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Tax Credit With Lasting Benefit
Losing Child Credit Improvements Would Hurt Thousands Of lowans

Up to $246 billion in tax credits and tax cuts were extended to individuals in the American Recovery
and Reinvestment Act of 2009 (ARRA). A number of ARRA tax credit improvements were designed to
help working families including over $14.8 billion to increase the eligibility for the Child Tax Credit
(CTC)." As low-income families with children work and increase their wages, they become eligible for a
larger credit. The ARRA improvements, however, will end this year unless Congress extends the
expansion of this credit. More than 48,500 of lowa’s low- to middle-income families would lose some or
all of the credit if Congress does not extend the ARRA improvements.

ARRA changes to the Child Tax Credit reduced tax liability and put money into the hands of millions of
Americans most in need of financial assistance. The goal of expanding the credit (along with the Earned
Income Tax Credit), according to President Obama, was to help “Americans who work hard ... make a
decent living” and lift millions of Americans out of poverty.? Prior to ARRA, families of as many as
10.6 million children did not qualify for the CTC because their parents’ earnings were too low.’

Background

Created in 1997, the Child Tax Credit was expanded in 2001 and 2008 and further improved in the
Recovery Act. The 2001 expansion made the credit partially refundable, and credited working families
with 15 cents for every dollar earned above $10,000 until the credit reached a maximum of $1,000 per
child.* In 2008, Congress reduced the earnings threshold to $8,500.> ARRA allowed families to count
more of their earnings to determine the size of the credit. In 2009 and 2010, families whose CTC
exceeds their tax liability receive a refund check for 15 percent of earnings above $3,000, up to $1,000
per child.® For example, under ARRA CTC rules, a family with two children earning $16,333 would
have received a full CTC of $2,000. Under the 2001 CTC rules, the same family would have had to earn
at least $25,881 to receive the full CTC for two children. ARRA made the CTC available to more low-
income families by setting the base at $3,000. Every hundred dollars earned above $3,000 accrued 15
dollars in the credit until it
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earn $25,881 to receive the full credit, while the changes under ARRA meant that the same family
would receive the full credit when its earnings reached $16,333.°

ARRA Child Tax Credit Rules Help Thousands More lowans

Table 1 shows the number of lowans who would benefit from maintaining the 2009-10 CTC rules. In
Iowa, maintaining the ARRA Child Tax Credit standards would mean about 274,383 lowa parents
would be eligible to receive the credit, compared to about 265,989 under the 2001 CTC standards.’ In
other words, about 8,394 of the lowest-earning lowa parents would lose a tax benefit on their 2010 tax
returns that they received on their 2009 returns if CTC rules reverted to 2001 rules. Additionally, if the
2001 CTC rules are extended without extending the ARRA improvements, 40,129 Iowa households
would see their CTC reduced, because of the higher earnings eligibility standard.

In 2006, 263,252 Towans claimed the credit, amounting to over $366 million in tax savings for those
families.'” These lowa families needed to earn $10,000 or more to claim the credit, and that threshold
would be higher in 2010 under the 2001 law. Allowing families to claim the CTC for earnings between
$3,000 and $12,850 would help thousands more of the lowest-earning lowans.

Failure to extend the ARRA rules for this credit would hurt lowa families who work full time at the
minimum wage. A parent earning the minimum wage ($7.25 per hour) — or about $15,080 a year —
with two children would receive a child credit of $1,812 if the current rules are extended, but would see
the tax credit reduced to $380 if the ARRA provisions expire.'' Effectively, Iowans with the lowest
incomes would see their incomes further reduced by more than $1,400. Conversely, lowa parents
earning $100,000 would still receive the full $1,000-per-child credit under the 2001 child credit rules.

While parents with extremely low earnings would be affected, the most adversely affected by this
change would be those earning between $10,000 and $25,000. A parent with two children who earns
$18,000 would see the Child Tax Credit cut by nearly $1,500 if the current rules lapse.'>

By maintaining the modified Child Tax Credit eligibility rules, Congress could help thousands of
working lowans and their children who struggle to support their families and make ends meet.
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