cre:d.it will 
be phased out for families earning more than 
111.620, lbe House C.OP. proposes to include. tor 
the fJrst time. Social Sf:curity income as. part of a 
family's earnings, On its own that may appear to be 
a reasonable provision. But it reaDy puts t.bt Repub­
licans in the callous POSition or adv.ocatina lower 
taxes on Social Security Income for non-poor elderly 
and higher suth taxes on !'.be workill& poor. The 
House proposal would end the credit for four million 
childless workers and phase out the credi~ faster as 
a worker's income nses. thereby d)$COuraging 

• 


A I 

workers from soing after higher-parmi }o 
What Mr. Roth has in mind is even worse til 

the House proposal. Under current law, the mCOl 
thres1l:old at wbich the credit begins to phase OUI 
adjusted lor inOtltion, UndeT Mr, Roth's propos 
inflation protectton would be stnpped away, redl 
tug mUlions of additional working AmerJeam 
poverty·level Incomes:. He would also reduct I 

sixl! OJ the credit, The Center on Budget and Pol' 
PriOnties. a liberal advocacy group, cakulates u 
a family with two children earning $15.000 WO\­
under W Roth plan. pay abOut $1.750 mo~ In ta; 

by ... Y'" :roo). 
If that same family !lves In New York $1; 

ho\\1f:Vet. its predieament would be tar worse, Ttl 
would r1ae by more than $2,000 in 2002. H~ i 
ebance for AUOf1$(". D'Atnato, Ntw York's Repu 

.can Senator on the Finance Committte. to del! 
the State's economic interestS by prntectinB the 
credit from the deep cuts favored by Senator RI 

Almost one milliOn New York famil~ dept 
Dn!the credit to stay out of poveny, Every ont 
these tamUies includes someone who works .. 
Republicans a~ supposed to be the pany t 
encourages work. But they have tome: up wll 
plan to tax away the mc:e:ntlve to chose e:mployrr 
over wel1are • 
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Making the wrong PeopleJ~1ff!~~;~;.. 
N THEIR - for funds to balance the which the beoIefit taiIa. oI£'A 'friI!iIJI:~'" .
I budl"t and carry out the rest of tbeir agooda. than """ child ;. eJiIihIe fa<". 


make~:::=~f=O:= =:~=~V1J:'·'· 

support for the "",rking poor. It's the -..- is._S25Iii111oD.,.,....·, : , ... <:,".:- . 
cupbcoud to be opening. abooluU!Jj the last place 
they ought to be looking for the Iarse - of 
money they still need for tbeir otber_ 
. The ~ benefit. _ the -._Ie 
'""""'" tax o:edi•. as !be aid IS .ealled. "",!be 
ooes the potibCLanS 01 all penua8IOOS are always 
rightly saymg the. government ought '" beIp the 
_c 11><y'r. mainly lower·__,flam. 
ibes wrtl! childreo ~ are playing by the rules. 
tryulg not to. rely on. """douts but t. be oeJf· 
,upportmg. It s an uphill fight; they 0I0<!lly won. 

... III Ibe reaeMs 01 tbe economy where ...... baYe 

Like IUJf ~flidonI.~,It'­
be usb''''''''' .1iItIe.-- the .111..... 
two yean it aIre.Idy "booIr,iIl)litt'~·M'II'" 
wbatbadbeool............. wIIII \. '. 
propooa!s in the SeooIe ,,~.• :. 
tigbtening-q>. Both the a.- .~.. 
ami Senate F'IIWICI! aM","lti'" ~~.jt\.... 
vast amounts they.- to_~.;.. 
UDder the ~ bar/IOl ...'''Ioa. To 
beIp in making up tile <IitIto1Jllii;i;';" ,_ 
M.... 0...... BiD Arcbor .~·1Mt 
week t.bat be "I'IOUId try to .' '!UIi S20_ 

been wen In recent years. m part bet:iWM!' the. . _~... -, 
~ of Ibe minimum wage bas been allowed to 
decline. Ins..... of mcreasing tile WIse. CooIII'_ 
has increa... the credit on grounds that it was 
the bener ""geted and more elfident way of 
......:an!ing work. Bolb parties CX!IlC1ll11!d in!be 
ina......· George Bush signed one Bill Clio"," 
another. 0... the government 00';' badt away 
from the credit as well! 

11>< ae<lit servesto increase IIO! actual ...... 
but .....home pay by reducing the income ..... 
.that eligibJe families owe. U their incomes are 110 
k:rw t.b.at they owe no taxes. they receive the 
benefit as a direct payment. 11>< anlOWIts ......·t 
luge. but they're large enough to· ..... an 
eoormow differen"" to the I"",""", involve!. 
The .,...;mum credit this year for a family with on. child is $2,100; the most the b.milycan..... 
and still get that is about $11,600 a year, after 

billion - !be - ..... ~ _ tile 
out .......years. Not 011 boo_ ·Iet ........ 
affected -. but - tile "'~~ 
amGWlt to. all of .... 10 """"""*" .1'" lii0i'1 
!be IoaIt that - ~. " . ,'.' ,.,.. . 

New FI!WlCI!l Comm,""" a..u.n WiIIiom 
Roth ~ CC>iIJlOO8OI' ~ • I>iII ~ raa. Ide... 
that. In part by catting out ..... "ie' .,. die 
seventb year. his ...-I _".redooe * 
val... of tho credit '" - dJI!I: \11&, 'file 
Repubticans are ~ to,'taz; "".':!'-' ,till' 
here pJopoIe whltwoald IIIU.a: to ... :Il:_ : 
increaae for -_JII'IIlIe_.It' ......... ,. 
"""- otruPI to _ • 'HIIIr~'l:jIIltJIr ; 
empba_tlle ..... ar-*...... , ...~·' 
the taJce.bome ..... ar ...idac.'~__ . 
too. The budget oogIIi '" be.bobI',"'pa,..... 
backs than tbeee.. :.;. ~":. t 

.,.~ :'~/:_ ..· 
• , ,i 
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" 	 Republican Senator and Two of His Constituent 

Illustrate Debate on Tax Break for Working Poo 

By DANA MIt.!):.\ ..."", 
StujJ R<!,p<!rt"'~! Tft£ w...u. ST'I!I£I:T JOU1\,N..... 

WILMINGTON. Oet - To Republican 
Sen. William Roth. the major federal pro­
gram to aid the wDrking poor IS a disaster. 
To 	 his Delaware eonstitllenl$ Mcllnlfa 
Heck and ()Qnua Srattoo. irs a godsend. 

Sen. Roth has intr04uced lePSl4tiOtl [6 
make vast cuts in the £arn(Q income Tat 
Credil, a laX bru. 
for lOW-income 
workers [hal uow 
recently was hugtly 
popular on both 
sil1es 	 of the aule. 
HIs two ConstHutfH$ 
receive Ihe credit 

and $land to lose II. 

Tht> Views of these 

ttree prople capsul· 

llt much ot the tlJr­
reli! debate In COn­
gTf'S5 o\'et whether 
!tlt' 	tlUE'f' (;H:'credit $1m. Wlllil1m Rbth 
f1~fll'TJI"1 !"IN,'ds to be 
CfJS.lc:Jllv J)\lt'rhauled, 

,\1) H~(~. a tecently divorced mOlherof 
lllr"t' ~3y~ She needs her SL500·a·year 
('~t;'~:: for child car~ so sht' can kefp her 
)('1.'. fUI·the mongage and stay off welfare. 
, l~ I !(j',~ thiS, n could be the las I stra....." 
~n{' S.l:;~, 

,\b Brauon. another smgle m{Hher. 
SJ\t'~ her anl1ual credl! of aboo{ 5100 tor 
,,','wn UN" j)lpe-S. burst or tht neatinr breakS 
en Ile~ motile hOme and her $l9.00i.) in.;ome­
\i.'1f): {"over It. ""II's hl(e bemg PUniShed," 
SOt' s.J~>, . I'm trymg as ham as: I can," 

Bu! 10 ~tr. Rolll. both are IleneflClafles 
of a progTam gol1e awry, Thtir incomes. 
aoove !ht' poverty hne, afe hitht'r than 
IMst' tJrl,i!"mJJI~' latgtled. Recttlt and 
plal1nt'd t',p3,i'lSlOm. or tht' crt'di! have 
!urn,;,c \';nal \i.·as on<:f a cushlQn against 
payrollla\t'~ (mo fhe fasteSt'growmg pov' 
t'n:' PrDJ:T.3r.l, (oUs Will hit 121 billlon next 
rear, Cunservalh'es. wno have sQtJrt'd on 
lhe EITe say tne growth has invite<! vast 
fraud and gwen mone)' to the Irss needy. 

"The program \("as baSIcally 10 help 1M 
p'JOr gel off welfare and :MO meanmgful 
J{lOS." Sen, Rolh say5-. Ht' dechnes to 
comment on Ms. HeCk aM MiL Braltnn. 
Bul "10 these days. of lim~ted resourtes, 
..... e·re lrymg to scale InlS Dacl( 10 help those 
tt was inlNlded to Mlp," he says. 

Sen, Roth's bill would take S6G blthon 
out or the program over seveo years. 
nwsU}' by cutting off those at the lop and 
ending InflallOn-tndextng. Ms. Hed would 
lose her c:redlt Immediately under Mr, 
Roth's changes. Ms. Sratton would lose 
hers gradually. A smalltt senatt proposal 
WOIJId cut 521 billiOn. 

But even SOffit" (.'tlIi.$trvauves worry 
about badly wounding a ra~ species: a 

~lfare program that. on natanee. sue' 
ct>eds, Only Ulose who wort Quallfy. The 
Center on Bud,gtt and Poiity Priorltlts 
says the Roth bill would ultimately t:1I1 the 
program in haiL amounting t-o a lax m· 
crease on 19 million of America's poorest 
working families. Most or these famjlles, 
because (hey don'l pay income tax, 
wuuldn't beneCit from a propoSed 
1.SOQ.Hhiid credit. 

Mr. Roth says the Elte is "probably 
the most abused program on tM bookS," 
wIth 'taud and error rates IJ1 the m If}400'i1 
range, ThiS has been a Iluge problem 
because the Internal Revenue servIce 
dldn'l check chIldren's Social SeturIly 
numbf:rs and verify earnings. But after a 
clampdown Uti$. year, the IRS says VIOla· 
tll1M are "rapldly approachmg" the 14% to 
179;" at other tax programs. 

That leaves the argument alxml 
whtther the program is ~enting the 
right people. Bet'.ause there's 00 test for 
assets. interest income or ehild 5upport, 
Mr, Roth argues. the'EITC "lackS a sense 

of fairness:' The credit benefits inN' 
groups: those f!antjng less than 55,000 fro 
a t'WO-child family). who get an Increasil1 

. credil lOt fach dollar U'!ey earn: thos 
earning S9,iXlQ t\) about $12.000. whO get th 
maxImum credit of $3.560; a:ld [hose tanl 
log about Sll,OOO to $28.000, who receive; 
dec:bmng credIt 

JUSl about everyont' agrftS the ftrS 
and serorn:! rroups have a strong incentiv· 
to work. and the tilts would haVf! a sma! 
ler impact on them, The dispute is ovt'r th­
thini group-twiC! as large as the rrrst~ 
which has a slighl Qisincentive to wor, 
more and, aJ"tll.lably. may not need th 
money as rnueh. 

On.,.e up to Mindy Heck's StOO,(l(X 
three-bedroom home in nortb Wiimingto 
and ii seem$ to jU$tify the complaints. SIt 
has a compu~er. a microwave. a refi~ 
tor with an ice Ilt~ker and two air rond: 
hORt'n; running. Since learning of th 
crt<lit. sht' has amended old returns to it 
!'nI')tt' money. Her Income-which she ask 
not be disc)Q5ed - puts her In Utt' up.,.. 
EITe bracket "I'm a borderline case," sh 
concetles. II her Chl!d<$Upport income we:­
mcluded II 'I1!()uld boost her earnmgs W 
and keep her oul of the program enllrf!l} 
Critics call excluding sitable support pa~ 
ments the "hana Trump loophole." 

Bul took intu tier fInances. as she di! 
plays them on the kltchen table, an. 
another StOry unfolds, She's '10 'days'lal' 
with a mortgage paymenl but doesn't hay 
enough In lhe bank, Ms. Heck woulll hay 
lost the hOust' SlnCt her divorce two Year 

J, 	 ") 
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ago if not fur her mother, whO has paid 
much of the mort.g'agf and glvtn her a 
station wagon to dnve. Eve!) so, Ms. Heck 
gOI in!<I trouble W'lthdebt and had to nave il 
restructured: she now has dlfficulty gel­
ung credit. 

The family's furnllure and crothing 
come from Goodwill Industries. where she 
workS, bought with COtlpoM she wins for 
tufting sal6 goals. She puts house-brand 
cereal in a Rice Krispl6 box so her kids 
thmk they're getting tht real OunK. "An­
ott'er fe"! dOllars is I!fe or death to me:' 
she says. 

The EITC. sne says, averted disaster 
"HtlT her divorce. Her child support didn't 
cover her day-eare costs otH{lO a month for 
her three- IUds. Without tbe extra S1.500, 
she says. she-COuldn't alford the duideare. 
"11 I can'l afford Chi.ld care. 1 ~ my 
job. lose the tlome. and rnton mom'$ rront 
porch," she says. ''I'm feumr to me point 
Where maybe I ean keep my house and 
keep my !Ods.in day care withOut bounCIng 
checKs." 
StW Needing the Credlt 

Some or Ms. Heek's ro-workers at GoQd­
will make half as much as sht does and are 
In tile lower EITC bracket Sul she hgures 
sl'te needs the credH just as much. "Maybe 
m;.' llOuse is In a metr neighborhOOd. !rut 
fm In Ihe same ooat," She says, 

Wurklng as Ii Secretary in a Wilmington 
cfflce park a !~ miles from Ms. Heck's 
nome. Donna Bratlon also thmlG slle 
shOuld get Ihe credi:.. Unlike Ms. Heek, Ms. 
Bralton freely concedes she could surnve 
wlthout her credit, which is aU of $692 a 
year, But she feels she desef'llts il. 'Tm 
not asking. the government 10 ewe me 
anything I didn't earn." she says. 

Tiit proud Ms. SraUon. wM has a 
t~year-<lld daughter. has n~er re' 
ceived welfare beru!fits and never uptCl$ 
10. ~en Wlth her credit. she still winds up 
ghini tile g'I}~rnment rooney. not taking 
it Her c::m1it dido'l offset Social St'Curit;' 
taxes of $1.znz last year, Medicare taxes of 
SiSl and hundreds in state tates, 

FM her. tht'cm1it'js like tw-o extra 
wetki ot p.ay each year. "T-o me, Ws safe 
mOMY in case of emergency. and there's 
always an tmergency," she says, "For me 
tht> eXlf8 S60 a month means an extra 
wetk ot day We or a new muffler and oil 
change, or two weeb of gro<:enH. or if 1 
nave 10 calJ aplumber if the pipes D'JI"SC" 

Unlike Ms, Heel. Ms. Brauon gets 00 
child su~ But she - or people Uke her 
at lht uppu Rd of the ElT'C income 
limit-would be phased out of tht' program 
in the next few ),Yrs, 

Ms. Bratton fmets laughable the sena" 
tor'S claIm tnat the credit discourages Iter 
(rom wOrking'or getting. married and en" 
courages her to lie about [nCOrM. "1 wt'Irk;: 
more to' get more money - [don'! havt a 
JOb to get tnt credit," she says, SM'S 
slrunHng !oreducce a few thousand dollars 
of cri'!dil-<'al1l debt and Is paying off Mr 
car. 

M~. Bratton plans on marrying her 
boyfriend in a CQuple or yearS, Though It 
means losmg' her credit because of ttll' 
EIre's "marriage dlslncent1ve," sM Isn', 
WOrried, "It's ${i92 vs. $11.000," she says. 
referring tl) his mcarne. 'Td nllher )'lave 
him there." 

sen. Rotn, she figures, is missing tM 
pomt. "If the sen<unrs really Want to know 
what's going on." she says. "they sMuI<l 
make 1M money {If a slngle parent" 

;; 
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For Those Most in Need ofTax Break, Guess What 

By NOW J'r IS trrdI ~. 

l.bhtl.br<l tb*t COD­

t f C'll4'OJU,1 fh:p~bh· 
a.u r.~ met _ t..u b....... 
\hey didn't Wae. 'fha\ iA. un­
less it aoe:a lQ peoplt tn 1..0..-. 
........ jlaba who '" by\ni" to 
ala', off .,elt.n. Yor tbose 
p"pl", CotlCJU3 baa • cu:r. 
pM; The)! !ITt., _U hr the 
only ~ budC'd for II 

'*-~. . Marie 
While Un1'~ bl.ay tralUcil' COCCO 

~.P. ,~ctiY~.'- N~ lor 
In..tors,. n'Wnbn~ 1a~ " . 
that. profitable mt'POnw.ru.l!'$Qpct tum &tid jock­
.yinc Lo IP"' • $SOO-pu-dWd ~l to.> t.mil.ift 
with .O(:O~ g( f,200,OOO alId more, key Republi· 

think t..u:Ur.a in"-elW in promotinc. work and bol·NriDc. (~. bru.dmfod.it in 1m. And p~. 
dent Bill Cli.hto. eq.uded It -.p.in m J99J. 

