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A series of e-briefs to examine the Recovery Act’s impact on elders and their families

ISSUE #4

Tax issues will continue to dominate many political discussions in Congress and on the
campaign trail for the rest of this year. This issue of Elder Recover E-News focuses on tax

provisions in the Recovery Act and their impact on families and, by extension, elders.
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RECOVERY ACT TAX CREDITS

Background: Tax Credits

The Recovery Act enacted a series of tax credits to assist individuals, families and
businesses. More than 60% of the $787 billion stimulus in the Recovery Act was in the form
of tax cuts for American households and businesses.

The Office of Tax Analysis estimates that $223 billion of that tax relief has been made
available through June 2010. For 2009 taxes filed tax refunds were up nearly 10%, with the
average tax refund reaching $3,036, a $266 increase from 2008. This increase is being
attributed, in part, to the infusion of Recovery Act dollars.

This brief focuses on a few of the Recovery Act individual credits that expire at the end of
2010 unless they are renewed. At the same time, Congress will be debating whether to let
the 2001 and 2003 Bush tax cuts expire completely or expire only for the wealthiest 2% of
taxpayers.

e Making Work Pay Tax Credit (MWPC)

BENEFIT: The tax credit is 6.2% of earned income, up to $400 for working individuals
and up to $800 for married taxpayers filing joint returns, who meet certain income
guidelines.

ELIGIBILITY: This refundable credit starts to phase out when modified adjusted gross
income reaches $75,000 for individuals or $150,000 if married filing jointly.

Those making at or above $95,000 (individual) or $190,000 (jointly) will not receive the
credit. Taxpayers may receive the credit throughout the year in the form of lower
amounts of tax withheld from their paychecks. Taxpayers who do not have taxes
withheld throughout the year will benefit from the credit at the time they claim their
annual tax return.

IMPACT: The MWPC is far larger than any other single Recovery Act credit and arguably
bolsters the economy by putting money directly into the hands of working families.

Additional Child Tax Credit (ACTC)

BENEFIT: Through the ACTC, families can reduce their federal income taxes by up to
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$1,000 for each qualifying child under the age of 17. The Recovery Act enabled families
to receive a payment even if they do not owe any tax, making it a refundable credit.

ELIGIBILITY: The Recovery Act allows a 10% refundable tax credit per child on earned
income over $3,000. Prior to the Recovery Act, the credit was applied only to income
over $12,850. Reducing the amount to $3,000 has permitted more taxpayers to use the
ACTC and increased the amount of payments they received.

IMPACT: This provision is especially effective because it targets families with the lowest
incomes, who are most likely to spend the money. Data from the Tax Policy Center
shows that about 90% of the benefits that resulted from lowering the threshold from
its 2008 level will go to the bottom 40% of Americans.

e Earned Income Tax Credit (EITC)

BENEFIT: The EITC is a refundable credit for those who work but earn modest incomes.
The Recovery Act provided a temporary increase (up to $5,657) in the EITC for
taxpayers with three or more qualifying children.

ELIGIBILITY: The credit begins to phase out at $21,420 for married taxpayers filing a
joint return with children and completely phases out at $40,463 for one child, $45,295
for two children and $48,279 for three or more children. For childless married
taxpayers filing a joint return, the credit begins to phase out at $12,470 and completely
phases out at $18,440. The Recovery Act also increased the beginning point of the
phase-out range for the credit for all married couples filing a joint return, regardless of
the number of children.

IMPACT: The Recovery Act increased the size of the EITC wage subsidy for larger
families including married couple working families.

e American Opportunity Tax Credit (AOTC)

BENEFIT: The maximum credit is $2,500, 40% of which is refundable because of the
Recovery Act.

ELIGIBILITY: The credit phases out for individuals with an adjusted gross income (AGl)
over $80,000 ($160,000 if married filing jointly). The full credit is available to individuals
whose modified AGI is $80,000 or less, or $160,000 or less for married couples filing a
joint return. The credit is phased out for taxpayers with incomes above these levels.
There is no age limit.

IMPACT: The AOTC is an enhanced Hope Credit, a tax credit that helps offset the costs
of higher education by directly reducing the amount of taxable income for qualified
education expenses for the first four years of higher education. AOTC also changed the
529 college savings plan, a tax benefit designed to help families save money for future
college costs. The Recovery Act expands the 529 college savings plan to now include
computers for college use and required course materials, and allows the credit to be
claimed for four post-secondary education years instead of two.

