
INTRODUCTION 
Many working families in America struggle to get ahead. The rising costs of basic needs, 
such as housing, health care, child care, and transportation are at odds with stagnating 
or slow-growing wages and a tax system that favors the wealthy. For these families 
especially, taxes can be a real burden. 

 
Recognizing this, the federal government provides three individual-level tax credits 
that support working families. Table 1 summarizes the characteristics of federal credits, 
including the number of states implementing their own versions. 

 
Table 1. Federal Tax Credits for Working Families 

 

Name Description Targeting Refundable? State Versions 

Earned Income 
Tax Credit 
(EITC) 

Reduces taxes 
paid by families 
that earn income 
through work. 
As a post-tax 
credit, does not 
impact safety net 
eligibility. 

Uses a phase 
in and phase 
out schedule 
by income, 
modified for 
the number of 
children in the 
household. 

Yes 29 states 
have their 
own EITCs, 
generally 
providing a 
percentage 
of the federal 
credit. 

Child and De- 
pendent  Care 
Tax Credit 
(CDCTC) 

Provides up to 
$6,000 credit for 
families for child 
care. 

No income cap, 
but percent-  
age that can be 
claimed changes 
with income. 

No 22 states have 
their own 
CDCTC. 

Child Tax Credit 
(CTC) 

Provides a 
$1,000 credit per 
child under 17. 

Credit phases 
out for families 
making approxi- 
mately $110,000. 

Not technically, 
although  the 
Additional Child   
Tax Credit makes 
it functionally 
refundable (for 3 
children or more). 

5 states also 
provide their 
own CTC. 

States can expand this support for working families and grow the economy by creating or 
improving upon their state tax credits. 

MESSAGING 
Topline Message 

 
Right now, too many hardworking families are living paycheck to paycheck, but there are 
solutions to provide tax relief to help families make ends meet. The Earned Income Tax 
Credit, Child and Dependent Care Tax Credit, and Child Tax Credit are sensible and effec- 
tive tools to help working families earn a better living. They reward and encourage work 
and we should pursue ways to make them more effective and reach more hardworking 
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families by making them refundable, expanding eligibility, and increasing outreach efforts 
to make sure all eligible families are aware of these credits. 

 
Talking Points 

 
• EITC helps working families to get ahead and provide a better future for their kids. 
• EITC is a powerful tool to reduce poverty and get people back to work. 
• No program keeps more children out of poverty than the EITC. We should expand it to 

reach more of the 15 million American children currently living in poverty. 
• EITC provides people an incentive to work and allows paychecks to be used for what 

matters, things like child care and education. It’s a win-win. 
• Many families haven’t seen their incomes rise for 40 years, and this tax credit is a way 

to give working families a raise. 
• Refundable tax credits can help boost wages for those who need it the most. 
• Child care is more expensive than ever, with an average cost of $[insert your state   

average] in our state. Child care tax credits can help working families afford child care, 
which allows parents to work. 

 
Key Facts and Data 

 
• Together, the EITC and Additional Child Tax Credit (ACTC) have lowered the national 

poverty rate by three percentage points in 2015, equivalent to lifting 9.2 million people 
above the poverty line. These are both refundable tax credits that can boost the take- 
home pay of working families.(Brookings Institution) 

• An estimated 20 percent of eligible workers do not take advantage of the EITC. (NCSL) 
 

POLICY OPTIONS 
This brief offers three key strategies for states to improve tax credits that help working 
families: (i) making credits refundable, (ii) growing the number of beneficiaries, and (iii) 
targeting working families. We highlight some states with progressive legislation that gives 
the largest amount of money back to working-class families. 

 
Refundable Credits 

 
A nonrefundable credit, like the federal CDCTC and CTC (and several state EITCs) cannot 
exceed the income taxes owed by a family. A nonrefundable credit does not target low- 
and middle-income families, thus allowing higher-income families to benefit from this pro- 
gram. For example, for the nonrefundable federal CDCTC, the largest average benefit goes 
to families who make more than $100,000. 

 
By contrast, a refundable credit (like the federal EITC) is designed to help low- to mod- 
erate-income working families and has no such cap, potentially resulting in a net gain 
after taxes. This means that these credits can effectively boost the take-home pay of   
working families. 

 
States vary widely on the refundability of tax credits. Over 80 percent of states with the 
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state EITC provide refundable credits. Fifty percent of states with state CDCTC provide 
refundable credits. For example, Minnesota Statute § 290.067 provides that “If the amount 
of credit which a claimant would be eligible to receive pursuant to this subdivision ex- 
ceeds the claimant’s tax liability under chapter 290, the excess amount of the credit shall 
be refunded to the claimant by the commissioner of revenue.” 

 
Forty percent of states with state CTC provide refundable credits. For example, 2013 Col-  
orado Chapter 381 created “a permanent and refundable state child tax credit for eligible 
Colorado taxpayers, which is equal to a percentage of the federal credit based on a fami- 
ly’s adjusted gross income.” 