Ve:roai(6 Job.oSOI1, • 2&.yt.at-01d Mglo mottar 
in Pb.iI&detphltli. cWmfld tbet trfllit. thit 'yOIll'. John, 
ton fT'IIW up ~ • rt.I.PiJy un will.,•. alit liMo 
~{inJ from hiah ~bl)Ollhe bas ,",rlud fuJ.l· 
time at It .I-cN'11 untrr. Lot yt.a;, bel i.aoome of 
.bout J13.ooo (rce btT .-iIt..nt t.eathet'. job 111. 
I~ het' to d.aim the t.:IU"ft~,if"Q)1lJe ~t, With 
\he '1,000 ch~ 5bo hougbta hoed. • ck~ IIUlod 

.dotbeoa (Of be 21-monlh-oJd atm, Seth. 
IOl'd ....tlwbf' hoo1e with tny*on." .he oaid in an 

i.n~_ "a-t I fl'ttlkt: mont 1'nOf\ey" ..oddnc Uie.n 
.ittiflC bome doing DIbthi.n.,." 'rb. tu t::nl!dil. she 
Mid, b_ at tt.l.. b"D .poII.>1t 101'1 ber *on'. ohoet. 
food &nd et.btr OOCe:uitiH Without it, "he'd be 
doin.( withcut. tot of th.iAp. I'd hate to 10llC it" 

taA tu-wriLenr .,. worlc:iq' \,q cwt.til the~·· CWminf that uperutCtt lor tbe credit ...-e Jt;us.h. 
in~ t.M c::n-.dit for the: worlUl'l, pcl'fr. 

t,..i.U Qthv PtOCTMJ' the N_ Waw: ~pUbli· 
C&NI In --nn, \0 diJu:wu:ttJe, !.he tat'lHlll·\nL'Olce 
t_ aodjt ~ out a& 0.. bltllHoe'd .by tb4ir 
o*n ~ It. t.enOl'pl ~ that low·ina:un. 
raml.lk>& hMded by wothl"$ shauldn1.J,;e push#od 
ilDto pantlj b~ l6.ut - w~s c:b4)mpwned by 
MM othn t.blltl Ron.a!d Rnpn hu. "hen h. 
w", Cahforni. pvernor. 

Tht rede"", c:Hd.il•• refut>d meant. to otf~ in-
COtne, payn»l.n4 uriu lues, ..... ~ u,tD..... 
by R,epub\itm\ Prelmnt Cti-ald Fo.-d.. Pruiden' 
JWqus lhen.aprt.Nitld ita r..m i.A 1986, lifti.fI~ 6­
m.illion la:.Ini.lie abo" \be povwty w. .. b)' ecsunft, _ 
\.hal. theiT red"", wrs didn't pusb tbnD below it. 
Ptn.idt'o' ~ UIPh. backed bl oonMnati.... 

1'COrntnl "O\d. o( (IM~I" IIUId that ~ pros;nun ia. 
riddlof'd with ~H"Or ..nd bt\\Id, ftt.pub1iun. IllIe 

.orkinr: to ~. it bAck, The Snat,e jrtduded • 
. n;lUbe.cll ilD itA b~·b!.j(i'.l pl.a.n; HoCIUOfI and 
~I\.IA lAIr·wntinC (omtntUe'u are both. under 

. pft!.Mut.J to trim it ha(~ tlnnl.8"t....ur "~lIIl ~nt.b 
durin, work on th~ biUto pnrride hUgii \all nJb fOf 
mAn1. Th. flIQSl far-re8dullj plan to l':\U"tIrIil tn. 
ttedit ill ItpOlUOre:I hy Stuatlt filU\not Qqmmitt« 

.mltmh." W"Uliam Roth {R.OtU and Don NklLlrs 
{R..()Wa.). TbriT ~1Jlia1 hil; Ao av~rap tA. h.tk. 
of1616 nutyu.t fot' .. kw-lnt.Ofl)(' fam.il), with (.wo 

a:r tDl>te dU!.~" . , 
ec..t. IU'It Ind~ Cf'OW\n& ~Pld.ly. But thry are 

Uped.ed t.o J~ .U ooc. tOO 1993 c.b:angH IIU$ 

fully p~ in" 

T~ ~G05 "'u. IfI,taI'I( to p:repah! (er 
...elf~ rdon:lo ttlat (Uf(;0!:3 C'loro poor (arI>ilift lo 
WQrk. ~ wcl!1lR' recipienlll .14I.tul f.q lOR 
benllfitlo - Ilk. r~d 'Uznps anlt••"lmtU6Uy. 
Mcdkaid beallh iAruran~- Ute idea 1II'Mt.ooffflll!t 
the I~ and mUtt work More .ttnKtift. 

Thal UM_y"h tl.1 the Roth.NitkJre pl.". it 
would t'nno t.h, til. of Iht <::r$<dit IIIld :Ii\O:p tn­
dl!nnB eligibility t.h1"C!5hold. witb wnatibn. So 
tb, '·bnu:).« CTfII'p" that wt'<J w P!')V! ~~yea 
into bi,lll;r IInu nigher bu,(kel.$ .. inllaticll 
bol)$t.e(f Uwir lAl'lOft'Ie" wowd nl'rurn, b,,~ 011l,. f9f 
the pooreU ....rpo.yer.. 

TbflM da.imiJti th. C"eodit wowd h.vt to r..pnl"\ 
G!I inoonH! tQOhU'y 'Ill". not w.blll lor anyolle
elM, 'I'bua cbiJd .,qpptMt, ...ertAin pt1l.fion Wndltl!, 
t.u~empt int.tl'tlll' uad the nco-luaMaportlofl of 
ScciaJ See-nit;'. woutd be CO\Ulted in d~inic. 
.ligibW,y. . 

NiaJee' tA.:~ aide, Hto.en Manlbin, 56ld "honft:1 
tan' nt:1lldl!d to Pfe"¥ent f,aud. Sue 1tC",* rdonwJ rl">' 
IKUd by C()J\r"!5o$ ud olhrtn 1lIrud;r imple"l''IIDited 
by th. Internd Re~tmue s..~ h••" noduot'l! ~r· 
re,.. sutP.tAnt~.illy" The IR.'i Ay, "J"I"I)(lOtnpliDI"u" 
~ Il')W ebalH. ::l P\'rC*tlt, fM $aWe *oS throvr.!>oul 
the La;Jt wdo. 

NiciUoIII'lt, ttl! 'UlwlJilc. also hu wtwdul2d • m~8' 
!Ufl(> to &1v, l'l ~'pef·clU:d r..u crtdit to All (run· 
ilio. lil'Ung tbt $200,000 intome lima evtn lbo&re 
..acIty How..e :.upublioan, hod Ult IieCM 1.0 impnH. 
But !OW-\4'qo wor.',,» wh.o' don't. make cnough til 
PJI), inciotnb tmt. wouldn't get it, 

"J think twillif!lt ah(luid bot- .Me t:o kwp QJure IJf 
"",h.t tluy I'!.IlI"nr Nickle 6Il~_ Thill U, W"\JUIl tht) 
happten to be poor. 

N"i."J '/.:",',1< /IlG"'-'~M i ;i:\ ;'7 qS-
I 
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AMERICAN SURVEY 

.; .. 

A slap in the face for the 
working poor 

w .......... ro... oc 


REAL bipanisan consensus on most is­
sues is rare in WashinglOn, rarer still 

on lax policy, and just about inconceivable 
when it comes to helping the poor. Which is 
why the earned-income tax credit (EITe) al­
ways seemed such a miracle. For TWO de­
cades the left. right and centrealllauded the 
EtTC, which uses the tax system to supple­
ment the wages of poor and near-poor 
working families by up to $3,500 a year, as 
smart social PJlicyand sensible economics. 
But with Republicans desperately scraping 
together cash to balance the budget, the 
party has abandoned sound consensus in 
rnvour of crass ~pediency: the EtTC is on 
the chopping-bJock. 

How crass? The concept behind the 
ErTC was originally advanced in 1972 by 
California's then-govemor. Ronald Reagan. 
A decade after it-became law, Mr Reagan 
signed the first expansion of the UTC in 
1986. caJIing !t "the best anti-poverty, the 
best pro·famil],. the best job-creation mea­
,ure 10 come out of Congress." In 1990 

George Bush pushed through the second ex­
pansion, which was endorsed by the conser­
vanve Heritage Foundation. Together with 
enthusiastic Democrats (such as Bill Clin­
tOn, who signed the final expansion in 
1993). Republicans turned the UTC into the 
federal government's main tool fur helping 
the working poor. 

The plight of that group was-and is­
acute. Between 19n and 1993, the poveny 
rate for working families with children rose 
from 7.7% to 11.4% (see chan). The main rea­
son, most economists agree, has been the 
steady erosion of wages fur low-paid work.. 
Faced with this, conservatives embraced the 
EITC as a remedy which (a) has none of the 
job-destroying side~ffttts of raising the 
minimum wage; (b) creates an incentive to 
work rather than go on the dole; (c) helps 
intact families and not jl1st-as with wel­
fare---single mothers; and (d) requires no 
n~ bureaucracy. Meanwhile, liberals love 
the EITC because it furthen a cherished aim: 
raiSing every family offuur with a full-time, 

full-year worker at least to the 
poverty line. • 

The scheme does all this by 
providing a refundable tax 
credit fur every-dollar earned 
up to a cenain 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 
credit reaches !he $},SOO maxi­
mum when the family's in­
come is $8,900.11 then remains 
constant until the family's 
earnings hit $11,600, from 
which point it gradually de­
clines to zero {fur earnings of 
S27,000). After the last of the 
three expansiOns is Ifully 
phased in next year, the EITC 
will go to more than 21m work­
ers and their families. al a COSt 
ofSlSbillion. ­

Therein lies the rub. ld by 
Senators Judd Gregg of New 
Hampshire and Don Nickles 
of Oklahoma, Republicans 
claim, in Mr Nickles's words, 
that the EITC is tht: "fastest­
growing welfare programme", Balanced-budget victim 

, .... co"o" ". IUl> ,," '99\ 

• 


and that it suffers "massive" losses fr 
"fraud and error". Ostensibly on &. 
grounds, and at the recommendation ( 
task forct: chaired by Mr Gregg. Rt'public: 
plan to cut the EITC by S21 billion a 
seven years. Mr Nickles wants to go fun} 
He is pushing a bill to slash the credit t: 
staggering Sl20 billion between now a 
2005. 

Republicans use two main argument 
justify th~e plans. The first, that the EIT. 
"out of control", is based on a fact: the r 
gramme has grown rapidly, by 300% si: 
1990. Yet this growth was the entirely r 
dictab!e resuh of the 1990 and 1993 o!Xp. 
sions, both of which n:ceived broad bipa 
san suppon in Congress. Once th 
expansions are fuJly phased in (next ye. 
the programme's cost will not only Aat 
but acrually decline as.a percentage. of.. 
economy fur the rest of !he century. 

. Moreover. as Roben Greenste.in of 
Centre on Budget and Policy Priori 
points out, the EITC'S growth reflects a d· 
sian 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, manysl< 
which used to pay some welfare benefit· 
single mothers who worked pan·time 
longer do so. As a result, the average dis~ 
able income for a single mother of !WI 

lower now in real terms than it was in I~ 
before the EtTC was e.ven created. 

The sec.ond Republican argument 
cuning the EITC is that it is riddled v 
fraud. Again, there is truth here. A ! 
study by the Internal Revenue SeT' 
found that 26% of EITC benefils ... 
claimed in error. But the IRS reckons I 
'nearly half those errors were mistakes, 
fraud. And the 26% figure measures onl~ 
rant claims, not payments. Panlybecaus 

http:Greenste.in
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such findings, Ihe fitS; h..s begun f,Qrrle 
swteping changes to tighten up the system, 
wili.:;h it t.Stimatesshould push the error rate 
below 20X-and hence Ix'low the ell'Ot rare 
ronaxingapilat income. 

No doubt thaI fate is Stm tOO high. and 
mote reforms arl: needro :0 fl:duce il fur­
thef. BUI simplycUl~:ng ml: ElTcwiH nOI ac' 
complish that goal. Indw:L the most obvi­
ous <:free, of the Republjc.an p!aru WOlJ!d be 
10 t.'lalk up a larg~ numlx'r in the savings 
column ofIhtir balarlced-budgelled~r, 

Btlt the pri~ ofdOing SO would be to in· 
crease the lax bucden on millions (14.4m. 
says the Treasurylofworking-poor families. 
most ofwhkh are p.laying by !he rults. while 

the party inu:nds allhe SAme time 10 offer a 
new lax credillO families earning as much 
3S $250.000. whether or not Ihl:Y work, 
Meanv.ttile. cutting the EfTC would under­
rrint the effom of Rtpublican ~rno!'i 
such as Tommy Thompson of WiSCOnslO 
and John Engler of Michigan, whose wel­
fare-refOrm efrons rdyon Ihe: EI'tCas pan of 
(he OeMi'll package thaI makes work more 
anrattive: man thedale. 

When Republicans say rhey 3re: no! ~l­
andng tht: budget on the backs of the POOt, 
Ih;;t th<y are serious about wnrk.oased wei· 
(arl: refOrm. ilnd that their lax policies are 
no! sh'wed to favour lhe nch, think of Ihe 
~(Tc •.a.nd reach for the salt. 

• 
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CLINTON DEFENDS 

INCOME TAX CREDIT 

AGAINST G.O.P. CUT 


-
NEW POLITICAL OFFENSIVE. 

Republicans, Citing Abuses, 
Wantto Curtail Program 

for the Working Poor 

By TODD S. PURDUM 

WASHINGTON. Sept. 11 - CQt~ 

i;lg himself as, • defender 01 the 

wolinng elus an4 the American 

work eUllc, PTesidom CUnton to4&y 

Miarply attacked Republican pl'tlpOS>­

als to curb talC bruIU for ww-lfto 

CoJ'tll! families. warnma lhlU he 

might "'tto any su~ plan u "1nc::M­

sl$ttnt with those basie, bedt"Oek. va}. 

ues this ct)Wlfry &hould be- sttndJna 

tor." 


At the same UrM, Mr. Clinton 
pr-.1SeO the welfare ovtmaul eUoru 

of Senate Rtpubbea.ns and $1m:! be 

~heved Congres$ am Ute Aclmll'lts­

IratlQf) W<)Uld ~ntually compro­

mist on an OVf:tall bodget ai~ 


mf!nl, tI\Ough probably not briore the 

nal1 or the next il$e.tl yur en Ott, 1. 


Mr. Clmton's comments.;n a bnet 
ova! OHu.!'t: "ue:rv~"'" wdh "The New 
York r,me$: Silueited by me White 
Kous.e. amounted tOolkit s~ead of 
an AdminIStratiOn-WHIt o:ffensJvtt 
agaLn5t Hou;e and Senatf! p~ls 
10 hrnlt the eamed-mco~ I.U. crt:d­
u, a Ft!<Ieral rebate U'ltende4 10 help 
low.mcome warkel"$ keep more at 
thelt wages. Mr, ClantM: ~ 
IhC' (~J[ 511pu!larttly U part 01 rus 
tlnl bud~1 In 1993. 

The Urf\eG'lt!:ccme tax Credit hu 
a tar lOwer pohUClI pro!ile than p0p­
ular betlcmorJu like Medle&l'!:, tnd 
Its tatt IS almost cerum 10 ~ 
C'(!t.angled If< mort swetflm& bvdget . 
meaSUl"C'l Mr. ChtHOn already ~ 
~. But Mr. Ch/"llOO flU long cned 

lhe expanSlDft of the eMit as a m.­
tor undflrapp-recuued accompllSh· 
men! Of hlS AamminratJon, ana at­
aeking !.be: Republlean pmpas&l$ 
lets !'lim not only defend tile inteft'SU­
Df a (tire DemocratiC Cl)ftstl"tuency. 
btU also hlghllglU Republican plans 
to CUt WC1!S lor the affluent, 

Republicans C(lftumd that the to: 
credit proerem 15 sub}ec:t to tipib.. 
unt Wute" and abuse and wt tam­
Illet eamina "*" abc:M:t the suppokld 
limit - in 1996, atlOut. 1l8,:.oct tor a 
famUy With two or more ehlldm1 _. 
m.anate: to .betttfit from the cred.tt. it! 
part beal,l5e SOCIal Security and 
pe:n4ion benefits are not Included. in 
thoe lmuts. "J"'he House muJUre would 
~ AICb income. and UnlJ reduee 

'- ell~~~=me redtstn-. 
button adleme that tbls Admmmn· 
Uon bat Sreatly expanded, in my 
opWon. without ruJly Iookinl At iu 
com." Aid.ieIUIIm' Don NlcldilS, an 
Oklahoma Repubtiean and CO-lpon­
lot of the pnneipill Senate ptopO$&l. 

!be Pmidefn Mid he, too, was 
eomml1ted to weedini out &buN:s. 
but the WhIte ltouse UJd the Senate 
___ ......... for "'_ 

the bt:neftt wwld tne:uae WteS for 
II ml1.tiOn ~ in 2!lO1. Wlfh the 
inere:ue aven:tJ;1I1 MaS. Mr. CIin«WI 
$ltd: that ran e:ounte:l" i.o lht' RepubU· 
artS' professed dnire to lower tax­
a. 

"If there .re probk':ms m the ad­
mmlstAlion 0' the proaram, let's fix' 
Utcse," Mr, CiJuon said.. "BUf let's 
don't ttiSe wtes on WOrking pe<lJ)le 
While w\!!!' re 1000000l'li tuf.'$ M every. 
body!!lR in the COLInU"'y. It jl,l$l ~ 
not malle tense, and it IS tnC01UlJtent 
wdh ,.",arclUl& wot1t and ~ 
tnlity .fJ'I4 SU"~gthenma t .. miliu. 

'U's ineorIslStel'll Wlth t.ho:se baSK 
bedrcck v.'ue:t thIS country 1hQuld 
be standing (or !'lOW:' 

j About 45- mmlOn people benefit 
from (be J)TC8tam, Ute Adm~u", 

. tlGn eltimll.es. incluclinl .&bCUt 1$ 
milliOl'l families and abour4$ million 
peupil! Wlt.hout cltildtm wwhOm ~ 

,benefit wu exte.rKkd tor the rirst 
,um!! under the Clinum plan. 'The 
'Rt'pUblieans would ellmuuue the 
:be'neflt for indiVldUai.J and reduce it, 

The President casts 
himselfQ8a 
champion ofthe 
work ethic. 

