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Fact Sheet: District Income Security and Social Policy Tax Expenditure Review

Income Security Tax Expenditures
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e Income security tax expenditures
totaled $89.8 million in FY 2020.

e The Earned Income Tax Credit is
the largest of these provisions at
57 percent of the total. Other
provisions include a set of

Total = $89.8 million income tax expenditures for

various Social Security benefits.

Source: ORA. Note: Summing tax expenditures does not consider possible interactions among individual
tax expenditures, so it does not produce an exact estimate of the revenue that would be gained were any
specific provision removed.

Earned Income Tax Credit (EITC)

b The DC EITC was created as Chart 2: Total Federal and DC EITC by Year with DC EITC Effective Amendment Dates
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e An estimated 57,692
Washingtonians claimed about
$51 million in earned income 50
tax credits in FY 2020.
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e The EITC has helped in ® Federal EITC ® DC LITC
redUCing pOVerty in the DiStriCt Source: ORA. Note: The data labels refer to the years the DC EITC changes became effective
and in 2017 elevated about 10 percent of households with children and an estimated 3.9 percent of childless workers
claiming the credit out of poverty. Specifically, we find that in 2017, the DC EITC was effective in lifting 1,874
households (with 3,386 children) and 489 childless adults out of poverty.

e Despite its benefits, our analysis also highlights some shortcomings of the credit, such as the structural inequity for
married childless workers, among other inefficiencies in administration. Recommendations are provided below.
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Social Policy Tax Expenditures
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Overall Recommendations

Recommendations largely focused on the DC EITC are offered below:

¢ Reduce the marriage penalty that exists for married childless workers by extending the DC EITC
income eligibility limit for married workers without children.

e Consider passing legislation to penalize fraudulent tax return preparers.

e Provide more District resources to non-profit organizations to raise awareness about the DC
EITC and highlight IRS regulated tax preparers that taxpayers can use to file individual income
tax returns.

e Continue to support OTR monitoring and enforcement activities.

e Review the purpose of exempting social security retirement income from DC taxable income (the
second largest share of income security tax expenditures) and consider limiting eligibility for
taxpayers with higher incomes.
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