Sources: The Economic Impact of the American Recovery and Reinvestment Act of 2009 (Executive Office of the
President, Council of Economic Advisers); $223B in Tax Relief (Recovery.gov); Vice President Biden Announces
wSO20SNE 1 Ol tdzidAy3d a2NB azySeé& . I QWhitdHpuseaofidR & thS
Vice President); American Recovery And Reinvestment Act of 2009: State-By-State Estimates of Key Provisions
Affecting Low- And Moderate-Income Individuals (Center on Budget and Policy Priorities).
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Recovery Impact

The Council of Economic AdvisorsChird quarter report on the economic impact of the
Recovery Act showed that the Recovery Act transfer payments and tax cuts that went
directly to households raised disposable income by $139 billion. About one-quarter of the
total payments came from the MWPC with another 19% coming from other individual tax
reductions such as the EITC, the child tax credit and a variety of additional business tax
incentives claimed by individuals.

The MWPC reduced the tax burden of 116.3 million taxpayers and helped more than 75%
of American households increase their income. The increase in the refundable portion of
the ACTC benefited 15.6 million families and the increase in the American Opportunity Tax
Credit (AOTC) benefited 10.2 million families paying for higher education. More than 3.7
million students had access to the AOTC since it was made refundable through the
Recovery Act, according to the Center on Budget and Policy Priorities (CBPP). CBPP
provides a breakdown of the impact by state.

Due to the series of new credits and/or deductions, tax filers had some issues with new
rules resulting in errors and erroneous payments, according to the Treasury Inspector
General for Tax Administration report. USA Today further reported on IRS data, showing
more than two million returns filed this year contained an error in connection with the
Making Work Pay credit.

The table below summarizes the various tax programs, including those highlighted in this
brief. It shows that over one-third of the Recovery Act, approximately $330 billion, was

devoted to these programs providing tax relief and direct payments to individuals.

Table 8 Tax Relief and Income Support in the ARRA

Total Cost Budgat Impact  Budget Impact

(ntal estimate) in 2006° in 2010.01°
Bilions of Dollars
Making Work Pay 162 369 275
AMT Relief 698 159 04
Unemployment insurance
Feders! Additicnal Compensation (FAC) 88 g4 28
Emergency Unempioyment Compensation (ELJCOS) 270 288 80
Ul Modernization 30 19 03
Extenced Benafes 01 8.7 08
COEBRA 247 37 23
Supplemantal Nutribion Assstance Program (SNAF) 199 7.2 27
Payments to Seniors 144 1538 02
TANF 27 06 05
Other lax reded for individuals and familes
Increase n EITC a7 00 20
Child tax credit 1486 00 80
Suspansion of tax on unemployment banefits a7 13 30
Sales tax deduction for vehicle purchase 1.7 03 07
First-time homebuyer tax crect 66 36 08
Amencan Opportunity tax credi 139 04 26
Total® 3329 129.7 2.7

Sources Jonl Commites on Taxation: Congressonal Bucpet Office. Agency Fnands! snd Acthvity Reports to the Ofice of Menagamant and
Budpet: Employment & Training Acmnisyation

Notes: & Dwts on outings e for Decamber 51, 2000 Budgel mpsdt ncudes bath autiys and redeced tex mospix

b. Dwtn on cutfwys ere i March 31, 2010 Budgel mpad isdudes both cullays and redeced tax receipts

G lems may ool sdd to fobs' dus 10 rounding

Sources: Offices of the Inspector General (Recovery.gov); Average Income Tax Refund Jumps by 10% to $3,036

(USA Today); The Economic Impact Of The American Recovery and Reinvestment Act of 2009 (Executive Office

of the President, Council of Economic Advisers); Recovery Act Interim Results of the 2010 Filing Season

(Treasury Inspector General for Tax Administration); ¢ KS ¢ E | A1 S b 2 gARNMB@Econd; | f 1 )
Recovery Act Third Quarterly Report- the Tax Relief and Income Supports Provisions (WhiteHouse.gov Council

of Economic Advisors)
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State Impact

While families in all states benefited from the new tax credits; specific examples include:
e Minnesota: Two million families received $1.1 billion in tax relief under the MWPC.

e Colorado: The MWPC created an estimated $751 million in economic activity and 5,473
jobs. More than 3.8 million Colorado families were helped by stimulus tax funding, with
the majority of the funds yet to be distributed. Furthermore, an additional 70,000
Coloradans moved above the federal poverty level and millions will continue to benefit
from tax assistance such as the EITC, the ACTC and MWPC.

e Virginia: Through May 2010, the MWPC provided about $1.9 billion to Virginia
households.

e Alabama: Providing a MWPC of up to $800 was projected to assist more than 1.7
million workers and their families and 70,000 families eligible for the AOTC.