,1.0 ."arytni dtJrHS, for families. Un­
!der currmt "'w, the Il'tC01M thrnb­
'ola ..t whl(:h tnt tred.it is phaud Ollt 
i is Idjusted for mnation, and the Sat­
: aut proposal WCUki also t:bmlnate 
· that pn:rvWan, whieh the- Admmu.­
uauon eontendJ would pwu$b mil· 
lions of workers. 

In aU. .taout 3$ ~ of Amen­
·ICI'In taf'l'lilles bend!t from ~ CT't'dit. 

and: lasI: year, 2(,000 'atnilies WIth 


!Incomes ..boYe- ~,OOO a )"t!*t lOt 

some benefit. That fi"",", is expected 


, to nlC' to .)6,000 by nut )'Or, accord­

. ina to ~I CSUma,1eS. ~ 

! fort the JIS3 exp&nsion. the P1'08nam 

'11/1$ expected to COSt aboUt $20 biJ.

j_ nut year; without changes,. it is 

oow expected to CV$l about US bll­

·'.lion m I_ 
I The progl"8rn bqan in um under 
the Ford Admmistt"ltton and was 
expIncied by both (;eofit' Bush Ind 

· Ronald Reagan. I brparttUn lepey 
· that Mr. Clinton took pams to pcltlt 
OIIttoday 

"You know, President Rellsan 
Mid il was the ~st anr ...povel1y pro­
Sn:m ever devISed." Mr, Clinton ..... 

Mr, Clintcn spnlc:e out today be­
caus.e the proposed Changt!1I in the 
tax crrdtl art part of a mUCh laTBer 
wt bill Ihac tM House: Ways and 

IMUM CcmMinee bepn·CON",-r._,. 
·lnS tonight. '!be- measure mcludt:s 
'do:en$ of changes m tM IIlUIAUCft of 
bu$~. but II would not appre­
ciably Change Ute tAXeJ owed by 
most InI1ividuals. The VOte en the 
proposed Chanp$ in the w credit 
will probably be on iuesday or 
Wednesday, 

Mr, Clinton $aid cultm3 lhe- uu 
credit was partiCUlarly mc.onsment 
With tnpartlSan eNoru to eneoorage 
work and reduce the .-entre rolls.. 

"I mink it w1ll $Ub$lannally llDliel"­
mmeoor ..bility to move people trom 
~lf.re to work," Mr. Clinton #t4. 
.,And more Ul\portantJy, It Will m.tkl! 

ceA, • 
( 
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a statemertt that we're bacltini off of· 
thiS v,due that we want people to 
Si.leceed as wotk«S and as parent$.
And If _ that if they' ~ wilUng to 
work. 1m manu how meager theIr 
incomes, ....e W8J'\t to lItt them aboVe 
poverty, If they work tun time.... 

TIle White }j:(IUSC! contenda that 
ecunUtlg SOcial 5e<:Urity benefit! as 
pan of I'M weome IimllS could havt 
banh effeeu on older poor people, 
who ofteII. care for JTMdd'IUdm'l 
born to sinp' ~ 
R~'IJff £. Clay Shaw lr.. 

Republican Florida. • sponsor of the 
House measure to ~ the credit. 
Sltid he had no q'I)A1"T'el with makwg 
Ii avaUatrnt to thOfie With inCOmes 
belOW about $11,600 • year. But he 
Hid he" wanted to rewne the gfl)W'th 
that Mr. Chntcn undertook and w 
count Social Security and i.nten'$t 
inCome toWard the elllPbillty bmits. 
"W~re trying to tAke what basi­

cally was ortsmailY a Repul)IIe&n 
progrJM and smooth It aut aUttle bit 
and just b!1t:I8 it down_ UUIe bU." be­
!ani. "1 thmk th15 sttould inClude all 
your t'1'!SO\ItCl!$.. If you have Sl,OOO • 
year from , CD. aceount. that 
should cenamly bt mduded." 

0-<--r 
ROUNDUP 


About the Earned-Income Tax Credit 
, 
KtSTOftY enacted in 1975 10 gwe adults with eMHdren If'Icel1l!ves to 
work Il'l$lead of r~1ytng on welfare. For thOse wtlo quality. i! provides 
a tax credl! ot 7 to 40 cents on each dOlla! earned. The CNlerla lor 
WhO aualihes were expal10ed In 1986. 1990 and ag&n In 1993. 

WHO is D.ICtIU: On averag.'!, 3S Percent of aillamihe$ WIth children 
take advantage Of the credtt m any gIVen year, Hete are tl"'re broaa 
crrtena /of ~ the credit ...._-'-._ . Income rJ'IlWIt -...ou_ 

t. .... !han 1_cncDt...... 
Famili(!!s with two or more children S<S.296 $2.528 

Famihes with one child $23.755 $2.038 


T :t,t'::~ '> '·,;·r, M r.ibodren $9.iXIO $306 


Througn the end of Juiy, tt'Ie lntemal Revenue SeMce had 
rec~ Hi.5 mtllion claims and paid out $20.6 t)llhon for lhe yeet. 
WIth the average claim about $;,113. Under the 1996 benefit 
SC~, the credit WOUkIlifI about 4.5 million Amencans aoove 
ttIe poverty line, according to the: Ufban Institute., 
NOW" WORD Taxpayers must fin 0tJI a ooe-page iorm to 
accompany a completed 1040 or 1040A form. The reiund can be 
receNed either in a Jump sum Of spreau out Ollef a veaL 

lXCD'iiOid In 199«,24.000 families WIth UlCQmeS over $50.000 
feeefved a credit. It! 1996, the figure is expected 10 rise to 35.000. 
Most of these families. gel the bulk of their income frotn Social 
Security Of pnwne pensions. The credit is alSO available to lOW-. 
inc;(:fl'I& worKetS whO do not have children 

-
( 



CENTER ON BUDGET 
AND POLICY PRIORITIES 

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 (EITe), 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 mTC by $66 billion over seven renfs - or about triple the size of the 

BITe reduction reflected in the Senate budget resolution, Senntors Roth and Nickles 

hav(> said thnt over 10 years, their proposal reduces the EITe by $120 billion, 


The Roth~Nickles bill contains nearly aU of the EITe reductions assumed in the 

Senate budget resolution and adds to them an array of addition;)! cuts, sorne of which 

are very large. This analysis covers the proposals induded in the Roth-Nickles package 

that are ,wt also reflected in the Senate budget resolutiol"'L1 These include: ending 

inflation indexing of the EITe; reducing the EITC for families that receive child SU?pOrf 

or Social Security; and etiminatJng the EITe for some families \vith savings, 


These proposals represent deep EITC reductions. The Trei'sury Department 

estimates that by tax year 2000, some 19 million low-income working households 

would be: adversely affected by the proposiil and have their EITe reduced an ;werage 

of rnore thiln $600 il piece that year. Eight million working families with two or m.ore 

children would lose an ClVert1ge of $886 in 2000, according to the Treilsury itJ1.1lysis, 

while seven million families with one child would lose an average of $563. In <1ddition, 

more than four million poor workers without children would have their EITe 

terrniniltcd, losing an averilge of $173 each, (See table 01'1 page 3; the size of these EITC 

benefit reductions is expressed in 1996 dollars.) 


Much'of this reduction in the EITC would take the fornl'of increases in the t<i.x 

butdel\S of low~income working households. For exampJe, a married couple with t\\'o 

children that earns $16,500 in 1996 (or just slightly above the poverty line) would, 

under current Inw, pay $2,525 in payroll taxes next year. The couple also would receive 

<1n EITC of $2,532, which would offset the payrOll t<'x. Under the Roth bill, however, 

the bJl"lHy's BITe would bl.: $500 lmver than this in 1996. As i'l J'csuit l the fi'lmily's net 

tax liabilily would rise by more than $500. 


1 In ;;ddiiiw\ {() th~ E1TC r"c'.;!cti( Hl~ di:iCus~d Iwrl', lh ... Roth-N icJ,;k-'!> bj~l (Ibn inc! mit'~ the follu\vlng 

EITe dii111ge" llSS(lrned in the SI2'l()(t.: budget rt'solu(i(lll! nope«1 of tI:e scheduled 19:16 cxp,H1shm of the EITC 

:tlr fantili\!;; with tW(1 {lr IlHlre childrL~n." rt:duclhHl \.f tlj1t(I$K9 per fafltlIy be!!JW current EITe levels ft'f 

{"mill!::::; with iwo nr mnre chHdn'!\, ami the e::minatinn tlf the EITe fN pn(\r tvOrkt'fs with\llIt children_ 

Alon~ with Sena!or.; Roth t'md Nickles, Senator f'rt"'Ssler i~ il cn·spOn~jf ilf the proj.JilSt'L 


-----------c-----'...~----
777 North Capitol SI:rt:£t Nt. SUIte 705, WashIngton, DC 20002 Tel: 202·4-08-1080 fax: 202-408·1056 

Robert Greenstein, Executive Director 



The tax increases the bill would generate would grow larger with each passing 
yeM due to the provision of the bit! that ends indexation of the BITe The Tre;tsury 
Department estimates that by the year 2000, the tax liability of the famHy of four that' 
e;trns $16,500 in.1996 wOl!ld.-dirnb-by $1,290 if the t.,lmHy's-earnings simply kept even 
with infltltion and the family's standMd~of-living did not rise. 

The legislation also would substantiaHy weaken the EITe's effectiveness.in 
lHaking work more remunerative than welfare. By the ye<)r 2000, according to the 
Treasury Department estimates, the maximum EITe for a family with two children 
would drop morc: than $1.000 compared to current law. Families with two or more 
children thflt receive the maximum benefit have incOtnes between $8,900 and $11,600 
(in 1996 dollars). This is precisely the income range in"to which many families fall if 
they leave welfare for full~time, low-wage work. 

FinnUy, 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 Inflation Indexing of the EITe 

President Reagan proposed indexing the EITC in the mid-19BOs; his 
proposal was enacted as part of the Tax Reform Act of 1986. The Roth­
Nickles proposal, however, would end Indexation. Meanwhile, indexation 
of the tax brackets and the personal exemption for those at higher income 
Jevets wouJd remaieL 

l-Iigher~jncome families thus would continue to cnloy protection (lgainst the 
effects that inilation 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 capit<ll g.ains. the gift and estilte tflX, and 
depredation allowances, three tax code provisions that primarily benefit 
the wealthy and large corporations,) 

• 	 If ElTC 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 th<1t 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. 

For example, if a family's income keeps pace with inflation and EITe 
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 fiimily's EITC will be more than $1,000 lower 
thnn it would have been if the mTC h<ld continued to be adjusted fol' 
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TREASURY ESTIMATES OF EFFECTS OF EITC REDUCTIONS IN THE 

SENATE BUDGET RESOLUTION AND THE ROTH·NICKLES BILL 

Tolal EITC BeeipienlS 


Number of Affected Taxpayers 


Average Reduction 


Taxpayers with Two or More Children 


Number of Affected Taxpayers 


Average Reduction 


Taxpayers with One Child 


Number of Aflected Taxpayers 


Average Reduction 


Taxpayers without Children 


Number of Affected Taxpayers 


Average Reduction 

Source: Department 01 the Treasury, Office at Tax Analysis 

Senate Budget 
Besolulion in 1996 

14 million 

$239 

8 million 

$305 

2 million 


$137 


4 million 


$173 


Roth·Nlckles Bill 

In 1996 102000' 

t9 million 19 million 

$311 $602 

8 million 8 million 

$516 $886 

, 
7 million 7 million 

$166 $563 

4 million 4 million 

$173 $173 

• 

• Figures in this column are expressed in 1996 dollars. The much larger reductions in lhe year 2000 than in 1996 are due 10 the removal 
oj IndeXation 
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inflation. And while its ElTC is falling, the family's payroll tax will have 
climbed $167. 

" Th~ p'~.r.s::h.~sj[t~tPower of this family's EIT~ will decline 27 p~(cent (n the 
five-year pel'iod. Moreover, for some working f'Hnilies, the dedicl€: would 
be even steeper. Families that earn $20,000 and whose wages simply keep 
pace with inflation will find th"t the purchasing power of their ElTC 
declines marc thall 50 percent over five years if indexation ends. 

• 	 The Trcl1sury Department estimates that by the year 2000, nearly 18 million 
low-income working households would be adversely affected by this 
proposal. This one proposal would reduce the EITe by $32 /limon (lva Sl'V,'l1 

years. 

• 	 Senntor Roth argues this provision will reduce fraud and is needed to 
prevent EITC income limits from growing too much. Ending indexingf 
however, would not curb fraud. Fraud is best curtniled by the types of 
steps the IRS instituted this yenr to tighten the processing of tax returns 
claiming the EITC - such as checking aU Social Security numbers on these 
returns to ensure no child is claimed twice - not by cutting the EITe for 
hard-pressed working families whose incomes barely keep pace ...vith 
inflation. 

Furthermore, the EITe income limits for families with one chHd were not 
raLc,ed [It all by the 1993 EITC expansions. The income limits for these 
families continue to be those that Presideflt Bush supported and signed into 
law in 1990, adjusted only for inflation. 

The income limits for fi1milies with two or more children wef(,! rnised 
modestly - about 14 percent - in the 1993 reconciliation act. This was 
done for a sound reason - that Act increased the EITC benefit for families 
\vith t\VO or rnore children to move close to a longstanding goal that had 
been espoused by conservatives and' libemls alike and by organizntions 
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 for families with two or more 
children necessitated modestly raising the EIre income limit for these 
famities, Otherwise, EITe benefits would have to phase down too rapidly 
as enrnings increased, raising murginaI 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 dl! types of eligible families 
will simply rise with inflation, just as the income tllX brackets do for 
families at nll 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 ilnd $8 binton over five 
years by counting Social Security, child support, and severai'sm"lIer items ilS part of 
adjusted gross income for mTe purposes and thereby reducing or eliminating erTC 
benefits for f(lmilies thai receive Sodal Security or child support. 

Counting child support pnyments would be problernntic, tiS it would be difficult 
and burdensome to ildminister and would add inequities to the tiJX code. It also would 
shnrply reduce the EITe for many families headed by a divorced working mother. 

, 	 The IRS has no information on the child support payments that a custodial 
parent receives and Incks (l reliable means of securing this information. The 
GAO 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 error rates. 

• 	 In addition, counting child support in this manner would essentially lead to 
income being taxed twice. NOll-custodial parents already pay income tax 
on the income from which child support payments nre made. Under this 
proposal, receipt of child support payments atso would Increase the tax 
burdens of custodial parents by reducing their EITe payments, effectively 
taxing the same incofl:e a second time. 

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

Counting Social Security benefits itS pnrt of adjusted gross income also raises <t 

number of issues. The Sociill Security beneficiaries affected would primarily fall into 
three groups: families in which one parent works whHe the other is disabled and 
receives SodaI Security disability benefits; elderly individuals who have modest 
earnings and are raising a grandchHd; and families containing a chHd who receives 
Social Security survivors benefits because one of the child's pnrents has died, 

• 	 While the Sodal Security benefits these families receive represent income, 
counting these benefits in ndjustcd gross income when calculating EITe 
benefits could subject Social Security beneficiaries who (If€ raising children 
to 1i1!'ger taxes on their SOclnt Security benefits than some other Socinl 
Security beneficiaries at higher income levels, 
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• 	 In addition, the bill would count all of Social Security benefits in· adjusted 
gross income. Yet a portion of Sodal Security benefits represent funds that 
beneficiaries themselves have paid in to the Socini Security system. 

Eliminating Some Families with Savings 

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

This would eliminate the EITC for many low-income working families with 
modest savings who are saving for such reasons <15 to scnd a child to college, purch<1sc 
a home (possibly in a less dangerous neighborhood), start a business, or meet a medic('Ii 
emergency - a growing concern as the proportion of iO\v-income working families th<1t 
lacks health insurance continues to rise. In 1994, the average downpayment On the 
median~priced home purchased by a first-time homeowner exceeded $17,000, while the 
cost of a rour-year education at a typical state unJversity exceeded $25,000, 

This proposai would compel man)' jaw-income families who are saving to invest 
in their futures to choose between losing theh' EfTe and consuming enough of their 
assets to stay below the EITC limit Prudent policy would not punish low-income 
working families if they save, nor induce them to consume rather th;m to save. 

• 	 This proposal also poses equity problems. Working filmilies saving to 
p~lrchase 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, 

• 	 Supporters of this provision may draw an analogy to the stringent assets 
limit in AFDC Such a comparison would be inappropriate. AFDC is 
primarily for families that do.notwork. By contrast, the EITe is fOf fnmilies 
that do work. It is designed to provide them lax relief and to encourage 
them to work and save so that they can pull themselves and their children 
into the economk mainstream, 

Delaying EITC Benefits 

The Roth-Nickles legislrHion also would delay payment of a family's EITe benefit 
until the Internal Revenue Service is able to match information on the tax return \vith 
informi'ltion on W-2s. While the intent of this proposal is laudable, the proposal is flot 
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practicable abthis time; it would cause extremely long delays between the fHing of a t<1X 

return and receipt of an EITe payment. 

In an analysis issued ]u,ne 7, the Joint Tax Committec.noted that this, proposal 
"could result in delays of many months between the filing of tax returns and the 
issuance of refunds".," At present, the matching of tC'lX returns <lnd W-2s for lax returns 
filed in a given year does not ocetll: until the next calend"f year, Even if this process 
could be greatly accelerated, the delays could not be shortened in the foreseeable future 
to less thim six months. 

Delays of this length in issuing EITC payments are likely to weaken the perceived 
link between work and EITe receipt Rather than mandating that IRS undertake a 
procedure for which it lacks the technology and staff to perform in a retlsonable 
timefrnme, Congress should concentrate on 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 ElTe and other aspects 
of the tax code. 

