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DC’s Earned Income Tax Credit: Most Generous in the Nation, but not the
Most Inclusive
By Erica Williams

Corrected on April 14, 2022 to reflect the seven states that have extended the EITC to income-eligible workers who file their
taxes with an I'TIN—not six.

The DC Earned Income Tax Credit (EITC) is a
powerful tool for advancing racial, gender, and
economic equity. Modeled after the federal tax credit

by the same name, DC’s EITC goes to families and
individuals earning low and moderate incomes to

help them keep more of what they earn and meet

basic needs." It is claimed at tax time and helps

people pay for expenses like rent, food, and child

care. Last year, DC lawmakers expanded the credit to
make it the most generous in the nation, but it is not

the most inclusive. Currently, it excludes roughly i :
5,000 low-paid working households because they l
have at least one person who is undocumented.

Under federal rules, the EITC can only go to working households where all members (adult taxpayers and
qualifying children) have a valid Social Security Number (SSN). This longstanding discrimination built into
the federal credit flows through to the District’s EITC, excluding many workers and families who would
otherwise be eligible based on their income. But the District can and should set its own rules.

Undocumented workers are ineligible for SSNs, but many file their taxes with an Individual Taxpayer
Identification Number (ITIN). DC can make this tax credit available to those filing with ITINs to ensure all
workers who must make ends meet with low pay are able to make life better for their families and share in
the District’s recovery and prosperity, regardless of their immigration status.” These workers and their
families have been excluded from the credit for too long and stand to miss out even more after the major
multi-year expansion to the value of the DC EITC adopted last year.

The District prides itself as a welcoming city—one that recognizes and respects the vital role that

immigrants play in shaping DC’s culture, communities, and economy as friends and family, neighbors,
artists, entrepreneurs, essential workers, and more—and its policies should reflect that.
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ABOUT DC'S EITC
DC’s EITC for working families and individuals offers a cash boost to low-paid workers to help them
make ends meet. Combined with the federal credit, DC's EITC makes a big difference in the lives of
more than 60,000 families and individuals with low and moderate incomes.

The credit:

¢ Helps working families—especially those with incomes between $10,000 and $30,000—meet
basic needs, like paying for food, bills, transportation, and child care.3 Nearly 14 percent of
families with children and 24 percent of single mother families with children in DC lived below
the official poverty line in 2019 (about $26,000 for a single parent family of four).# Many more
DC families that live modestly above that income level also have difficulty affording necessities.
Meeting these needs helps parents keep working and may help them stay employed until better
opportunities arise. Three in five filers who receive the federal credit use it temporarily, for just
one or two years at a time.>

o Improves racial and gender equity. Black and brown residents—especially women—are
disproportionately likely to be in low wage work and eligible for the EITC. In fact, nearly seven in
ten eligible EITC filers in DC are Black and about that many EITC filers or their spouses are
women.® The credit also goes a long way in helping single parents, who are likelier to be women
of color, and research shows it can improve the earnings record of women, resulting in larger
Social Security benefits upon retirement.

e Has a lasting effect. Research finds that young children in families with low incomes that get a
cash boost like that provided through the EITC tend to do better and go further in school, and
work and earn more as adults, likely because the additional resources help parents better meet
their needs. Children of color are even more likely to see these improvements.”

By 2026, DC will match 100 percent the federal credit, making it the most generous credit in the
nation. For many families, the credit will be paid out monthly to help smooth out household
finances, keep up with bills, and perhaps save for a rainy day.

The increase in family income will be profound. If the credit expansion were fully implemented
today, a worker with three kids making between about $15,000 and $19,000 per year would get a
maximum federal credit of $6,728. With a 100 percent DC match, this working family would
receive a combined federal and local EITC of $13,456. That is a 70 to 90 percent boost to that
family’s income.

For the same family type, the $6,728 or $560 per month from DC’s EITC means:
e Three-fifths of the average monthly cost of groceries
e 80 percent of average transportation costs
e 25 percent of rent8

DC’s EITC Should Be More Inclusive to Further Advance Racial Equity

Because of a long history of systemic racism and economic exclusion, many people struggling to make ends
meet are denied access to safety net programs. For example, when Congress established a permanent
unemployment insurance program during the Great Depression, it excluded farm and domestic work,
leaving most Black workers ineligible.? Today, unemployment insurance continues to exclude many workers,
including immigrants who are undocumented. The federal EITC is another program denied to people,
including many workers who are undocumented, who meet income eligibility targets. They cannot claim the
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credit because either they or other members of their “tax unit” do not have an SSN. This is a federal level
rule, and because most states rely on federal parameters and set their local EITCs as a percentage of the
federal credit, this exclusion flows through to local credits.*

In DC, 90 petcent of people who are undocumented identify as Black, Latino, or Asian.'* People who are
undocumented often face steep barriers to participating in the economy, making it harder to provide for
themselves and their families. State EITCs are meant to help people and families struggling on low incomes.
The income boost from the credit improves the lives of those who participate and benefits the local
economy more broadly. By excluding workers because of their immigration status, DC undermines racial
equity as well as the effectiveness of the program at creating a healthy, stable, thriving economy.