When the Funding Expires
The economic boost to working families received as a result of these credits would be
eliminated when funding expires.

e Child Tax Credit (CTC): Almost 8.9 million working families would lose part or all of
their credit. If the earnings floor increases to pre-Recovery Act levels, almost 5.7 million
families would see the size of their CTC shrink, while another 3.2 million families would
lose eligibility altogether. Every state would feel the affect of this potential threshold
change.

e MWPC: Without an extension, 110 million families that received higher paychecks in
2009 and 2010 will owe more taxes than in the previous two years.

e EITC: Historically the most successful anti-poverty program, EITC has moved more
working families out of poverty than any other single program. Thew S 02 @GS NB !
steeper phase-in rate and larger maximum credit for workers with three or more
qualifying children helps workers with larger families meet their expenses while
maintaining work incentives.

e AOTC: AOTC makes college more affordable for millions of middle-income families and
for the first time makes college tax incentives partially refundable. According to the
Department of the TreasuryZ if céllege is not made more affordable, our nation runs
the risk of losing a whole generation of potential and productivity. Making the AOTC
partially refundable increases the likelihood that low-income families will send their
children to college.€

Sources: Remarks on American Recovery and Reinvestment Act Tax Benefits, Minneapolis, Minnesota (U.S.
Department of Commerce); The Economic Impact of the Making Work Pay Tax Credit in Colorado (Colorado

Fiscal Institute); 1 ¥ h @SNPASH 2F GKS wSO2 &S NEhe CodriiofalttbldstNidiel) G
Projections provided in Recovery Act State-Specific One pages February 2009 by Americans United for Change

via email; The Child Tax Credit after ARRA: How Would Expiration Affect Metropolitan Families? (Metropolitan

Policy Program at Brookings); ¢ KS ¢+ E 1 A1 S b 2 gqRNRdREcon); GdndrakEypEnatlors &f dzii
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Take Action

This fall, reenactment of these important Recovery Act provisions will likely be wrapped up
in a larger debate over whether to continue the Bush tax cuts that mostly benefit the
wealthy and not low-income Americans. President Obama has advocated only extending
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the tax cuts on income up to $250,000.

Tax issues are ripe for candidate forums and town hall meetings. Attend these events well-
armed with the facts and remember:

e Tax breaks for low and moderate-income taxpayers are more likely to be spent
and, thus, stimulate the economy and create jobs.

e Tax breaks for low and moderate-income taxpayers help families achieve
economic security, make ends meet and prepare for retirement.

e Extending tax cuts to households over $250,000 and large estates will widen
the deficit and only increase pressure for reducing the deficit by cutting Social
Security.

For more resources on why these tax credits should be extended, see:

e Showdown on Taxes Looms (Coalition on Human Needs)

e Recovery Act Fourth Quarterly Report - Progress of Spending and Tax Reductions
(White House)

e Recovery Act: IRS Quickly Implemented Tax Provisions, but Reporting and
Enforcement Improvements Are Needed (GAO)

e Summary of American Recovery and Reinvestment Act: What's In It for Individuals
and Families (NASFAA)

e The Child Tax Credit after ARRA: How Would Expiration Affect Metropolitan
Families? (Brookings Institute)

e American Recovery and Reinvestment Act of 2009: State-by-State Estimates of Key
Provisions Affecting Low- and Moderate-Income Individuals and Failure to Extend
Improvements in Child Tax Credit Would Harm Millions of Low-Income Working
Families and Over 3 Million Low-Income Children in Rural Areas Face Cut in Child
Tax Credit if Recovery Act Improvement Expires and Failure to Extend
Improvements in Child Tax Credit Would Harm Millions of Low-Income Working
Families (Center on Budget and Policy Priorities)
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