Conclusion 

These proposals represent deep cuts in the BITe and would impose large tax 
increases on millions of low-income working families who rely on the credit to offset 
their payroll find 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 
remunerative and thereby lessen the rew0fds of working over receiving welfare. 

Finally. the proposal would tax it Significant number of n.car~poor working 
families into poverty tlnd tax millions more who nlready are poordeepcr into poverty. 
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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 EITe will provide a tax credit averaging nearly $1,400 for over 21 million 
workers and their families earning up to $28,500 per year. 

-"- ~ 
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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 suffer from eroding 
incomes. 

-4­



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 EITe offsets these disincentives with a strong incentive to work. 
families to work two ways. 

It encourages 

The EITe is only available to working families. 
get the EITe. 

If you don't work, you don't 

At the lowest income levels, the EITe grows with each dollar of earnings. For 
people with very little income, more work means more benefit~ from the EITe. 

• The EITe is a nOll:-bureaucratic way to encourage work over welfare. There are no 
middlemen and no long lines at government offices. The tax refund is provided by the IRS 
directlx to the working families. 

-5­



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 ISlwards work and offsets the increase in payroll taxes' and the decline in the 
minimum 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
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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·Anney and Petri; and former Representative Kemp. 

-8­



A Decade of Bipartisan Development 


• In 1985, President Reagan included a significant expansion of the EITC as part of his tax 
reform proposal. Under the Tax Reform Act of 1986: 

the BITC 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. 
Budget Reconciliation Act of 1990: 

As a consequence of the Oninibus 

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 steps 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 
administrative actions to improve and strengthen the integrity of the EITC. 
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The EITC After OBRA 1993 


• 	 In February 1993, the Clinton Administration made several proposals to expand and 
simpli{x 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 chile! 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 eams,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 leveI).1 

• 	 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 qualifying children. 

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

Some crilics of the program have argued thaI the EITC should not he available to families with incomes of $28.500. But if 
lhe income Illresholds had not been changed in 1993. Ille increase in the maximum credit would have resulted in a philse-oul rate of 
30 pereenl, rai<ing Ill. marginal tax rate too high. By modifying the inccme tllresholds slightly, the FJTC phase-out rate for a family 
willl two or more children was increased from 17.86 pereent to 21.06 pereenl. Morenver, the income eUl-off is far less than the 
median income for a family of four. In 1996, Ille median income for a family of fuur will he nearly $50,000 . 

. -ll ­
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OBRA 1993 Achieved Goals of Program 


• OBRA 1993 supported welfare over work by bolstering the incomes of families moving 
from welfare to work. 

From every added dollar a low-income family carns, 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 inflatiori, the job is not completed 
yet. That is why 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. 
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Earned Income Tax Credit: Number of Recipients and Average Credit 

Current Dollars; Calendar Years 

._-_._--_....... 
Total 

Income Number of Average 
Eligibility Recipients Amount 

All Recipients with Chi Idren 
CelendarYear t993 
Celendar Year 1994 
Calendar Year 1995 
Calendar Year t 996 
Calendar Year 1997 
Calendar Year 1998 
Calendar Year 1999 
Calendar Year 2000 

Recipients without Children 
Calendar Year 1994 
Calendar Year 1995 
CelendarYear 1996 
CelendarYear 1997 
Calendar Year 1998 
'CalendarYear 1999 
Calendar Year 2000 

Department of the Treasury _._-­
Office of Tax Analysis 

up to $23,050 
up to $25,296 
up to $26.673 
up to $28.524 
up to $29.455 
up to $30,386 
up to $31.374 
up to $32,363 

up to $9,000 
up to $9,230 
up to $9,510 
up to $9,810 
up to $10.130 
up to $10,460 
up to $10.780 

15.3 million 
15.6 million 
16.1 million 
16.7 million 
17.0 million 
17.2 million 
17.5 million 
17.8 million 

4.4 million 
4.4 million 
4.4 million 
4.4 million 
4.4 million 
4.4 million 
4.4 million 

May5,1995 

. $1,028 
$1,356 
$1,567 
$1.705 
$1,756 
$1.810 
$1,863 
$1,917 

$168 
$169 
$173 
$178 
$184 
$190 
$196 

Note: These estimates do not reflect H.R. 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. 
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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. 

I. 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. 

2. 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 EITe. 

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. 

That is more than the entire EITe in 1996. 

• Some say that all of the errors in the EITe 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 problem and has acted 
aggressively to reduce them. 

• 	 Specifically, the Clinton Administration is conunitted 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 claim 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 EITe and to reduce erroneous or undeserved claims. 
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OBRA 1993 


I. 	 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. 

2. 	 The EITC was further simplified by repealing the supplemental credit for children under 
the age of one. 

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

3. 	 The EITe was denied to nonresident aliens. 

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

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

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

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

This will allow the IRS to verify eligibility for each child claimed by' the taxpayer. 

6. 	 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 BITe. 

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


7. 	 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 


8. 	 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 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 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. , 

9. 	 EITC refunds may also be delayed 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 


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

In prior years, the IRS would let electronic rerum 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 EITe refund. The IRS would go after the taxpayer if 
the EITe claim was erroneous--not the ERO. The ERO generally would get paid if 
the DDI showed there was no refund offset. 

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

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

-25­



Preventive Actions 


11. 	 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. 

12. 	 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 returns. 

-- IRS participated in extensive media campaigns before and during the filing season to 
emphasize 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 .EITe 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 EITe 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 
EITe claims. 

We hope that Congress will act on these proposals soon. 
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1. The Gregg Option To End Indexation of the ElTe 


• 	 Senator Gregg recently proposed ending the indexation 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 llllfair 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 to pay to cut taxes for the very wealthy. 
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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 participation 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, effectively a new system of depreciations for 
large companies. . . . --. . 

• 	 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 deindexation, this proposal represents a tax hike 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 negative effect would extend to moderate-income families as well. For a family of 
four with two children earning $18,OOO--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 to use error rates as a smokescreen to raise taxes for working families in order 
to pay for tax cuts for the wealthy. 
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U,S. Individual: Income Tax und E<lrncd Income Tax Credit (~lTC) 

By SUtlC, 1993 

(Money Arrwunt in Thotls<lndl» 

fit~.LQ 
Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

De!a\varc 
DC 
Florida 

Georgia 
Hawaii 
Idaho 
Illinois 

indiana 

Iowa 

Kansas 
Kentucky 

Louisiana 

Maine 
Maryland 

Massactmscus 
Michigan 

Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 

NewHamF'. 
New Jersey 
New Mexico 
NcwVork 

North Carolina 

North Dakota 

Ohio 
Oklaboma 

Oregon 

Pennsylvania 
Rhode Island 

South Carolinll 

South DakOta 

Tennessee 

Texas 

Numoor otBclurns 
Tow! 

1,760,213 

350,473 

1.707,024 

994,988 

13,218.412 

1,688,397 

1,552,730 

330,809 

289,362 

6,282,136 

3,022,9JS 

556,<141 

468,361 

5.308,701 
2,548,815 

1,256,442 

1,lOS,625 
1,549,41)7 

1,699,646 

' 548,592 
2.306,649 

2,783,53-5 
4,141,907 

2,060,951 

1,056,684 

2,283,031 

375,861 

740,824 

684,067 

536,56!l 

3,759,633 

698,914 

7,844,199 

3,165,227 

283,759 

5,[01,141< 

1.328,928 

1,357,28' 

5.378,321 

446,625 

I,581,259 

320,ll34 

2,253,718 

7,715,165 

......ilh EITe 
387,94$ 

19,498 

269,853 

204,792 

2,173,191 

175,344 

84,856 
37,687 

51,008 

917,427 
549,650 

39,586 

64,204 
620,805 

281.929 

1 16,6S7 

116,422 

2.10,984 

401,()()1 

58,023 

250,520 

119,203 

395,8GO 

159,225 

314~41 

293,809 

47.162 
76,983 
83,43{J 

40,lSO 

372,590 
134,613 

901,122 

540,444 
28,180 

500.825 
214,892 

153,144 

491,2.33 

39,880 

311,953 

38,933 

380,881 

1,542,209 

Perccnt 
wi!h E1TC 

22.0% 
5,6% 

15,8% 

20,6% 

16.4% 

IOA% 

5,5% 

11.4% 
)7,6% 

14,6% 
18,2% 

7.1% 

J3.7% 

11,7%. 

11.1% 

93% 
10,5% 

14.9% 

23.6% 
10.6'7,. 
10.9% 

6,4% 

9.6% 

7.1% 
29,7% 

12.9% 

12.6% 

10.4% 

12,2% 

75% 
9.9% 

19.3% 
11.5% 

!?.I% 
9,9% 
9.8% 

16,2% 

11-1% 
9.1% 

$,9% 

19,7% 

12.1% 

16.9% 

20,0% 

AmolJnl 


of ElTC 

433,371 


l6,129 

281,772 


215,613 


2,299,819 


173,633 

76,668 


38,275 

52,944 


967,982 


588,797 

35,792 


64,534 


623,879 


280,074 


111,355 


112,078 


229,824 

,430,509 

54,691 '" , '" 251,623 


167,088 


371,3ll6 


150,069 


352,BOI 


292,282 


45,831 


75,155 


82,434 


38,481 


374.370 


136,783 


894,023 


572,128 


27,178 


431,711 


215,985 


151,1'::98 

467,144 


38,891 


337,84ll 


38,444 
392,653 

J,636,999 

http:491,2.33


Numher of RelUrns Pcn::ent AmOl.ln( 

Slate Total with ElTC with EIre of EITe 
VIall 747,636 85,277 11.4% 85,185 
Vermont 264.347 25,279 9.6% 23..197 
Virginia 2,940.159 ·339,793 11.6% 350,772 
Washington 2,401,163 224,143 9.3% 214,658 
West Virginia 695,300 101.229 14,6% 99,323 

Wisconsin 2,294,126 1"9,831 8.3% 182,548 

Wyoming 214,119 24;173 11.4% 23,617 

Other 1/ 1,056,738 17,951 1.7% 14,965 

TOiai lIS,06O,797 15,'00,754 13.3% 15,675,410 

Source: . 	 Inlcinal Revenue Setvice 
SOl Bulletin, Spring 1995 (forthcoming) 

NOles: 

11 Other includes, for example, relulU:\ filed by member~ of the 

armed fo~ccs stalioned abroad and oltier u.s, dliJ',etls cum:nlly ahmad. 
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TESTIMONY OF ROBERT GREENSTEIN, EXECU11VE DIRECTOR 

CENTER ON BUDGET AND POLICY PRIORITIES 


Senate Committee on Government Affairs 

April 5,1995 


rappreciate the opportunity to testify before the Committee today. I am 
executive director 'of the Center on Budget and Policy Priorities, a non~p(ofit pubJic 
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, Last year, 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 
credit for a number of years, In a related aspect of our work, we also work closely with 
the IRS, the National Governors Association, the United WaYI and a number of 
businesses, ch..uities. and other nonRprofit organizations in distributing information 
about EIC eligibility rules and filing procedures to state and local agencies and 
organizations that work with JowMincome working families, 50 that eligible families 
may be apprised of their eligibility for the credit and so that ineligible families will not 
seek to receive it. Through thls work, we also occasionally learn of abuses related to 
the cre9it; when this occurs, 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 committees of jurisdiction of our 
findings, and the ,?verslght 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 growing focus on the ErC In my testimony today. I would 
emphasize severa! points. 

• 	 The Ele'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 last several months, the IRS has taken some badly 
neeqed and overdue steps that hold strong promise for making significant 
reductions in error rates. Legislation the Treasury submitted with the,
budget also should help reduce errors. 

• 	 WhHe seeking to reduce EIC error rate probtems, we should also be 
mindful that the EIC has considerable strengths. It addresses one 01 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 f:1elps subst;mtially 
in making work more remunerative than welfare. It is an important 
building block for welfare reform that places some limitations on cash 
assistance and seeks to mOve famities to work. 

• 	 Certain reforms in the Ele eligibility structure, induding both the 
provisions of 5,831 (with some modification) and proposals to bar me 
receipt for tax filers in which either the parent or the qualifying child is 
residing here lHegally, should be made, 

• 	 Some EIe 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~jncome working 
families whose wages are simpI y keeping pace with inflation and would 
conflict with the goals of work-based welfare relorm, Also, some 
proposals to lessen marriage penalties in the EIe 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 EIe 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 Ele, 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 ratc 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 University economist Rebecca Blank, (l. former staff 
member of the Council of Economlc Advisers during the Bush Administration, found 
that wage erosion exceeded all other factors in importance in explaining why poverty 
rates did not decline more during the economic recovery of the 19805. Tn addition, 
Census data show that the proportion of full-time year-round workers paid a wage too 
low to lift n 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), 

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

President Reagan proposed a major EIC expansion in 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 expansJons slgnuled an increased reliance on the me and a decreased 
reliance on the minimum wage as an instrument of wage potiey. The purchasing 
power of the minimum wage is now at its second lowest level since 1955. By next yel:tf, 
it will be at its lowest level since 1955,1 

The expansions also reflected sharply deceased reliance on APDe as a means of 
supplementing the wages of poor single parents with children and increased reliance 
on the Ere. In 1972, before the ElC was created, 49 states provided AFDC as a wage 
supplement to a mother with two children whose earnings equaled 75 percent of the 
poverty line. Today, just three states do. 

The expansions also reflected, in part, increases in payroll taxes, "vhich the mc is 
designed to offset. 

Finally, the'me expansions were the principal means to attain the bipartisan 
goal that if a parent worked full-time ye:ar·round, the parent and his or her children 
should not live in poverty. The goal has been that wages (net of payroll taxes) from 
fuil-time year-round minimum w<tge work should, when combined with the me and 
food stamps, lift a family of four to the poverty line. When the 1993 ElC expansions are 
phased in fullYI we will be dose to attnining this goal. (The goal would be reached 
with a modest increase in the minimum wage.) 

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

, 
;

The growth rate, however, is flol due to uncontrollable or unanticipated factors 
but rather to the expHcit policy decisions m(lde by Congress and three Presidents, As 
noted, the EIe was expanded on a bipartisan basis at the request of President Reag.m 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. 

lOver time, too mt!ch pn;!$SUIE will be placed on (be file If it has to catty all of thi:;> loltd and the value of 
the minimum wage continues to erode. A modest strengthening of the minimum wnge would be desir\lble. 
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Once the phase-in of the 1993 expansion is complete, the high rate of E/C growUI 
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 
grO\vth will be due to inflation. 

As a percentage of the Gross Domestic Product, EIC costs will dedine after 1997. 
After that year, the EIe does not contribute to the projected gro\...,th 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 Hot 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 large. When the 1993 EIC expans,ions 
are ph.1sed in fully; single parents working at the minimum wage wiH still have less 
disposable income, after adjusting for inflation, than they did in the early 19705 before 
the EIC was created. 

An analysis 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 tower- than it was in 1972, i1fter adjustment for inflation. 
(Disposable income, as used here, indudes wages, AFDC, food stamps, and the EIe. 
minus federal income and payroll taxes?) The loss of AFDC in many states, the erosion 
in the minimum wage, and the increase in payroll taxes more than outweigh the Ele 
increases of the past decade. 

The HHS analysis found similar results for single parents with two chiJdren who 
work 30 hours a week throughout the year as welt 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 vvnge and AFDC 
areas, confronted policymakers with a need to increase the me substantially to avoid 

2: The&! figures reflect average weighted AFDC benefits across the 50 ~t(ltes. Figures for 1971 are 
adjusted 1()( il1flation llsing the Cf'I~U·Xl (,,[her than the more rapidly rrs!ng CPt AU figures are in 1993 
dollars. 
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A vcrflge Disposflble Income For (l Mother and Two Children 
Prom Wages, AFDe, Femd Stamps, EIC and Federal Taxes 

(to 1993 dollars) 

Number o( HoUTs Worked reI' Week At Minimum Wage Throughl1ut the Year 

Xear 20 HQllrS 30 Homs 1Q tiQUfS 

,
1972 $13,482 $14.002 $15,656 

, ,1980 11,479 12,870 13,792 

1990 9,830 10,467 11,509 , 
1993 (with EIC at fully phased-in 10,612 11,956 13,653 

,, , 19% levels) 

Percentage Change in Average Disposable income 
for a Mother and Two Children , 


i 1972-1993 ~28% ~27.4!i;', -24.0°/1} 


.Source: Department of Health and Human Services 

large decreases in the living standards of working poor and near-poor families with 
children, 

Beneficial Aspects of the Ele 

The 1986, 1990, and 1993 EIC expansions reflected decisions to help cushion the 
erosion of wages for Jaw-paid work, while pladng less emphasis on the minimum 
wage and ArDe as mechanisms to accomplish this goal, as well as a desire on the part 
of policymakers to make work more remunerative t.h.:,n welfare and bring families with 
a fun-time working parent doser to the poverty line. These expansions also reflected a 
recognition that with its faults, the EIC remains one of the soundest of the low-income 
lransfer programs. 

In designing income transfer programs, policymakers face if conundrum. If the 
benefit is means-tested and phases out 3S income rises, the program wilt inevitably 
create some work disincentive effects and probably also some marriage penalties. This 
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 prohibitively expensive. ThusT policymakers face trade-offs in designing these 
programs. 

The EIC differs from most other means-tested transfer programs in several 
critical respects. First, it 15 Jimited to those who worle Non-workers may not receive it 
It helps make work more remunerative than non~work rather than the other wily 
around. 

Second. the major EIC benelit - the FJC lor lamilies 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 
mc increases as earnings rise up to about $8,500 a year (for a famiJy with two or more 
children). The EIC benefit does not begin to decline until income surpasses $11TOOO. 
(These figures are in 1994 dollars.) It then declines at a more moderate rate than public 
assistance benefits do. 

