Federal Taxes and Children

Notes and Figures for
Thursday’s Child

Kids, Families, and Tax Policy: Best Friends Forever?

The Urban Institute
April 16, 2009

Roberton Williams
Senior Fellow
Tax Policy Center



Tax Provisions Benefitting Households with Children
e Dependent Exemption: since 1917; $3,650 in 2009
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e Childcare credit and cafeteria plans
0 Child and Dependent Care Tax Credit: since 1956—about $2.6B in 2009
= up to 35% of $3,000 ($6,000 for two or more children)
o Cafeteria plans let workers pay childcare expenses out of pretax income

e Earned Income Tax Credit (EITC): since 1975—%$50.6B in 2009
0 up to 45% of first $12,570 in 2009 earnings
0 40% for two children, 34% for one child
o fully refundable

e Child Tax Credit: since 1997—$45.9B in 2009
o $1,000 per child, partially refundable

e Education credits and deductions
o0 Tuition deduction for college: $2.5B in 2009
o0 American Opportunity and Lifetime Learning credits help pay for college: $3B in 2009
o Coverdell Savings Accounts and state 529 plans to save for college: $0.7B in 2009



Figure 2

Average Pretax Household Income
by Type of Household, 1979-2006
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Source: Congressional Budget Office, "Distributionof Income and Taxes by Type of Household {197%-2006): Houscholds with
Children” at http:/www_cho.gov/publications/col lections/tax/ 2000 households with children.xls.

Figure 3

Average After-Tax Household Income
by Type of Househaold, 1979-2006
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Source: Congressional Budget Office, "Distributionof Income and Taxes by Type of Houschold { 1979-2006): Houscholds with
| Children” at hitp:‘www.cho. gov/publications/col lections/tax/ 2009 households with_children xls.

NOTE: Congressional Budget Office effective tax rates (figures 2-10) include four federal taxes: individual and corporate
income taxes, payroll taxes, and excise taxes. Units are households—groups of related people living together. Data



come from the Internal Revenue Service’s Statistics of Income (SOI) and the Current Population Survey (CPS) and
include the entire non-institutional population.
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Average Pretax Household Income
Households with Children

; intile. 1979-
2006 Dollars by Income Quintile, 1979-2006
3500, (WM} +106%

FUHD, (WM

.
250 (MM} Highest Quintile

2040, (WY
1 50,0013
All
[ILIXLL] __N'- +50%
— ap————
— Middle Quintile
30, (WM .
Lowest Quintile
+45%
L S S S—— P T T W T
1979 1984 1959 1o04 1999 2004
Source: Congressional Budget Office, "istributionof Income and Taxes by Type of Household { 1979-20061: Houscholds with
| Children” at http:/‘www cho.gov/publications collections/tax/ 200% households with children_xls.
Figure 5
Average Pretax Household Income
Households with Children
r 1 0702
2006 Dollars by Income Percentile, 1979-2006
2 50, CHH +263%
2 250,000
2 (HHD (R
1,750, 0043
1, 50R0, ChHH
1,250,004
IRGEIXUIT]
TS0, 0y
+133%
SOHD, Do
Top 1%
250, (HHY All +50%
e —E————— P
1979 1984 1989 19494 1999 2004
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| Children” at http:/fwww.cho.gov/publications/collections/tax/ 2009 houscholds with_children xls.



Figure 6

Effective Federal Individual Income Tax Rates
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Source: Congressional Budget Office, "Distnibutionof Income and Taxes by Type of Household (1974%-2006): Households with
| Children" at https/www.cho.gov/publications/ collections tax 2009 households with_children.xls.

Figure 7

Effective Federal Payroll Tax Rates
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| Children" at http:/www.cho. gov/publications/ collectionstax 2000 households _with_children.xls.



Figure 8

Effective Federal Tax Rates, Households with Children
by Income Quintile, 1979-2006

Tax Kate in Percent

40
Top 1%
35, T e
S y ___.______\_"H
. K Top 10% T ==
30 " S e e e

T

15 T — Highest Chuintile
\\____
20
All
15

Middle Quintile

1k
5
Lovweest Chuntile
'::I '} 1 1 1 1 ! 1 1 1
Ja7a 1954 (REE 1554 [RRR 2004
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Figure 9

Average After-Tax Household Income
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Average After-Tax Household Income
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Tax Provisions in President Obama’s 2010 Budget

Tax Cuts
e Make permanent various provisions in stimulus act
o Making Work Pay Tax Credit: up to $800 for married workers
o Earned Income Tax Credit
= 45% for families with 3+ children
= Higher phaseout range for married couples
o Refundability of Child Tax Credit: start phase-in of refundability at $3,000
0 American Opportunity Tax Credit: up to $2,500 tax credit for college costs, 40% refundable

e Expand saver’s tax credit and automatic enrollment in IRAs and 401(k)s: 50% match on first
$1,000 of retirement savings
e Eliminate Advanced Earned Income Tax Credit: administrative issues

Tax Increases
e Deny Bush tax cut extension to high-income taxpayers
0 Reinstate 36 and 39.6 percent rates for high-income taxpayers
0 Reinstate personal exemption phaseout and limitation on itemized deductions for high-income
taxpayers
o Impose 20 percent rate on capital gains and dividends for high-income taxpayers

e Limit value of itemized deductions to 28%
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Figure 11

Tax Rates for Tax Units with Children
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Tax Rates for Tax Units with Children
under Obama Budget, 2012
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NOTE: Tax Policy Center estimates (figures 11-12) include a different set of four federal taxes: individual and corporate

income taxes, payroll taxes, and estate taxes. They derive from TPC’s microsimulation model, which, like CBO’s
model, relies on data from the SOI and the CPS. The model focuses on tax units—individuals or couples who file
tax returns or would have to file returns if their income were high enough—but excludes dependent tax units.
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