 
Refundable credits are a key component of progressive and fair tax system that tries to 
reduce wealth disparities. Making the state version of all three credits refundable could en- 
sure better targeting of and support for working families, rather than subsidizing the rich. 

 
Expand Beneficiary Base 

 
States could consider enabling more people to take advantage of the state EITC by mak- 
ing more individuals eligible for the credits and by using outreach to increase usage 
among those already eligible. 

 
Expand eligibility 
The federal EITC excludes individuals within certain age ranges and limits eligibility for 
those with no children. The eligibility criteria of having a qualifying child or being between 
the ages of 25 to 65 has significant implications: Childless workers can only receive a 
credit of around $500 and workers below 25 or above 65 can only access the EITC if 
they have children. These restrictions leave out millions of low-wage workers. States  
should consider how to expand eligibility or benefits to childless adults, which in some 
federal proposals would significantly increase the average amount of the credit that these 
workers receive. The 2015 D.C. Law 20-155 reformed the D.C. EITC to provide a one-for-one 
matching with the Federal EITC for childless workers. 

 
Twenty percent of workers age 21-24 live in poverty, compared to 14.8 percent of the over- 
all population, thus lowering the age eligibility for EITC would encourage labor participa-  
tion within this age group while providing financial assistance. 

 
Outreach efforts to increase usage 
While the CTC and CDCTC have fewer problems with uptake rates, an estimated 20   
percent of eligible workers do not take advantage of the EITC. Outreach programs could 
go a long way in ensuring that the targeted population benefits from these tax credits. 
States can provide information with government benefits, for example, 2016 Arizona   
Chapter 187 mandates that all childcare subsidy recipients receive information on the EITC, 
and 2016 Virginia Chapter 29 mandates that the Department of Social Services provide 
annual information to all state beneficiaries. States can also promote free tax preparation 
services – these preparation services not only decrease costs for workers, but also  
increase actuary and administrative ease. 
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Target Working Families 
 

States can adjust matching rates, credits, and income limits, and implement progressive 
brackets to improve the credits’ targeting toward working families. In general, states offer 
a low matching percentage of the federal tax credit, though some advocates recommend 
a minimum of 15 percent. New Jersey has the highest refundable state rate at 35 percent 
of the federal EITC (2016 New Jersey Chapter 57:A12). Vermont offers a rate of 32 percent 
and the Illinois state legislature recently passed a budget increasing the state EITC from 
ten percent to 18 percent in January 2018 (VT Stat § 32:151, 2017 Illinois Act 100-0022). 
South Carolina offers the highest nonrefundable credit, at 125 percent (SC Code § 12:6). 
However, some states have implemented a lower credit ceiling, which hurts workers by 
eliminating the federal phase out schedule. Thus, states pursuing progressive measures 
should ensure there is no additional credit ceiling when increasing the state EITC rate. 

 
States can also provide more money for working families by implementing high-income 
limits and progressive tax brackets. Income limits would prevent wealthy families from 
reaping the majority of the benefi from the credits. Progressive tax brackets ensure 
that credits go to the workers with the most need. They tax a larger percentage from 
high-income groups than from low-income groups. The EITC already has both of these 
in place, and a majority of states just use the federal guidelines. But the CDCTC and 
CTC do not have strict income limits or progressive tax brackets. A majority of CDCTC 
funding goes to parents who make over $100,000, and the CTC provides a fl  t benefi 
regardless of income. 

 
States could consider designing their CDCTC and CTC with progressive principles. 2017   
Colorado Chapter 315 creates a progressive CDCTC system that ends at $30,000 for single 
people and $40,000 for married couples. Maine Stat §36:8:822 provides the highest rates 
and credits for the CDCTC. 2013 Colorado Chapter 381 implements a CTC system based on 
ability to pay (Colorado is the only state to do so). The CTC rate decreases to five percent 
between $60,000 and $80,000 before falling to zero percent. These brackets and limits 
allow working-class families to receive a higher proportion of the benefits. 
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ADDITIONAL  RESOURCES 
Brookings Institution 

Supporting Low-Income Workers Through Refundable Child-Care Credits 
 

Brookings Institution, The Hamilton Project (Proposal 10, James P. Ziliak and Proposal 11, 
Hilary Hoynes) 

Policies to Address Poverty in America 
 

Center on Budget and Policy Priorities  
State Earned Income Tax Credit 
Policy Basics: States’ Earned Income Tax Credits 
EITC and Child Tax Credit Promote Work 
Two Ways States can Boost Working Families’ Income 
State Earned Income Tax Credits and Minimum Wages Work Best Together 

 
CLASP 

EITC Expansion Policies 
 

National Center for Children in Poverty 
Taxing the Poor: State Income Taxes Make a Big Difference to Working Families 

 
National Conference of State Legislatures  

Tax Credits for Working Families  
 

Promoting Tax Credits for Workers and Their Families 
State Tax Credits 
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