The result is that the ErC rewards work and encourages those not working to 
enter the labor market It distinguishes 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 EIe 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. I also will offer some comments on several 
proposals to reduce EIe costs. 

EIC Error Rates 

EIe error rates are too high and need 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 Ere significantly more complicated for taxpayers and the IRS. 
Congress also should avoid changes that the IRS cannot administer or enforte, Such 
steps would almost be: guaranteed to increase the error rate further. 

We also need to be mindful of progress that has been made in reducing ecror 
rates as well as the substantial task that remains. In 1990, staff of the SenMe Finance 
Committee, the House Ways and Means Comrnittee~ 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 n 
significant share of the errOrs prior to 1990, The 1990 reforms also induded 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 Ere 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 lamilies indicated they were applying for the ElC or no!' 

These changes were significant The IRS audits in 1985 and 1988 that found the 
EIe error rate to be high discovered that one of the principal reasonS for the high error 
rate lay in a series of arcane IRS rutes on household filing status that few low-income 
families could understand and the IRS could not enforce. Under these rules~ a single 
parent with children could legally file as a head-of-household only if she provided 
more than half of her household's support. In determining whether she provided more 
than hall of the household's support, the parent was supposed to cakulate the 
household's total support and include in it any AFDC payments, child support 
pflyments, and the like the family received. The parent was then supposed to ca1culate 
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 
p"yments. Simjlarly, the parent w.as not supposed to count. as support she provided, 
any child support payments she received. It 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. 

Most parents assume a single filer is someone: who lives on his or her own, not it 
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
households instead, 

This contributed heavily to high ElC error rates since heads-of~households were 
eligible for the EIe 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 circumstances 
could claim children who lived with them as dependents. 

The Ele 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, 
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In September 1993, the GAO commented favorably on these changes, noting that 
"OBRA 1990 resolved the major administrative problems associated 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 afe no ronger 
djfferent eligibility rules for different filing 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 EIe claims,'" 

Also important was the requirement to file Schedule EIe Prior to 1991, families 
needed on! y to file a tax return (the 1040 or 1MOA form) to get the Ele. No specific EIC 
questions had to be answered, and no ErC-specific information provided, The EIC 
worksheet the IRS had designed was printed in the instructions section or the HMO 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 eligibHlty 
determinations. 

Examination of IRS audit findings identHied 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 EIe 
eligibility, induding information the IRS had never previousty received, is provided on 
the schedule. This gives the IRS more of what it needs to make accurate eligibility 
determinations, 

The GAO report took note of this change. "In the past," the GAO observed, "IRS 
returns processing procedures could not detect erroneous eligibility daims.. "in part 
because the tax return did not contain sufficient information, IRS also could not 
determine whether taxpayers who claimed the: credit were eligible for it if the 
taxpayers failed to provide such information as the chHd's relation to the taxpayer or 
the length of time the child resided with the taxpayer.'" 

'. ~Exactly 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 
sincelhese changes were instituted. (The 1993 GAO report also noted that the 1990 law 
created some new complexWes by adding two suppIemental EIe credits. One, the 
health insurance credit, was particularly subject to abuse. Both of these supplemental 
credits were eliminated in 1993.) 

J General Accounting Offjce, £Ilme!l Income Tftx Credit: Design nmt AdministraJum Coulll be Improved, 
September 1993, pp 58·59," 

4 GAO, p. ti, 
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The GAO on Problems Before the 1990 Law Changes 

In its 1993 report, t}le GAO elaOflrated ('In how SOUle of the problem5 in the EIC before the 
1990 law changes: 

",.,before OBRA, unmarried taxpayers w:th child:en had to file as heal: of hom.ehold or 
qualifying ~id(1w(er) with dependent child to get the credit. To qualify as a head 0: 
lll1u$Chold,'a taxp"yer had to provide over one-half the costs of mailHail,ing a hOll~ehold; a 
qualifying widow(er) had to provide over half the support of the dependent chjld. If 
taxpayers did not meet the support requirement but still claimed the bead of househ('Ild 
filing status. IRS could not detect these errors when processing tax returns. Similarly, 
err(H)eous E1C dainls thilt were based em ineligible dependents could nOI be detected when 
return" were pr~ed. The only way fRS cOldd detecl ale payments tha~ w.;re oa"ed on 
inaccurate retum i11rormatinn was to audit the taxp<l yef's return. 

"IRS also (OuJd not determine whetber taxpayers who claimed the crooit were eligible: (or it 
when they did not provide: complete EIC eligibility information on their returns, such a:; the 
relationship of the child or length of time the child resided with the taxpayer, These 
sih:i'\tion$ posed a di:emml1 for IRS. IRS could either ,,$S!IIile,that the taxpayer" were entitled 
tn theeredit or it could deny the credil3f\d correspond with the taxpayers fflr the mis:;ing 
information. If IRS granted the credil on the basis of incomplete iMormation.it had no 
assurance mat the taxpayers were entitled to it On the other hand. if IRS denied the credit 
and corresponded with the taxpayers for the mis$ing information, refunds would have been 
delayed Of some eligible taxpayers may nm have responded to IRS and would Jtot have 
received the credit. 

"Faced with this dilemma, rRS adopted returns processIng procedures that allowed mos.! 
tilxpayers who dilimed the credit 10 get it even though they did nOI pmvide all the necessary 
eligibility information on their returns ... .if flo taxpayer failed 10 pro\'ide information on the 
number of months the child resided with the ;axpayer or the relationship of the child to the 
taxpayer, IRS would still grant the creciL We e;timated that in about 21 percent of the EIC 
claims for tax year 19R9 ~presented by our sample C<1Se$. the credit W.;IS grali/cd e\'en tho~Jgb 
Ihe returns ,bad ir'.complete E[e eliglbillty infom~ati()n. 

"IRS was faced with a similar dilemma when taxpayers did not claim the credit b(lt appeared 
10 qualify for it on the basis of the income, filing status, and dependency information on their 
returns. IRS adopted returns proceS!>ing procedures to give these taxpayers the credit, 
instead of just informing them that they might be eligible rur Ihe credit. For tax year 19911, 
IRS gave the credit 10 about 564,00:.1 taxpaye~s who did not claim it. IRS dt.'Cs not have data 
on how many of these taxpayers were actually e11tilJed to the credit:., 

These problems were addressed by ihe cbanges in eligibility rules made in the 199(llaw and 
the inlroduc.:tiofl of Schedule E1C 

, GAO, pp. 5657. 
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The changes tn law passed in 1990, however, addressed only part of the 
problem. More remains to be done. I believe a large part of what is needed now 
entails major changes in how the credit is administered. I am encouraged that this 
year, the IRS has radically altered its processing procedures, The new procedures are 
somewhi'tt controversial, and it would have been preferabJe if the IRS hi'ld better 
prepared conunerciaI tax,preparers and taxpa~"ers for them. But the new procedures 
hold strong promise for significant further reductions in the error rate, 

Prior to 1991, the IRS did not even get the basic EIC eligibiHty information now 
contained on Schedule me. Up until this year, the IRS made limited use, before 
making EIe payments, of the inforrrmtion it did receive. Now this is'changing. 

Until this year~ the IRS processed the EIe almost solely based on information on 
the tax return~ without verifying any of this information before making payments. The 
validity of sodal security numbers for parents and children was not checked before EIC 
checks were mailed, No sodal security numbers were required for very young 
children, (This was due to statutory limitations,) EIC refunds were not held up while 
questionable information was verified, 

Now, sociat security numbers are verified before payment is made. me returns 
are scrutinized, and those subject to question on any of a number of grounds are held 
up, and further information gathered on them, before the EIC is awarded, In addition, 
legislation 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 number of cases since use of advance payments is 
very small}. I beHeve, but am not certain, that the IRS hn5 resojved this problem as 
werL If not, the IRS should institute procedures to check W~2 forms to determine if 
ndvance payments are made before issuing an EIC refund. I believe the GAO has made 
a similar recommendation. 

The EIC and Work incentives 

Important issues are frequently raised about the EIC and work incentives. Based 
on economic theory I it is generally assumed that the rue encourages work among those 
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working little or not at all while acting as a modest work disincentive for families 
whose income exc~eds $11,000 and whose EIC beneHt is reduced as their earnings rise, 

These issue~ are sometimes overs:mpllfled or mis'-'nderstood. We do not know 
whether the work ~isincentive effort is a significant one. For it to be, affected families 
wDutd need to understand how the EIe affects their marginal tax ratc, and it isn't dear 
that many do. If they know that they receive an Ere vvruch lowers their overall tax 
burden but are not aware of its effect on their marginal tax rate - which is likely to be 
the cflse for a large:number of families - the EIe could encourage rather than 
discourage them t~ work mor€', One recent analySis of labor market data finds that the 
me succeeds in in.:;reasing work among single mothers who have previously been out 
of the labor force and accomplishes this without diminishing work effort among single 
mothers whose EHZ benefits decline as their earnings rise,6 

Even if the Ere does have some disincentive effects upon the group of families 
whose EIe 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 Heruy Aaron, Director of Economic Studies at 
the Brookings Institution, at an American Enterprise Institute symposium on the Ele in 
1990, Reischauer and Aaron noted that the families encouraged to work more by the 
me are likely to be' quite different from the famiHes that may be encouraged to work 
less. The families ~ncouraged 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, ~y contrast, the families whose EIe benefits decline as their earnings 
rise - families with incomes over 511 ,000 - include a tnrge number of two-parent 
hmilies, Reischauer and Aaron emphasized that a major part of the Ele's effect in, 
inducing modestly:less work among families in this income range is likely to resuJt 
from the credit's effect in enabling one parent in married families in which both parents 
are employed to work a litHe less so she can spend more time with her children. 

Reischauer s:tressed that this should not be regarded as an adverse outcome and 
that it rnay be positjve 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 tittle with reduced work effort among married mothers in two­
parent working families - and producing a negative number on the ElC's net effect on 
hours worked - cduld confuse rather than illuminate this issue. , 

ReiscMuer'spoint is supported by data provided in a GAO analysis. The GAO 
estimated that the percentage reduction in hours worked os a result of the EIC is four 

(, Nad" Eissa (University of Callfornl", Berkeley) and Jeffrey 8, Uebmi'ln (Harvard University), "Labor 
Supply Response to tr,e'Earned Income Tax Credit," D€c:ember 5, 1994. 
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times greater among wives in two~parent families than among husbands in such 
families, In addition, the GAO's estimates showed no significant percentage reduction 
in work effort among single parents. 

It also is important to place the estimates of the rJC's effects on work effort in 
perspective. The conclusion the GAO drew in Congressional testimony in 1993 is 
noteworthy in this regard, The GAO testified: "rThe 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 on!y a slight disincentive to 
other recipients."7 

'fire Ele and Marriage Pmaftfes 

The issue of the EIC and marriage penalties is another complex area, The Be 
penalizes marriage for some and rewards it for others. It does not represent an 
unambiguous marriage penalty. In addition/ some proposals to reduce the marriage 
perudty are unwise because they would substantially lessen the EIe's work incentive 
efforts among poor single-parent families, diminish the attractiveness 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 me imposes a very Jarge 
marriage penalty. The example most commonly cited involves two potential marriage 
partners who each are custodial parents with at least hvo children living with them and 
each eMn about $11#000. This hypothetical case does not provide the best basis for 
policymaking. It is the hypothetical case in which the marriage penalty 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 five with at least tv.,.·o children and each have incomes in 
this range. ~ost male single parents are not custodial parents and arE' not eligible for 
the EK - and thus do not Jose any EIC benefits if they marry. 

Census data indicate that of all marriages that occurred in 1990,/eloer ihan twa­
tenths ofone percent illvolved a man with /'W'O or more children marnJing awoman witlI two or 
more children. The likelihood of such a. marriage in cases in which both parties are 
custodial p",rents and also have incomes around $11/000 appears to be close to zero. 

7 GAO testimony before the Sub<;ommittees on Select Revenue Measures and Human Resources, House 
Ways and MetHI!;; Committee, March 30, 199.3. 
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This does not mean the marriage penalty issue is not stgnlficant but that more 
reasonable examples shou1d be used in discussing the issue. The most common 
example in which the Ele 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 chJld or receive the Ele. The EIC that such a couple would receive if they 
marry could be 10wer than the Ele the mother currently gets, If a single mother with 
one child who earns $5,000 working part-time marries a male earning $10,000, the ErC 
benefit in 1996 would drop $82.' If she marries a man earning $15,000, the ErC would 
decline $881. 

If the mother earning $5,000 has two children, marrying a man earning $15,000 
would cause a smaller EIC loss - about $200. And if such a mother marries a man 
earning $10,000, the EIC benefit would illcrease about $850. 

On the other hand, if the mother earns $10,000 herself and has two children, the 
EIC benefit 10s5 becomes Jarger. For example, if she marries a man earning $10,000! the 
loss is $1,760. 

The EIC thus can penalize marriage. What is less welJ known is that it also can 
reward marriage substantially. The EIC offers a sizea,ble marriage incent1ve to a singh~ 
mother who has no earnings and receives AFDC. This is Significant, since marriage is 
one of the principal routes out of welfare. 

In the absence of the £Ie, a mother on AFDC who does not work and is 
contemplating Inarrying a man with low earnings risks losing a great deal. If she 
marries, she and her children wm become ineligible for AFDC and also lose some of 
their food stamps. In addition, she likely will become ineligible for Medicaid. 
Depending on her children'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 ETC helps to offset these losses and ease these penalties. By marrying, the 
couple will gain ari ElC benefit of up to $2,157 if they have one child and up to $3,564 if 
they have two Or ~ore children. This will partially - and in some states. whoUy ­
make up for the mother's loss of APDe benefits when she marries. 

For poor single mothers with little or no earnings, the EIC thus significantly 
lessens the marriage penaUJes in the welfare system. It provides these \ .... omen an 
incentive to marry and leave welfare, This point is sometimes overlooked when the 
EIC and its effects on rnartiage are discussed. It is not <1ccurate to speak of the EIC as 

S All flgures in ti,lS analysl~ nfC for 1996, when the me eX?<1.llsion-s (;Ililcted in 1993 are philsed in (ully. 
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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 greatt:st concern for encouraging marriage, 
single rnothers on welfare. 

CHANGE IN EITe BENEFITS IF MARRIAGE OCCURS 

Mother Has One Child 
, 

Male's Earnings are 

Mother's Earnings 
, 

$5,000 $10,000 $15,000 

° +1,376 +2,157 + 1,618 
, 5,000 +133 ,82 ,881 

... ­, 
10,000 -863 -1,338 -2,137I , 

Mother Has Two Children 

Male's Earnings are 

Mother's Earnings $5,000 $10,000 $15,000 
, 

, 0 +1,676 +3,564 +2,854 
I 5,000 +1,240 +854 

, 
-199, 

Ii 10,000 -1,034 ,1,763 -2,816 

, 

, 

i, 

, 

I 
! 

,, 

Reducing tile Marriage Penalty 

.one option recently suggested to ease the marriage penalty is to restructure the 
me in a budget-neutral manner so Ere benefits for two-pacent famllies are essentiaUy 
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 f<1mily with the same income 
and the same number of chHdren. 

This would eliminate the marriage penalty for some of those for whom the me 
now creates such a penalty and Jessen the penalty fol' others among this group, But in 
so doing, this change would have other~ undesirable effects. If the credit for two-parent 
families is to be made t\vice as large as the credit for single-parent families and this is to 
be done without increasing its cost, the credit provided to single-parent working 
families - most of whom are low-income families working at low wages and not 
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collecting AFDC ~must be cut sharply. The result would be to lessen incentives to 
leave \,velfare for work The problems that would result from restructuring the EIC in 
this manner are significant. 

• 	 Such an approach 'Would ru:a'Ssitutc making l'Wowparent families willi incomes 
well above $30,000 eligiblefor llie Ele To provide larger credits to two­
parefLt families, the maximum credit for these families would have to be 
raised substantially. As a result, the income level at which the credit 
phased out entirely would have to be increased as well; otherwise, 
bene'fits would be reduced too rapidly (IS 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 limit 
for two-parent families would have to be raised substantially, probably to 
somewhere in the $30,000 to $40,000 range. 

As the EtC 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 credit's income limit is raised, the credit becomes much 
more costly since it rapidly increasing number of families gain eligibilily 
for it This means that as the EtC income limit for two-parent families 
rises, the credit for single~parent families must be cut still mOJ'e sharply to 
pay for it. 

• Iru:enfl'ves for families to leave welfiirl.! for work would be reduced 51:>?mficafltly, 
With me benefit levels for single-parent working families being cut 
sharply, the incentives for parents to leave welfare for work would be 
lessened, Poor single-parent families who work their way off welfare 
"",auld receive substantially 5maller me benefits and have less after-tax 
income lhan under current iaw,. 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, 

• 	 Bil/iolts il1 Ele resources would be shifled from working poor families and their 
children to middle-incomefamilies, 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 singi>:!-parent families account 
for more than two-thirds of the EtC families with incomes below $10,000 .. 
while two-parent families constitute a majority of the EIC families with 
incomes above $20,000. The effed of reducing the EIC for single-parent 
families, increasing it 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 singie-parent working families to two~ 
parent families in the middte~lncome range, 

Both the effect of the Ele on marriage and efforts to ease the marriage penaJties 
are thus more complex than they may initially seem, This is a thorny area in which 
policy should move with caution. 

Assets 

Another question is whether ~lssets limits should be induded in the EIe 
eligibility criteria. On the- one handr 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 H,R, 831 addresses these issues in a reasonable way. I 
would, however, recommend one modification to H.R 831. 

