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U

nlike tax deductions (which reduce the
amount of income subject to tax), tax credits
reduce tax liability directly. Tax credits can be
nonrefundable (i.e., the value of the credit is capped
at a taxpayer’s income tax liability) or refundable (i.e.,
taxpayers receive the full value of their credits, regardless
of taxes they owe).
Most tax credits are nonrefundable, but some—including
the earned income tax credit (EITC) and a portion of the
child tax credit (CTC)—are fully or partially refundable.
The most widely claimed refundable credits are the EITC
and the CTC. Together, they substantially help low- and
moderate-income families. Using the Supplemental
Poverty Measure—which includes tax credits in assessing
a person’s poverty status—analysts found that the EITC
and the CTC reduced the poverty rate of working-age
families more than any other government transfer
program in 2015. Overall, only Social Security lifts more
people out of poverty.

This year, Congress will consider what may
be the biggest tax bill in decades. This is one
of a series of briefs the Tax Policy Center has
prepared to help people follow the debate. Each
focuses on a key tax policy issue that Congress
and the Trump administration may address.

EITC
The EITC provides substantial support to low- and
moderate-income working parents, but very little to
workers without qualifying children (often called childless
workers, though they may have noncustodial children,
nondisabled children over 18 and not in college, or
nondisabled children over 24). Workers receive a credit
equal to a percentage of their earnings up to a maximum
credit. Both the credit rate and the maximum credit vary
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FIGURE 1
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by family size, with larger credits available to families with
more children. After reaching its maximum, the credit
doesn’t change until earnings reach the phaseout range.
At that point, it declines with each additional dollar of
income until it disappears entirely (figure 1).
Families with children receive much larger credits
than families without qualifying children. In 2017, the
maximum credit is $3,400 for a family with one child,
$5,616 for those with two children, and $6,318 for
those with three or more children. In contrast, childless
workers can receive no more than $510, and then only if
they are over 24 and under 64 (restrictions that do not
apply to workers with children). And they get no EITC if
their income exceeds $15,010 ($20,600 if married), while
workers with three or more children can have incomes
as high as $39,617 ($45,207 if married) before they lose

their entire credit. Although workers without custodial
children account for 25 percent of tax returns claiming
EITC, they get only 3 percent of EITC benefits. Many
congressional proposals have called for increasing the
EITC for childless workers, either by raising the maximum
credit or by expanding the ages of eligibility.
In 2016, the EITC distributed about $64 billion to 26.4
million working families. Almost all EITC benefits accrue
to workers in the lowest 40 percent of the income
distribution (figure 2).

CTC
The CTC provides a credit of up to $1,000 for each child
younger than 17. The credit is reduced by 5 percent of
adjusted gross income over $75,000 for single parents
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FIGURE 2

Distribution of and Percentage of Tax Units with EITC
2016
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Source: Urban-Brookings Tax Policy Center Microsimulation Model, (version 0516-1).

(or over $110,000 for married couples who file joint
tax returns) (figure 3). If the credit exceeds taxes owed,
taxpayers can receive some or all of the balance as a
refund, known as the additional child tax credit (ACTC) or
the refundable CTC. The ACTC is limited to 15 percent of
earnings above $3,000.
CTC rules mean that many families cannot get the full
$1,000 credit per child. Those with earnings under
$3,000 cannot get any ACTC, while others have too little
earnings to get the full credit. TPC estimates that in 2017,
10.4 million children live in families with at least one
worker but get less than the full CTC. At the other end
of the income distribution, the credit’s phaseout keeps
higher-income families from getting the full CTC: TPC
estimates that 16.1 million children are in families whose
high income will keep them from getting the maximum
CTC in 2017.

The CTC will distribute about $52 billion in benefits in
(calendar year) 2017 to 35 million families with children
(almost 70 percent of all families with children). About
20 percent of the credit’s benefits go to families in the
lowest quintile (or fifth) of the income distribution; about
30 percent to those in both the second and third quintiles;
and 18 to the fourth quintiles. Less than 1 percent of
benefits go to families in the top quintile. Most families
with children in the lowest four quintiles benefit from
the CTC. Because the credit phases out with income, less
than 5 percent of families in the highest income quintile
benefit from the CTC (figure 4).

BUDGET TREATMENT OF REFUNDABLE VERSUS
NONREFUNDABLE TAX CREDITS
The federal budget counts the portion of a tax credit that
offsets tax liability as negative revenue but classifies
the refundable portion as an outlay. Most of the EITC is
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FIGURE 3

Child Tax Credit for Families with One Child
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refunded—a projected $63.4 billion out of $66.2 billion
in FY 2017, or 96 percent of the total credit (figure 5). In
contrast, just 53 percent of the combined value of the
CTC and ACTC ($27.1 billion out of $51.1 b illion) will be
refunded in FY 2017, because many low-income families
cannot get the full—or any—credit and because higherincome families can claim at least some CTC.

NEW REGULATIONS ON NONREFUNDABLE
CREDITS
Starting with the 2017 tax-filing season, the IRS cannot
give refunds for returns claiming either EITC or CTC until
February 15. The delay applies only to returns claiming
EITC or ACTC and affects the entire refund, not just the
portion attributable to the two credits. Its purpose is to

give the IRS time to verify income on these returns after
receiving information returns from employers—now due
by January 31, a month ahead of the previous March
deadline. The delay might help the IRS detect and prevent
fraud, but holding refunds could harm already vulnerable
families. And little evidence shows that it will improve
administration, especially given the tight resource
constraints the IRS faces.
Nearly three-quarters of tax filers claimed a refund on
their 2016 returns, many because of refundable credits.
These refunds averaged about $2,900. Those who filed
before February 12 were more likely to receive refunds,
which averaged over $3,200. Prior research indicates
that families claiming refundable credits tend to file early
in tax season.
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ADVANTAGES AND DISADVANTAGES OF
REFUNDABLE CREDITS

taxes. Allowing credits only against income tax liability
ignores that fact.

Refundable tax credits use the existing administrative
structure of the IRS to deliver social benefits to
households throughout the income distribution. Without
refundability, households with too little income to
otherwise owe tax could not receive benefits from the
IRS. Further, most low-income families also incur payroll

At the same time, using the tax system to deliver social
benefits imposes additional requirements on the IRS that
could weaken its ability to fulfill its primary purpose—
collecting taxes. In addition, refundable credits both
increase compliance costs and encourage fraud.

FIGURE 4

Distribution of and Percentage of Tax Units with
Children and Child Tax Credit, 2017
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Source: Urban-Brookings Tax Policy Center Microsimulation Model, (version 0516-1).
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FIGURE 5

Refundable and Nonrefundable Shares of EITC and
the Child Tax Credit
Billions of dollars, FY 2017
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Source: Office of Management and Budget. "Analytical Perspectives, Budget of the United States Government,
Fiscal Year 2017: Tax Expenditures," Table 14.1.
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