But DC lawmakers can choose a different path and set different rules for eligibility, and in fact precedent for
this already exists. Currently, the income parameters for the District’s EITC for workers without qualifying
children extends beyond those of the federal credit. DC’s so-called “childless worker” credit reaches
workers earning up to about 200 percent of the federal poverty line for a single person, or about $27,000 in
earnings compared with about $16,000 for the federal credit.?” District policymakers made this change in
recognition that the parameters for the federal EITC excluded too many of DC’s low-paid workers.
Lawmakers can make a similar decision to extend beyond federal rules to offer undocumented workers
access to DC’s EITC.

A More Inclusive EITC Would Advance a More Progressive Tax System

. Expansions to DC’s EITC have advanced tax and racial
justice by reducing the taxes paid by DC’s lowest
income households as a share of their income. Women
and people of color are disproportionately likely to
work in low-paid jobs and therefore to have low
incomes. The EITC is a powerful tool for countering
that disparity that’s resulted from the compounding
negative effects of bias, discrimination, and
occupational segregation in the labor market.”

Workers who are undocumented, however, have not

: “ benefitted from the reduction in taxes paid as a
percentage of their income made possible by DC’s expanding EITC. Their effective tax rate—total taxes
paid as a share of their income—is undoubtedly higher than other similarly situated workers and their
families as they pay sales and property taxes as well as fees, without the offset of the EITC.

DC’s EITC should include all income-eligible workers filing their taxes. Lawmakers can accomplish this by
extending the credit to workers who file their taxes using an ITIN. (Anyone who does not have an SSN can
apply to the Internal Revenue Service for an I'TIN, which is used specifically for the purpose of filing
income taxes.) Several states have already made this important change to their EITCs: Maine, California,
Colorado, Maryland, New Mexico, Oregon, and Washington. If DC follows suit, our EITC will be among
the most inclusive credits and by far the most generous.

A More Inclusive EITC Would Benefit Thousands at a Relatively Low Cost
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In the District, an estimated 5,100 working households with at least one member who is undocumented are
income-eligible for the DC EITC but unable to claim the credit because they lack an SSN. The cost of
extending the credit to this population of workers (if all were to file their taxes with an I'TIN) under current
benefit levels and equal to the current participation rate is roughly $4.8 million. That estimate rises to about
$10.2 million once DC’s credit reaches 100 percent of the federal credit in tax year 2026 (Table 7). These are
high-end estimates of the likely cost.

TABLE 1.

Potential Cost of Extending DC EITC to Workers Who Are
Undocumented in Millions of Dollars

100% participation 86.1% participation* 75.5% participation**
:E'OEC\J of fed $11.90 $10.20 $9.00
E?;%of fed $9.20 $7.90 $6.90
inlti;.aéof fed $5.60 $4.80 $4.20

Note: ITEP’s methodology for estimating the potential impact of expanding state EITCs to undocumented tax units continues to
be developed. These preliminary figures are best understood as the relative cost increase of including undocumented tax units.
Estimates here likely reflect the high-end of potential costs given participation by the undocumented population is likely to be
far lower than for current EITC claimants, at least initially. This is in part because not all workers who are undocumented have
ITINs, will be aware of the credit, and may otherwise be wary of participating in a government program due to vulnerable
immigration status.

The Office of the Chief Financial Officer (OCFO) calculates a participation rate for DC’s EITC of about 86
percent of those eligible; the IRS estimates that DC’s participation in the federal credit is around 76
percent.™ It is unlikely that participation among wotkers who are undocumented would be as high,
especially as the expansion is initially implemented. The cost of state EITCs in the first year after states’
initial adoption of a credit are typically 80 to 90 percent of the cost those states would have incurred if every
family claiming the federal credit also claimed the state credit.” It is likely that a general lack of awareness of
the federal or local credit and potential fear of participating in a government program also may reduce
participation among workers who are undocumented.

The administrative burden and cost would likely be relatively low. Among the seven states that have
successfully pursued a fix to their state EITC, three (Maryland, New Mexico, and Oregon) estimated the
administrative cost of delivering their credit to workers filing their taxes with an ITIN. Annual costs were
highest in Maryland, with the largest state population and number of households newly eligible for the
credit, followed by Oregon, and New Mexico (Table 2, pg. 5). The allocations cover changes to forms and
instruction booklets, rulemaking, data entry, response to taxpayer inquiries, processing appeals, and the like.
Given the much smaller number of ITIN filers who would be eligible for the credit in the District, and the
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experience the OCFO already has in delivering the credit to workers ineligible for the federal credit, the

costs are likely minimal.

TABLE 2.

Examples of State Administrative Costs of Expanding to ITIN Filers

State # of ITIN filers Estimated Annual Administrative Cost
Maryland 110,000 $215,000 in FY 2021

New Mexico 10,000 $42,300 in FY 2022

Oregon 100,000 $416,013 in first biennium; $211,921 in second

biennium

Note: Administrative costs in New Mexico result from the extension to ITIN filers plus several other tax changes included in the

adopted legislation

DC can and should offer both the most generous and one of the most inclusive EITCs in the country. The
impact of the EITC on workers and families is profound, and residents who are undocumented shouldn’t be
denied access to economic security because of their immigration status. We can more fully reach our
economic potential in the District, advance racial and tax justice, and better create healthy, thriving
communities and families, when our policies and programs are made more inclusive.
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