The $2§350 limit on interest, dividends, rents and royalties should be indexed. 
Otherwise, this limit will erode in real terms over time and compel families with a 
legitimate need for the ElC to stop saving and consume enough of their liquid assets 
each year to remain eligible for the IDC Also, as the $2,350 limit erodes each year, it 
will disqualify families with steadily lower amounts of assets. I 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 
for such legitimate reasons as sending a child to college~ purchasing a home, Or meeting 
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 IDC (if their modest as,",ls simply keep pace with inflation) and 
"dissnving" SO they remain below the EIC limit. (Also, homeowners are not 
disqualified for the IDe, and it would pose equity problems to disqualify those who are 
saving so they can purchase a modest home \vhile those who already own such a home 
can receive benefits,) 

The Ele and Inflatio" Adjusirllellis 

The final proposal r would like to examine is n proposal recently suggested by 
Senator Gregg to halt indexation 01 the ElC I commend the effort to determine if the 
Consumer Prke Index is overstating inflation and, jf 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 deductionr and tax brackets) and many 
entitlement benefits, induding Social Security, 

But ending!the indexation of the EIC would be a unwise course to {ollo..,\.I. It 
would diminish the effectiveness of the EIC and, over time, result In substantial tax ,
increases for large, numbers of low-income \vorking families with children. MiHions of 
working poor and, near-poor families \vould find that if their earnings simply kept pace 
with inflation, the!r payrolllaxes would rise each year while their Ere - \vhich is 
intended, in partt to offset payroH taxes - dedined 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 inflation on 
their tax burdens ~hile working poor and near~poor families faced substantial tax 
increases. 

This proposal also would be inconsistent with welfare reform goals because over 
timet 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 Fed,,,,! Tax Code 
, 

Ending the indexation of the EIC would violate a principle advanced by 
President Reagan ~nd enacted into law in the 1980:; - that the basic features of the 
income tax code snould be indexed so taxes do .not creep up for \'Vorking families 
whose incomes are rising only at the pace of inflation. It was President Reagan who 
proposed the EIC be indexed for inflation. 

In some ways, indexing is even more important in the Ele than in the personal 
exemption and stapdard deduction, Indexing those two features of the tax code keeps 
a family's tax bur~en constant as its income rises with inflation. For certain ErC 
recipients, this is the effect of indexing as welL But for miUions of other Ele 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 Ele benefits of.milHons of low-income working 

families because of basic features of the EIe's design, The: EIC is phased out above a 
certain income threshold. For a family with two or more children, the threshold win be 
about $11,600 in J"!96. For every dollar a family earns above $11,600, the EIC is 
reduced 21 cents. This income thresho1d is indexed for inHation. 

I 
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The Structure of the EIC and EIC Indexing 

The structure of the E1C includes an "upslope," a Nplateau," and a "downslope." for each 
doll\'lr a family earllS tip to a certain level. the value of the EIC is increased. In a family with 
two or more children in 1996, the FIC equals 40 percent of earnings fm each dollar this family 
cams up to $8,910. Thus. a family with two children and eaTliings of 55,000 would receive a 
credit of $2,000. A family eaming $8,910 would receive a credit of $3,564. 

As the family's income rises above $8,91Of the fie remains constant (at its maximum level 
of $3,5(4) until income rcaches $11,639. This is the p](lteiHL 

Once a famlly's income passes $11,630, the EIC drops by 21.00 percent ~ or about 21 
cents - for e<'lch (Iaditiolla] dollar u( in<:nme. This is the downslope. When family income 
re(lches $28,.550 the value of the credit falls to zero. 

80th the dollar level at \vhlch fhe EIC stops increasing as earnings rise ($8,.910 fN a family 
with two or more childr~n U) 1996) and the dollar level at which the Ele statts falling (1$ 

income rises ((lbOllt $11,630 in 19%) are indexed for inflation. ThiS indexation feature or the 
EIC was proposed by President Reagan and enacted in 1986 as part of that year's Tax Refom1 
Act. 
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If the indexation feature is repealed, n family with income at Qr above 511,600 
whose jncome rises at the rate of inflation wiU find that its EIC [aUs in absolute terms 
(i,e., not just in inflation~adjusted terms) even though the family's purchusing power 
has not increased, This family also will owe more in payroH taxes. For each dollar its 
earnings rise, its payroll tax will increase 7.65 cents while its EIC drops 21 cents. 

These effects are illustrated by the following examples, which use CBO'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 it littie 
less. than 75 percent of the poverty line. The EIC the family receives 
bridges part of this gap. Alter the family's ErC and payroll taxes are 
figured in/ the fnmily'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 
wa.ges keep pace with inflation, its payrOll taxes and il<; EIe rise with 
inflation as well- and the family's income, after taxes, remains at 90 
percent of the poverty line. 

But if the me is not indexed and the family's income keeps pace with 
inflation, its EIC will decline while its payroH taxes are rising and the 
poverty line is increasing. After five years, if the family's income simply 
keeps pace with in11.tion, its ErC will have fallen $460 below what the 
family received in 1996, while its payroll taxes have c1imved $167, 

• 	 Near~poor families would be affected as well. Under current law, a 
family with two children earning 520,000 will receive an £IC or 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 federai income tax liability of 
$430.) Under current law, if the family's earnings rise to 520,680 in 1997 
- an increase eqUid to the projected inflation rate - its EIC also will rise 
in tandem with inflation, to $1,860, 

If the EIC is not indexed, however, the family's ElC will faU from 51,800 
in 1996 to $1,660 in 1997, a $140 decline, The EIC will fall because the 
family loses 21 cents of its ErC for each additional doUar of income, 

At the same time that the family's mc would 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 pflssing year. If a famiJy's 
income simply kept pace with inflation and the Ele was not indexed, the 
family with income equal to $20,000 in 1996 would receive an EIC five 
years later that was $767 smaller than the Ele it received in 1996. Its Ele 
would be $1,094 lower than it would have been had the Ele been adjusted 
for inflation. In real terms, the purchasing power of its EIC would decline 
by 51 percent in only a five-year period even though its real income had 
not risen at all. 

Working poor families at stilHower earnings levels, such as those working full 
time year round at little mote than lhe 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 f<lf 
below the poverty Hne, 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 
power of its Ere will erode. After five years, its Ere will have lost 15 percent of its 
purchasing power. After 10 years, the purchasing power of the famity's mc would 
have faHen by 32 percent. Meanwhile. the family's payroll taxes \-I/ould have increased 
every year, and the poverty hne would have risen. The family would have fallen 
steadily deeper into poverty. 

Ending the indexation of the EIC consequently would make milIions of working 
poor families with children poorer over time. It also would turn a steadily increasing 
number of near~poor working families into poor families, by pushing them below the 
poverty Jine, and reduce the Ele for millions more who work hard and Me modestly 
above the poverty line. 

Ending the indexation of the Ere would be inconsistent with the goals of 
"making work pay" and promoting work over welfare. If the me is not adjusted for 
inflation~ as its real vaJue declines, the gain from working at a low-wage job rather than 
relying on welfare will erode. 

Failure to index the me would undermine the EIC's effectiveness in one other 
way'as well, by weakening the work incentive features of the credit Currently, 
famiHes earning $10,000 or $11,006 a year do not face an increase in their marginal tax 
rates when their earnings rise with inflation. But if HIC indexing ends, such families 
would be pushed above the point where their Ere begins to drop 21 cents for each 
additiona.l 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 dedine as earnings rise. To raise their 
marginal rates another 21 percentage points due to failure to index the EIe could raise 
their marginal tax rates to disturbingly high levels. 
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Finally! ending mc indexation would be inconsistent with other Congressional 
action, There is no discussion of ending the indexation of other features of the tnx code 
such as the personal exemption, the standard deduction, or the tax brackets. In 
addition, the House of Representatives is Ukely to pass legislation to index capital gains 
tax benefits. Some policy makers also are proposing various tax cuts. It is difficult to 
discern how ending EIe 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 not. 
(Furthermore, if EIC indexation is ended while various tax cuts also are approved. low­
income working families would face tax increases while families at higher income 
levels received ta~ cuts.) 

Other Proposals 

Finally. I ",ould offer brief comments on several other proposals. , 

• 	 There are arguments both for and ag(linst including Social Security in 
adjusted gross income (AGI) for purposes of determining eligibility and 
benefit levels for the Ere. ErC 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 flot be 
enforceable to any substantial degree. The result would be higher error 
rates an.d further damage to the EIC's integrity and reputation.. 
Furthermore, attempting to count child support payments in this manner 
wm~ld cause double-counting of income, since non-custodial parents pay 
income tax on the intome from which child support payments are made. 

• 	 I wO,uld strongly recommend against reinstating the type of complex, 
error-prone rules that contributed to high error rates in the 19805 and 
were repealed in the 1990 reconciliation act. This includes rules such as 
the "support test," which is largely unenforceable. 

• 	 To further reduce error, I would urge consideration of a proposal made 
several years ago by Senator Packwood, and praised by Ihe GAO, 10 
modify 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 
IDe purposes, This would simplify tax rules and should reduce errors in 
both the EIe and the personal exempHon areas. 
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Conclusion 

While steps have been taken in recent years to reduce EIe error rates, more 
needs to be done. Some other EIC changes also warr;;lnt consideration, 

We should not, however, lose sight of the EIC's virtues. The mc is boosting the 
incomes of millions of poor and ncaf-poor families with children that arc working and 
staying off welfare, With the steady erosion of wages for low~paid work over the past 
20 years and the likE'ly continuation of this trend in the future, the Ere is a critically 
important element of the tax code, The EIe also provides an important underpinning 
for welfare reforms to move families from welfare to work. It is part of the welfare 
reform strategies of policy makers such as Governor Engler of Michigan. 

In addition, the EIC has helped change the tax system into a system that helps 
Eft working families out of poverty instead of pushing more working families into 
poverty. The Department of Health and Human Services testified that in 1984, the tax 
system pushed into poverty 1.8 million pea pte who lived in families with children. 
When the recent Ele expansion is fully phased in, HHS estimates the tax system will 
lift more than two million such people out of poverty. 

The EIC needs significant improvement to reduce error and fraud. But the Ere'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 E1C reform agenda. ' 
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'f,; ~.~ CENTER ON BUDGET 
~~, Ii AND POLICY PRIORITIES 

ASSESSING THE GREGG OPTION TO END THE INDEXATION OF 

THE EARNED INCOME TAX CREDIT 


Senator Jud~ Gregg recently outlined a series of options fo[, entitlement reforms, 
including a proposal to scale back the earned income tax credit (EIC). According to 
materials that Senator Gregg has distributed" his Ere options would reduce the credit 
by $27 billion over five years. 

A reduction of this magnitude would reduce Ere expenditures over the five~year 
period by almost 20 percent. These cuts would grow steadily larger with each passing 
yertr. By the fifth year" they appear to constitute a reduction of considerably more than 
20 percent. 

The Gregg optiofls include proposals contained in the Clinton bUdget to bar 
families with sign1ficant interest and dividend income~ as wet! as illegal immigrants, 
from receiving the EIe. j It also includes Clinton budget proposals nimed at reducing 
error and fraud. These vnrious Clinton budget proposals save slightly more than $3 
billion over five years, The bulk of the savings in the Gregg proposal, however, stems 
from ,mother EIe option - eliminating the "indexation" of the EIC,2 Indexation is the 
process by which the amount of the ElC is adjusted each year so its value does not faU 
- and taxes on the working poor do not rise - when their earnings simply keep pace 
with inflation. 

This component of the Gregg proposal would serioust y diminish the 
effectiveness of the:mC [Hld, over time7 result in substantial tax increases for large 
numbers of low-income working families with children. Millions of working poor and 
near-poor famtlies would find that if their earnings simply kept pace with inflation, 
their payroll truces ~ould rise each year white their EIC - one goal of which is to help 
offset 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 t(l.X code tire indexed, higher-income families would continue to 

I A verSit1n of the prt';posall,) make f<lmilie$ with $l~l\ificant i!itere~>t and div:dend ili(:mH.' ineligible fm 
,he elC hit;! pil$ed both th, Senate {lticl the HOwie fllld I:; likdy h) ber.ol1l!! law snoll, Tlw :;avlngB frPm this 
propnsa: wiU he:p pay {or the extensilln llf :he hea::h in::;ufilllCC tax deduction fpr tI;c ),t'lf·clliployt:tt The 
vef$i,11l (If this me prnp(l$al thl'lt O'llWC~~ I::; expected" tn "PP:I\vC is more rcstrk~ivc than tilt! GiI'ton 
prOPI)::;,ll, 

2 II is Hilde(\( if elimillating. indexing in 19% will provide $24 biJii,11l1n ;;(\vill;i];s over five years. The 
option:> paper does not describe how it <irrive<i at the $27 billion fi~lIre. 
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be shielded from the effects of inflation on their tax burdens, while working poor nnd 
near-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 politknl spectrum by conservlltives and liberals 
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 p«ssing year. 

Finally, this proposaf would undermine bipartisan welfare reform goals. Over 
time~ it would reduce the advantages of working rather than receiving welfare. It also 
would sh.:'1fply 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 be inconsistent with a prindple 
advanced by President Ronald Reagan and enncted 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 risJng only at the pace 
of inflation. As part of the tax legislation signed by President Reagan in 1981 and 1986, 
fundamental features of the income tax code - such as the standard deduction, the 
personal exemption, the ElC, 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 its income rises with inflation. For certain Ere recipients, this is the 
effect of indexing as well. 

For millions of EIe families, however. indexing the credit also serves another 
purpose. In addition to ensuring that the value of the Ele keeps pace with inflation, 
indexing also ensures that the actual doBar level of the: mc these families receive is not 
ntdiiCed when their income rises at a rate equaj to or fess than the inflation rate. Most of 
the families who would face cuts in their ErC if it is no longer indexed are families th(\t 
work for modest wages and do not receive welfare. 

Indexing avoids (uts in the Ere benefits of millions of low~income working 
families because of basic features of the EICts design, (Sec the box entiHed "The 
Structure of the ErC"). The EIC is structured in &uch a way that it is phased out above a 
certain income threshold., For a family with two or more children, the threshold will be 
about $11,600 in 1996, For every dollar a family earns nbove $11,600 the me 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 olmpos-itioll of a hi)tI~eh(lld. Famil1\:!s 

with two Or more children can qualify for the large:>! EIC. (F;Hnilies with (jne child CRn 

qualify for a snvlHer - but still $lgnificant - RIC W\lrkers with very low incot'lll:s fllld no 

chitdren can qualify for a very ~maH EIC.) 


The basic stmcture of the Ere indudes an "upslope," a "plateau," and a "down~lopc," 
For each doll<lr a f3!nUy C;;Irns up to a certain level, the vallie of the EIC is- increns-t>d. In a 
fmnHy with two or more children jn 19%, the EIC equals 40 per.cent of earning:> for each 
dollar this famlly earns up to $8,910, Thus. a family earning 55,000 would receive a credit of 
52,000. A famify earning $8,910 would receive A credit of $3,564. 

As the family's income Ft."es above $8,910, the EIC remains constant (at its maximum level 
of $3,564-) until inet:me reaches $11,630. Thl:::; is the plateau. 

, 

Once n family's-iincome pa~$es $11,630, the E!C dmp::> by 21.06 percent - or 21 cents­


for each additionAl ~(lHar of income. This is the downslope. When family income reaches 

$28,550 thf' va(ue of the credit falls to zero. 


. I 
Both the doUar level ttl which the EIC stoP$ increasing as earnings rise ($8,910 for tt family 

with two or more children in 19%) and the dollar level at which the E1C starts falling CIS 

income rises (about $l1/uO in 1996) are- indexed for inflation. This Indexation feature of the
•EIC was proposed by President Reagan and enacted in 1986 CI$ part of that year's Tax Reform 

. Act. 

Fftlcral RIC Iklldit $tnldure For 1·'amiliCll 

With Two or M!lt~ Childn:o, TliX YClir 19% 
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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 credH it 
receiyes will fall in absolute terms (Le., not just in inflation-adjusted terms), even 
though the familts purchasing power has not incrensed. This f<imily also will owe 
more in payroll taxes. For each dollar its earnings rise, its payrolHax will incre{lse 7.65 
cents while its Ele drops 21 cents, 

These effects can be further illustrated by the following examplesr all of which 
use CBO's projected rate of inflation of 3.4 percent per yeaL 

• 	 Consider the case of a family of four with two children and earnings of 
$12,000 in 1996. This fa milts earnings will leave it more than $4,000 
below the poverty line next year; stated another way, the family will be 
below 75 percent of the poverty line. The EIC the family receives bridges 
part of this gap. After the family's EIC and payroll taxes ilre 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 EIe both rise with 
inflation as well. As a result, the family's income, after taxes, wHl remain 
at 90 percent of the poverty line. 

But if the Erc is not 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, jf the fomily'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 climbed $167. Its 
EIe 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 mc of about 
$1,800 in 1996. (The family's credit will largely, though not entirely, 
offset the family's payroll taxes or $1,530 and its federal income tax 
liability of $430.) Under current law, if the family's earnings rise to 
$201680 in 1997 - an increase equal to the projected rale of inflation - its 
EIC will also rise in tandem with inflation, to $1,860. 

If the EIe is not indexed, however, the family's Ele will fall from $1,800 
in 1996 to $1,660 in 1997, a $140 decline. (The Ele will fall because the 
fantiJy loses 21 cents of its Ere for each addWonal 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 famity's 
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income would not have risen faster than inflation, its net tax bill would 
increase both becRuse its EIe would drop and its payroll taxes vl/ould rise. 

• 	 This effect \\'outd 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 EITC !ive 
years later, in 2001, that was $767 smaller than the mc it received in 1996, 
Us ErC would be $1,094 lower than it would have been if the ErC had 
been'adjusted for inflation, In reat terms, the purchasing power of its EiC 
would decline by 51 percent in only a five-year period even though its renl 
income had not risen at all. 

Similar problems would arise for families now earning just below $11/600 n yenr. 
Currently, families with two or more children and income between $8,900 and 511,600 
are on the so~called EIC "plateau" where: all families receive the maximum EIe. If the 
ElC is no longer indexed, however, a family that earns $10,000 or $11,000 and whose 
income $lmply rises in accordnnce with inflation will not only have its Ere erode­
because the maximum EIe declines in purchasing power - but it also soon will be 
pushed over the $11,600 point and start to have its EIC tut as its earnings keep pace 
with inflation, Under current law I this family would not face EIe reductions because 
the $11,600 level is adjusted annually for inflation, 

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 million families are projected to have incomes that place them at the very 
end of the "plateau" or on the "downslope" of the EIe. 

Working poor families at sHU-lower earnings levels - such as those working fuU 
time year round at little more than the minimum wage - also would be adversei}' 
affected, Consider a family that eatns $4.50 an hour in 1996, or $9,000 a year, and is far 
below the poverty line. If the fnmily's earnings keep pace with inflation, its EIC will 
rise with inflation as well under current law, If indexing is eliminated, the purchasing 
power of its EIC will erode, After five years, its mc will have lost 15 percent of its 
purChasing power, By the end of 10 years, the family's me would be $1,610 below 
what it would have been if the EIC had been indexed to inflation, 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 also 
would have risen each year. The family would have fallen steadily deeper into 
poverty. 

In short, ending the indexation 01 the EIC will make millions of working poor 
families with children significantly poorer over time~ turn a steadily increasing number 
of near-poor working families into families that are poor by pushing them below the 
poverty line, and reduce the EIC for milHons more who work hard and nre only 
modestly above the poverty line. 
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2. 	 Ending the indexation of the EIC also would be inconsisten~ with the goals of 
#'making work pay" and promoting work over welfare. 

If the EIe were no longer indexed for inflation, the goal of ensuring that full­
time workers are not poor wouJd~ as ttme went by, become further from reach than it is 
today. In addition, the relative advantages of work over welfMe would diminish. 

In the past, basic means-tested benefits rose over time, although taken together 
these benefits rose more slowly than inflntion, If the EIC is not adjusted for inflation, 
the gain from working at illow-wage job rather than relying on welfare will erode over 
time. 

Failure to index the ErC also would unde::mine 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 rMes 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 EIe remains constant. But if EIC indexing ends, such families would be pushed 
above the pOint where the me begins to drop more than 20 cents for each additional 
dollar earned, Stated another way, the marginal tax rate these famHtes face would rise 
by more lhan 20 percentage points. 

Some of these families already face substantial marginal tax rates because they 
receive other benefits such i\S food stamps that decline as earnings rise. To raise their 
marginal rates by more thnn 20 percentage points due to failure to index the EIC could 
mise 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 Ele also would be inconsistent with othel' 
Congressional action in several ways. There is no discussion of ending the indexation 
of other features of the tax code such as the personal exemptJont 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 
AmericaI1S. Some Members of Congress also are talking of cutting taxes for an array of 
groups ranging from middle- and upper~incorne families to major corporations and 
investors, 

It is difficult to discern how ending EIC indexing fits in with these other policies 
unless the principle is either that wealthy investors nnd 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 mise rather than lower taxes so tong 
as low-income working families are the ones who bear the tax increases. (It ::.houtd be 
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Is the EIC Out of Control? 

A prindpnJ argument the Gregg task force report milkes ftlf taking $27 billion (Jut of the 
EIC is that the me i~ "nut of c(llltrol" and as a result, there will be "!)ignificant !llng~tl:rtll fbcill 
hemorrhaging unless action is taken to contain [the E1C]" <lnd to "restrf'lin its unsust<linable 
rates of growth." The: conclusion that the EIC is out!Jf control and will C~l!ltimH.! to grow <It 
unacceptable riltes unlC!$s action is taken is based on the fact that the E1C bos grown ilt rnpid 
rates in recent reMS. 

This part of the Gregg report, however, reflects some misunderstanding of the callses and 
duration of EIC growtll, The Ele is no! out of cOlltrol. It was expanded at the request of 
President Reagan in W86, and on it bipartisan basis in 19t)O, with strong support from 
President BU$h and C,mgressionalleaders of buth parties. A final expfllls:on wa" proposed in 
1993 by President Clinton and enacted, The 198(; and 19'-)0 expansions phased in nver several 

ii years, creating high rateS of EIC growth in the late 1980s and early 19~Os. Simjlnrly, the lY93 
expansion b: now phasing in, 

Orlce the 1993 exptmSiOIl is phased ill fully, substalltial EIC growth wiiliJaiL CSO forecasts 
that after 1997, the EIC will grow <'It less than 4.5 percent, with growth in 1999 less th"'l\ in 
1998. This modest growth is due largely to inflation, As a percentage of the Gross Dume:;tic 
Product, EIC costs will declille after 1997, according to the CBO fon;ca~t, This is a far cry from 
the ~ituation in programs such as Medicare and Medicaid where rapid rates o( growth persist 
indefinitely and d\: !lot prif11<'lrily result from specific (ederal decisions to expand the 
programs. 

noted that if EIC indexing js ended and a child tax credit is established or the personal 
exemption is raised, most lQ\.\'~income working families with children still will end up 
worse off - and facing an increase in federal tax burdens over coming yenrs when 
payroll taxes are counted - because their incomes are not high enough to benefit from 
a non-refundable child credit or <'l rise in the personal exemption.) 

4. The Earned, Income Credit and the cpr 

Finally, in the context of ending the indexation of the Ere, the point mny be 
made that the Consumer Price Index appears to overstate inflation by a fraction of a 
percentage point per yeflr. But that affects all benefits and components of the tax code 
that Me indexed by the CPI - Social Security, federal retirement benefits, the tax 
b:nckets, the personal exemption, and the standard deduction, as well as the me 
Action taken to address this m<'ltter should affect all indexed tax and benefit provisions 
in the same manner. That the CPl may modestly overstate inflation does not provide a 
strong rationale for singling out the Erc and ending all inHation 3djustment in it. 
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EXEMPT[ONS AND ~ O"{.. 
DEPENDENTS "FRAUD" ON TAX RETURNS 

: Federal law requires a "social security" number on a tax return for a dependent/exemption 

allowance. 


When this new anti~fraud law was enacted in 1986 it saved two (2) billion doIlars "per year" in 

phony adult exemptions/child exemptions that djsaPJ;~ff federal tax returns. 

: The lRS always had the power and authority to implement this identification requirement lo.ng 

~ the 1987 on tax return filing period. 

; Fortunately, one lJ.S. Senator on the Senate Finance Committee made it statutory law, because 

the IRS failed to request this information although advised to. 


PROBLEM: 

: Today, child and adultcand earned income creciit.)exemption and ~endem tax fraud on federal 

tax returns ate again a problem on the rise because 75 millions ofAmericans are now mostly on 


. government grants i.e, veterans (VA) benefits/full state workmen's com~nsat.ionlfede:ral SSU 
suoplemental security incomef SSA/fun social securitylhorne relief (etcJfull unemployment 
benefits, yet, are being fraudent1y claimed as exemptions/dependents by third party non~relat.ives 

,and relatives that frequently dq not reside together. They do it with a social security number. 

dependent"
SOLUTION: A short exemption "question" aNother grants on federal tax returns in 1995 eQuid 
be included. 

Since IRS Form 1040's question No.6 (c)(2) will no longer be necessary on 1995 tax 

returns (due to a change in law) then please substitute briefly, in place of the current 1994 tax 

question, ·No. 6 (c)(2) the following: . 


a) "List dependents Gov!t grant' CTax instruction booklets can use 

initials (see page -.J initials i.e. VA,SSA,SSI,WC,ADC, 


Pension, rn JaiL) 

or 


b) "Enter dependents Gov't grant 

status (see page .-J 
, - or 


c) "Itemize dependents Gov't grants" 

(see page...J 


WHY: Since President Clinton andlor Congress are going to increase the IlvaJue" of exemptions! 

dependents with" new tax: credits and other credits, exemption fraud wiU become morc costly, 


• ' > o~T 

GOV'T SA vrNGS: Estimated two billion dollars in the first year if IRS acts witb,waiting for 

Congress. 
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IRS l.hto ~ ""I _It 0' I~ '" 11'110 _.' 

.Label 
. '9 OMe No. 1S4S-0074:: 

~" 
, 
AinstlUCtm . ,

on page lZ.} 
Spous.', aoeifll ~unty number., 

Use the IRS 
, i i . 

...... w 
Otherwise, , 
please print •• 

IApt. no, For Privacy Act and . 
Paperwork Reduction 
Act Notice. see page 4 • 

Presidential '--'-!:-_:-___-:______-:_________________1-YcM"-r:~NO.'i: ::1:'=;:: ­
Elet1iol'J ClImp.aign ~ 00 you want $3 to go to this lund? , ••• _ " ' fA<: M mtlIlCB your 

or type:. 

(See page \2.) , II a joint return, does your soouse want $3 to go io ihls jund? . > •• rnfurd, 

•
1 

Filing Status 
(See page 12.) 3 

4Check only 
one 00)" 

5 

Exemptions 
(See !Wf!e ;3.; 

If MOrt'! than six 
oopendents, 
see page 14. 

IncomeA_. 
Copy a of your 
Fn!1T!$ W~2. 
W·W, .-md 
1099'~ here. 

If you did not 
gOI a W·2. $00 
pago 15.' 

enclose, tM <10 
not aUach, lin;' 
payrn(!tlt wllh 
your (o\vrn. 

Adjustments 
to In(;ome' 

Cat No. 12598V .: . :' . 

"."b- liRA', (s~ pag& l!}j ;"', . 

24'" ':~~T~~,: ' . " Attacn Form 39,03 or 3903-F 

Caution: SefJ ~. Ono-Mtf 01 $elf-t')mplo~nt tax . '. • 
instructions • .... 26 SEllf«lrnp!oyeQ hoolth 'insurance doouetion isee page 21} 

27 "Keogn "re:ife'rootd p:an'"and s$lt'lfflIph;!,y~;'~i SEP deducmm 
28 Penalty en early wilhdrawal of savings: .', . 

• 29 Aimony pa;d. Recipienl'$ SSN ... / ~. ~ 

. 
I 

3Q Add '''''', "'" _" 29. ",,,,,-... """ tota" 
I 

• 3Q 

" 

" 

. 

.. 
Gross .' '. , 

--1 	Single ". .' .' 
_' 	Man<,ed llimp join! retJm (even it only one had mcome) • 

~ 	MII'I'ied Uitlg ~l1!e retum. Erler spww's sodal !lCC\..rlty 00. ~ am! lull ~ nere.... 

i"<eild of l'Ioll$E!hcld (with qualifying pOtOOtlj. (Seepage 13.J If t/'.;t{)\);1llfying person is a chile but not your dependent, 

el"<W thiS child's'name here." -;--;--,.77..........__.....7-..,:-:-;:---;-;:-_,.--;:-;------- ­-
Oun:ltying widow(e:-j w:!l1 deoel'dent cnild {yea: spouse d:oo'" 19 l. (Soo page 13.) 

.lImlwllb1ttll 
• diet! t lin wlttl 

, yoIi dliill. 
. 1I1¥Wt. or 

,::~:f4~" 1m, 
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Earned Income Credit 
(Qualifying Child Information) 

rhe Earned Income Tax 

", 

To Qualify for Federal 
'·EIC 

• You must r.ave worked aod earned some In­
come du(lng 1994, 

• Your eamed tncame and yourtooaral ad~ 
lusted gross Income must each be !ass !han 
S23.755If you are a worker with OM 9uallfy~ ,
log eM». !au lhan S25.296 11 you VQ \WO 
\5'I"more qcallfylng ch!.ldran, 0( less than 
S9000 If you havo ruidupenci.an'i Cftlldron. .' 

• ToquailtyfotEiCanhedapandant:chlld':- '_' 
level, you must M.1i? at IMS! on? cOilS whO!. '; 

• I, Your son:da'ughter, adopt.od ehll~. <c. 

grandchlk( stepchild or foster chlId:;' ~ .:~'. 
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THE :-;ArIONAL ALLIANCE '10 END IIOMEU:SSN.:SS, Il'OC. 

, 
October 7, 1993 , , 
Mr. Bruce Reed 

Deputy Assistant to the President 


For Domestic Policy 

Executive Office of the President 

1600 Pennsylvania Ave., N,W. 

Washington, D.C. 20500 


Dear Mr, ,Reed: 

i 
Thank you for your participation in the Alliance Leadership Roundtable on 

September 29, 1993. Our members were glad to hear that you and President Clinton 
feel that the expansion of the Earned Income Ta. Credit (EITe) is one of the most 
exciting things to happen thus far. Many Roundtable members including the Alliance 
were very active in encouraging Congress to support the EITe. 

I think that we would all agree that programs need to give people the tools 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 to gain these skilIs or tools. 
Roundtable members would Uke to work with the Taskforce to design standards for 
job training and education programs that would be available to welfare recipients. 

Again, we believe the Roundtable provides an exceptional opportunity to 
discuss domestic policy ~ particularly welfare reform, with all of the relevant 
organizations dealing with the issue, Our members look forward to a continuing 
dialogue with you, , 

Thank you again, 

. 'I: ~;',:.,. ..,;, : i" 

t .r;;:!;:'. l";'; :; c' ,r.", 'j , '·;I-;:r~; .... ',y'\ :J:.c\i\·!;i,; ,.',C,; : :(.' ;,::,~,: . •"C·1'; ;l,'{, ;-- ~,;,' : .. , , , 

. , -, ., . 

15IR K STREET NW SUITE 206 WASHfNCror.;:. DC 2(1005 TELEPHONE (202) 638·1526 FAX (l02) 6;184664 
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August 6, 1993 
A5StSTAN,- SC:C"ETARY 

MEMORANDUM FOR MEMBERS OF THE WORKlNG GROUP ON WELFARE 
REFORM, FAMILY SUPPORT, AND INDEPENDENCE 

From: Alicia Munnelll\F1f\\ 
Assistant SecreiVry (or Economic Policy 

Subject: Earned IncoTTle Tax Credit (EITe): Questioos & Answers 

Following up on the discusslun of the earr.ed income tax credit at the r:lcetir.g of the 
\Vorking Group last \Vecnesday, aHacr.ed are :hree questions and .:l:lswers dealing with ::1e 
issues that were raiseG. 

Please note that the Schedule EIC included:;n the package is for lax year 1992, and 
does not reflee[ the simplifying changes in the Reooaciliation Act thai are referred to in one 
of the answers. 

Attachments 

ADDRESSEES: 

Bruce Reed 
David Ellwood 
Mary Jo Bane 
Working Group Co·Chnirs 

Ken Apfel Eleanor Acheson 
\Valter Broadna.x. Robert Ca;ver 
Ray Cortines ' Joyceiyn Slders 
\1arurice Foley Thomas Glynn 
Ellen Haas Ela:r.e Kamarck 
!>.1adeleine KU!lln Wendell Primus 
Doug Ross Julie Samuels 
Isabel Sawhill Eli Segar 
Eugene Sperling Michael Stegman 
Joseph Stiglitz Fernando Torres-Gil 
Jeff \ValSon < Kathi Way 

;1 

http:aHacr.ed
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Qu.estion: 

An..fH'er: 

Compliance Problems with the EITC 

I, 

lLst a! few years ago. the IRS was reporting that about 46 percent of recipients 
were getting overpayments of the credit, and about 39 percent of to!.al EITC 
payments were errors. Indeed, in most cases, claimants were not eligible for 
the credit at all. In the reconciliation bill, the Administration supported a large 
expansion of the EITe. Isn't it irresponsible to expand the EITC, given 5uth 
large compliance pr:;blems! , 
, , 

No, p Those error rates were from 1985 tax returns, The Omnibus Budget 
Reco:1ciliation Ac! of 1990 contained a ;:"omprehensive proposal. to reduce these 
error -rates, 

, 
In large part, these error rates. weretassociaied wirh complex eligibility rules. 
Taxpaye:s could not ur.derstand these n;les, and the IRS did not have su!,ficient 
information from tax returns or independent information reports to verify 
eBgipility before the, refund checks were senr off. 

, , 

Compliance data suggested a' reJationship between EITC overpaymer:ts 
and errors in reportjng either, filing statuS or dependents. To claim the 
ETC. a married couple had to file a joint return with at least one chi:d 
dependent, while a ,ingle paIent had to file a, a head of household, But 
the rules governing the determination of filing status and dependency can 

", be confusing to taxpayers a.'1d difficult for the IRS to administer, The 
compliance data seem to confirm this claim ~~ a: ieast with respect to 
those eligible for the ETC, 

Compare the s:matlofis of two single mothers who a.--e neighbors. One 
of tJ"Ie mothers was on welfare fer par: of the year before she was able 
to find a job, Her neighbor'worked the enUre year. At the end of the 

" 	 year. the two neighbors belie'ved that they we:e heads of households (as 
single parents) and lhat lheywere eligible for the EITC because of lheir 
jobs, In :act j one of the women might not have been eligihle for the 
EirC under the pre-1990 rules, Sl1e could not have claimed the ElTC 
(or head of household filbg status) if over hair" of the cos,s of r.1aintain~ 
ing he:' home dunng the year came from welfare income, 

Even the IRS would initially have thought that both women were 
eligible. Both women probably received a check from the IRS 
because the agency could not detect thar the former welfare " 

'" 
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Background: 
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recipient was ineligible based on the information provided on the 
tax return, 1 

The 1990 provisions were designed .. in pan, to conform the EJTC eligibility 
oriteria with what people actually did. The 1990 Act replaced complex rules 
with 'simple tests for de<ermining eligibility for the EITC. 

Under the 1990 ruies, bo:h single mathers, in the example above, would 
qualify for the EITe and \vouid be rewarded fOf their work effort. 

We scm do not have information regarding the effectiveness of the 1990 
provisions. However, we are mO!1itoring the compliance issue very carefully, 

,. 

At the time of the 1990 Act, the most recent compliance data was from the 1985 
Taxpayer Cornplj:El..nce Measurement ,Program (TeMP). Since· then, data frorr. 
1988 TCMP has become avaJjable' Findings from the ,988 TeMP were 
generally consistent with the 1985 dam. 10 1988,42 percent of EITC claimants 
.may not have been endtled to the amounts ?aid. About 35 percent of the 
amot:nts paid were in excess of the credit owed to recipients, The 1988 data 
·has not be<:n reported. 

,. 

Office of Tax Analysis 
August 6, 1993 
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Question: 

Answer: 

Ilt005 

Recent Efforts to Impruve Compliance 

Does the reconciliation bill include any provisions which win reduce the error 
rares in .he EITC? 

,. 

Yes. Eliminating .he .wo supplemental credits •. for young children and for 
qua!ifying health bsurance expenditures ~~ will reduce the complexity of the 
EITe.. 

These provisions add half a page of calculations '0 the Schedule EIC. 

To rc-ceive the health insurance credit, both the credit recipic:'lt and the 
IRS must know how much an individuaJ paid for health insurance and 

11 whether the policy cJve:-eC at :least one qualifying ::hiid. 
, 

" 
 Compiicated "interaction" rJles restrict recipients from claiming both the 

young child credit and the,dependem care tax cre<Et with respect to the 
same chtld, These rules are difficult to understand a.1d can force filers 
to make duplicative calculations in order to determine which provision 

; is more advan:ageous. : 

As we learned in 1990. credit claimants often do not understand complicated 
eligibility rules. The lRS aiso cannot easily verify eligibility when the credit is 
based on information which is difficult to obtain. Simplification of the credit 
reduces mistakes by both the taxpayer and the IRS. 

The 'Ways and Means Oversight Suocommittee had a hearing earlier this year 
to review insurance marketing and sales techniques involving the EITC, At the 
hearing, the IRS testified or. abuses:in the marketing of insurance to workers 
eligible for the EITC. ,, 

In certain regions of the country, insurance salesmen are representing 
themsejves as IRS employees1and telling employers and workers that the 
only way to gel the basic EITe is to purchase health ir.surance, 

" 
o Scch abusive practices will be stopped by the repeal of the health 
J insurance sUiJplement 

Office ofTa!( Analysis 
August 6, 1993 

;. 

,. 
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Question: 

Answer: 

Background: 

EITC Schedule 

" 

Beginning in 1991, the IRS has required ErTC recipients to attach a complicated 
schedule to their laX return in order to claim the credit. Doesn't this schedule 
djsc~urage people from filing for the~ EITe? 

The'IRS has devote<! much lime '!I'd resourceS IQ Ihe development of the 
Schedule EIC, In June 1991, the IRS released a draft of the schedule for public 
comment. In addition, the schedule was tested among focus groups across the 
country. The schedule was revised to meet the concerns of taxpayers. 
practitioners. and low-income progr~m advocates. 

Based on the information available, IRS staff consider the lmplementation of the 
new,'schedule to be a succes.s. The numbers of persons claiming the credit have 
increased by neariy 2 million since "1990, For tax year 1992, over 14 mimon 
persOns are projected to have received the credit. 

The Omnibus Budget ReconciUation. Act of 1990 required that EITC recipients 
file;.a separate s~hedu:e to daim the EITe. This requirement was part of 
legislation aimed at reducing the high er.or rates in the ElTe 

4' 
A separate S<'hedule is necessary because eligibility for the credit is based on 
certain ilems which are not reponed on the taX return. , 

The child who qua1~fles a parent for the EITC is not necessa...ily a 
dependent, and as. a consequ'ence a social security number for qualifying 
children must be reported o~ the schedule. 

The new schedule also requires the taxpayer to report nontaxable earned 
income. ([he credit is also based on nontaxable earned income), , , I 

'The final version of the S~hedule EIC is t~o pages anq consists of four pans. 
On: the first page, the ta.'X flier must repoi1 information missing from the tax 
return which is necessa.;t in detcrmming eligibility for the credit. At the bottom 
oflihe first page, the filer is informed thar he or she does not have ~o continue 
on; the remaming steps .• the calculation of the credit ~. will be cone by the 
IR'S, However, if a filer prefers' to delermine the amount of the credit, a 
wo!ksheet is provided on the scco'ld page, 

c I' ,
• 	 J Office of Tax. AnalySis 


Aegu'l 6, [993 
" 

i, 
" 
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SCHEOULE·EIC 
(Form 1040A or 1G40j 

~......" 01 1"" ',.u..oy 
"'Ioom' A~v""vt $tr.i¢t lA' 
N~m"is/ ~I'I 0(\ tel",m 

Earned Income Credit 

Wny MI let tM IRS 'fi.ijjur. tn. (;r;odit fl» yeti? CI..... l.I¥ tm1y th. 
InfQnrultio!'l asked rOt on thi$ page and we'll d4 m. fl;!:$l 

'£!Mil General Information 

io take ~. You MUST have worked and earned LESS than S22,370, AND 
this cnxM • Yct.r adjuslitd gross income (Form 1040A, lire 1S,.or Form 1040, line 31) MUST be LESS than $22,310, ANO 

r-;O"o~y:o::""h::.::y::e~-~-· No --+- You cannot take the cr~it. Enter "NO' next to Une 28c of Form 1040A (or line 56 
at leQ_t one ., 01 Form 1(40). ' ) 

Go to Part I!. t3:ut i1 t:'te child was married or is also a qualifying child of another L-~qu~a~I~II~~11~ng~C~h~ild~?~.J~Y.S~ 
pef$Of', IiI'S! liee Dage 81 ol104OA booklet (or page ElC·2 of 1040 book:et), , 

Idili Information About Your Two Youngest Qualifying Children 

"<Y • ch,kI oorr aEFOAE~ I ,_,If th/IIJ W'1 bor:'f i !I~ Number11 1'fl{)I(J (h,fl tw.:I q\.lIWfr~ cnildftO. $&6 past 62 I:l! if) Crlll\l"-' ' tj tnoo!hl(b) ChJ4 $ ,n., ~~fK:" it (;!\/!:l wu- BEFORE 1m.1Cl40A booIIltl iOf ~ [IC-2 0' t.;>'lO !)Q¢k~). «lla\<oos,""" to you CM::I1I\I6Cl
erllff I"" Chiki'l-" . (IO! e«ample. 110(1. iwrtll j'Qu i!'l,. , b;r';n I (e);a sh.>4flll lI'lIll!$.tl)l'" S'X'<$ ,.eI,ll1~ <,ltandchild. ~,) If'>f: U.S, "" , ..,\\de, fge U (lift boOi~ i nurnt:>tt \9921Cat Child's name i~l, ""MI,.i>o Il'ft ",m.) , ,II'I'II! 01 ,oo~ 

, 
, IU . 

, , 
, i,19, , 

i19 I
:. 

, I ..... i ,
" 

I( 8 Chila you 115ied abov& was born in 199Z ANO yOu cnose to claim 111", credit Of exclUSIon for erilld care expensesCaution; 
for rtns chi!9 on $cheaul& 2 (Form 104M) or Form 2441 (Fotm 1040), ctteCk here . . , . . . , ' . .. o 

• Yovr Oing status CM be any status exGttpt married filing a separate rettJrn, ANO 
• You MUST i1ave at least one quallfyil'~ cnHd (Se.1 ooxes below), AND 

____....:• ....:you cannot ~ a qualifying child yourself. 

A quallt)'lng 
child is a rt'" 
ehild who: .......... 


18 your: 

,.0
daiJg,M.,. 

odopted eNid 
gTandclllo 

I SI.pchi!d 
~ 

fostar chIld 

" 

j 

," 

A 

N 

D 


\$\d~t age '9 
'~ 

~ age 24 and Ii fU!I·ti'ne 
siuda!"!! 
:~ 

any age .line permanently 
and tc-:slly dlasl'Xad 

J 

r 

A 
N 
D 

'If the enlld did!!'! h'l' with you 
f-or 1M r.QlJlflld time (for 
bt;amole, was; boin 1'1 199:2}. 
$00 tha exCltptlon on paga 61 
01 1040.. bool:lat (or page 
EIC·2 of 1040 bOOl<.IeI.l. 

w"o (In 1992): 

!I'-'OO with you ! 
11'\ me U.S. : 

'0' 
more than 6 IT\OtIths' 
(or all year if " tostel 

Chlld") 

00 ~ou want the IRS 
to figure ·the credIt 

lot you? 

If yov had any 
1040 booklet) such as 

fl Entil( the amount from Forrr W4i)A, line 16. Or 

Fill ir Ptll1l11 bllIO~:--.!-:-AND"""'" Form 104/).1,1".31. here," ....... ,." ....... _., .. 

No --... iGo!Q Part IV or: Ire 
; bK< ClOW. 

, 

earned Income i$oo page 62 cf 104QA bookie! or page 'EtC-:;? 01 
iii hwslr:g ai'd subsistence or contributions to a 4i)1(k) pian, 

emer the total of tha: income on liM 2. Also, hst type and amour.t here, ... ,'.",. ______ ... , 

nealln '" ,",""'0". leas: one 
Ii il 

r. If you want the IRS to figure the 'Credlt tor yOW. ~ I , ' 
Attach this $ehedule to your return. 11 filinS Form 1040A, print "ile" on the line next to line- 28c. 

': tf filing Form 1~, print "EIC" on th'. dotted Iln& nen to lina 56. 

.. 129 r., q ,, " 
, .­

2 



. 
enter the a~olJnt from line tDf Form 1040A or Forft'. 10<10 (wages.~'Sa:aries, tips., etc,). II you 
received a taxable scholarship Of fellowship grar!, SO!} pede 54 01 lC40A booklet (or pa9~ EIG-S 

tf you ttad any nontaxable earned income (see page 62 of 104010.. booklet or page EIC·:;: oi 1040 
military housir.g and Sl..osisv:nte or conjribulions 10 a 40111<.1 plsn, enlcr the 

. .... "" .. "",,<',, 

form 1040 Filers Only: 1/ yow'''were seif-e'71ployed or reported incOMe and e.(penses on Sch. Cor 
C-EZ tl$ a statwto...,· el1"loloyee:'tfi~er Ina amoull frorr the worksMel on page EIC·::; 0: 1040 oo;)l<.lel 

Add lines 4, 5, and 6. This is your e;)tned Income. II $22,370 or more. yov cannot ;ake the 
• 

EnlerYQur OI!djusted gross incomt;' (from FOrm 104M. line Hot or Fotrn 1040, Ilne 31), If $22,370 
.• 

fi~e e t;:r line 10 here. This js your basic: ere<:iit 
(he exira credit for a 

J 
YOII dId 1'1,1 ta~ Il1t credit 0: ~~ct~~;'n IQr ,hil~ ore t,penS~$ on Seheh!! lim ~~rrr:_14.41 :or I~.t S3:!'le CI1IIt), 

If you arswereo "YES" 10 Hne .,S, entel lhe smaller 01 line 17 Of line- 18 here. This is your extra 

the total i'ierG and on Fo''I'. 1040A. 1l1'H'f 23c (Of 01"\ Forrt, 1040, 
~ 
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1040A Of 	 2 

BASte CREDIT 

" 

of 1040 booklet) ror the amount to enter. 	 , , . . " , . 
5 


bOOkie:) svch as 

total o,f that income on :ire 5~ Also,;;$1 type end amoo...N here ...... " . 


fI 

7 

earned income credit, Enter ';NO" next to tine 2Sc of FOfm 1040A (or line 56 01 Form 1040) 


a 	 Use the amoont on line 7 abcve to'iook 'J}: your credil in TABL.E A," 

Of' pages 65 and 56 011040,0: booklel!OI' pages EIC-4 and S of 1040· 

bookie:}. Then, entel the creOI! here- , . , . . . . . . . :' 


9 
or more, you c(I;nnot take the credit 

10 Is linft 9 $11,eso or more?; 

• 	 YES. Use the amovn: o~ Ilne 9 10 lOOk Vj:'l your credi! in TABL.E i<: 

Oi' pages 65 and 66 01 1040.4 ooo>(lel (01 pages EIC-4 and 5 of 

1040 bookiet). Then. entetdr1l credit here, 


• NO, Enter the amoum 110m Ii~e 8 on tine;"., 
11 	 rt you ,axIs,verea "YES' (0 ~n~, ,~:'l!I!:r tr,1l smaUtr 

cfeC'il. , in lines 12- J$,the 

HEAUH iNSURANCE CReDIT 	;-Take tMis credit ONLY 'I yot. paid lorihealti) ij'1$utance tt':a! 
I covered a: loaa~t Qne c<ua,.tying cN:d,i 

1~ 	 Loor; a1 the amc:;nt en line 7 above, Us!') Iha! a:no.,!nt to loo~ up 1'0'.,)( 

credit in TABLE a on page~61 01 1040A booklet (0; p6lge EIC·f) 01 
1040 booklet). Then, "':"It.;!f t'he creo:1 here \,. 

13 	 Loo.... a1 t1'\e amount or, line,\) above. Is line 9 S'1,aso fJf more? ! 

• 	YES. Use the aroont on Une 9 to :ook vp your credl; in TABLE S 

on page 67 o· H.l4OA bookIe: (Of page Ere-S 01 .0.:10 booklet;, Then, 

enter ;r.e c(edi~ here ." :, 


• NO. El"ltet the amount Irem ane 12 00 ij,,e '-;, 

14 l! you answered "YES" to lint 13. entet tile sffiallel 01 line 12 or Hoe 13 here, 
1$ Enter ~he to,a! amovnt you· paid in 1-992 ~Ol health in$urarlce that 

covered at le3tH one qwalifyiflg chile. (See P:!Ige 0': of 1CJOA oooldet 
or pagQ EIC·3 of 1040 bOOi;\!1.) :" 

14 c: :,fIt 

EXTRA CREDrr FOR CHIt)) BORN IN 1992 - iil:l<:e Iri~ credit ONLY it. ,, I 
• Yov liSle<! in Part II e cnilo born in 1392, AND 


• 


IlII Yo\.! can la-:e both i~ basic creel! ?'Kl ,he extra credit :O( your Child born jn 1992, 

17 	 look at the amo!..n! on line 7 above. Use It,2! amount 10 look u~ yo~( 
ctodi: in tABLE C on page sa of 1040A ooo'o:let (or page EIC·7 01 
1040 boOklet). Then, enter tM cre>d\t here . .;, 

1& 	 Look at ~h~ al'T'~ ...m1 0."1 !ino~9 acove, I$lin& 9 $11,850 or mora? .:, 

• 	YES, US& the amO'Jll 0'1 line 5 to look 'Jp yc~r C!.ecJ in TABLE Con page 68 

oj 1040A !:looo,..et ;01' paSl! EIC·7 01 1040 boCk!i1) T1en, tt,let 1M credit nll'e 


• NO. En:e: Ire amovl'll Jro"r. iir;e 17 on ihe 19. • 
19 

, 
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ElTC 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 so we can regain control of OUf economic destiny and 
leave our children the American dream. 

But just as important, our economic plan alms to give millions of hard working 
American families the chance to control1illlir economic destiny -- by making sure that if they 
work hard and play by the rules, Illey will never live in poverty. I am proud that our 
economic plan includes a dramatic expansion of Ille Earned 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. Irs 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 Ille 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 Ille next few days. 

It's not a liberal idea. It's not a conservative idea. It's a revolutionary id~> it has 
bipartisan support j and it works. 

It is also necessary. As important as cutting the deficit and increasing investment and 
growing Illis economy are, they are not the only problems we must solve if we hope to put 
this economy on a long path towards economic recovery. 

We must also have 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 childhood poverty, or childhood hunger, both of which have increased in the 
past decade. WillloUl such a strategy, we cannot provide opportunity for all. 

Our EITC program will be Ille cornerstone of that strategy, which also includes 
investments in chiJdren 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 _. b~ their WQtk. 

There are some variations between the House and Senate versions, But in every 
version only working families qualify, and adjustments are made for family size so Ill.! large 
families are not penalized. Each version is refundable so that even those who are too JXlOf to 
owe taxes will receive a tax break. Each version allows us to shelter many working JX>OT 



families aglrinst tile effects of whatever energy tax emerges. Most important, of course, each 
version greaUy expands tile 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. It is the best investment we will ever make in suswning the 
values of hard work and devotion to family that built America. 

Washington has slrid it values work. Office holders declare that government should 
reward work over welfare, and provide tax relief to those who carried the heaviest tax 
burdens through the eighties. Yet, poverty among working Americans continues to explode, 
especially tile 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 policies 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 entiUement.. We need strong families and more 
than ever. Yet by making it harder to work and support a family, Washington has been 
sending exactly the wrong signal. 0'0 wonder we haven't moved anyone from welfare to 

work] "'!5! 

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 
peoaJized in the 1980's - the working poor. The mc is a long overdue pay rlrise for them. 

We know it will work. We know it will serve as a life-line fur unskilled and semi­
skilled workers in our cities, and for people in rurlri areas scrambling for scarce jobs. 

The vast majority of those who benefit from tile mc work long hours at low skill 
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 
earn enough 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 ideological fault line -- with those who 
prefer entitlement on one side and those who espouse abandonment on the other. 
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But neither works. The EITC is not a middle ground but a new higher ground, that 
makes work more attractive than welfare by rewarding it more than welfare. 

For millions our increasingly competitive economy and Ibe disincentives to work that 
we built in Ibe welfare system have devalued work and Ibe independence and dignity it 
brings. 

Our 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 
families, and our country. . L,"

;:.;_~ .... ·r ," w" If', '1 f' 
if,," (,. ~ J.h"7 1"4'" ... ~ d< "",~~ P~"'1>'" .1­

Rewarding work individual responsibility !wi been oAll ,,~ tile Hl6st·..""j'tent 
Wme&-ef my candidacy.~d my Presidency, We must demand the best from each other 
again, and in return honor those who do their best - by providing them the tools they need 
to survive and to 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. 

Thank you very much. 
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