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Key Findings

© Leading localities are using refundable earned income tax credits (EITCs)
to boost incomes and reduce taxes for workers and families with low and
moderate incomes. These local credits build on the success of EITCs at
the federal and state levels, reduce economic hardship and improve the
fairness of the tax code.

© Today, three places offer local refundable credits linked to the EITC.
Maryland's Montgomery County matches up to 32 percent of the federal
EITC for families with children and up to 67 percent for workers without
children. New York City matches up to 30 percent of the federal credit.
San Francisco offers an annual credit of $250 per family. In addition, two
dozen localities in Maryland and Pennsylvania offer nonrefundable EITCs or
similar credits.

© Refundable local EITCs make a meaningful difference for households with
low incomes. Local EITCs in Montgomery County, New York City, and San
Francisco together lift the incomes of approximately 700,000 households
by more than $350 million each year in addition to federal and state tax
credits. We find that households in the bottom two-fifths of local income
earners receive over 95 percent of the boost provided by Montgomery
County’s EITC, and 90 percent of the boost in New York City.

© Refundable local EITCs improve the economic security of workers,
families, and children. These credits put dollars directly into the pockets
of financially vulnerable households, helping them afford the basics and
achieve better health and economic outcomes. We find this supports racial
equity: New York City's credit reaches larger proportions of Hispanic and
Black households relative to their population share, for instance. Studies
also find robust local EITCs improve the health of newborns, a key predictor
of long-term health, education, and earnings.

© To build an effective EITC, local leaders should consider the size and
structure of the credit, who is eligible, and how it is administered.
Experience shows a credit will work best if it is refundable, inclusive of the
most financially vulnerable households, and administered in a streamlined
and accessible manner to facilitate use. Collaboration and partnership
across levels of government can help fulfill these principles.
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Introduction

Local governments play an essential role in fostering conditions that enable residents
to live thriving, healthy lives. Cities, counties, and towns act as the front line in shaping
economic opportunity, public health and safety, and the success of future generations.
Investments in education, health, infrastructure, and other services have long formed
the foundation of this commitment. But communities and local leaders are increasingly
recognizing the need to look deeper. To directly address inequities holding residents
back, localities are uncovering the transformative potential of investing directly in people
themselves!!

Tax credits such as the Earned Income Tax Credit, or EITC, offer one promising path
forward. The EITC boosts the after-tax income of households by providing an annual
tax credit targeted to workers with low and moderate incomes. It's an approach with a
powerful track record of lifting workers and families from poverty, promoting upward
mobility, and rebalancing upside-down tax systems.

The federal EITC, in place since 1975, reaches approximately 25 million households in
every corner of the country, directly raising incomes and helping to offset some of the
taxes these households pay.2 Thirty-one states plus the District of Columbia and Puerto
Rico offer their own credits as well, typically matching a certain percentage of residents’
federal EITC. 3 Crucially, the federal EITC and most state credits are refundable, meaning
households can receive the credit regardless of how much they owe in income tax.

At the local level, three leading localities — Maryland’s Montgomery County, New York
City, and San Francisco — invest in their people through their own refundable EITCs.
These credits deliver an added boost for financially vulnerable community members,
together lifting the incomes of approximately 700,000 households by more than $350
million each year.

* Montgomery County’s Working Families Income Supplement matches up to 25
percent of the federal EITC for families with children and 56 percent for workers
without children. Residents can also claim a separate nonrefundable EITC to
reduce county income taxes. Together these credits mean families with children
receive a local EITC worth up to a third of the federal credit and workers without
children receive a local EITC worth up to two thirds of the federal credit.

* New York City’s Earned Income Credit matches between 10 and 30 percent of
the federal EITC, with the highest match targeted to very low-income households.

. offers $250 per household to families
with children who claim the federal or California EITC.
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GIEE Local EITCs in New York City, Montgomery County,
and San Francisco

Local credit amounts for a single parent of two children
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This report examines the power of local refundable credits to support workers,
families, and communities. We assess the impact and effectiveness of local EITCs,
drawing on the experiences of Montgomery County, New York City, and San Francisco
to identify key insights and policy considerations for leaders across the country. We also
present new results from ITEP's Tax Microsimulation Model showing the potent income-
boosting impact of local EITCs for workers and families, and how this can advance racial
equity.

Lessons from these programs hold relevance for any leader or community member
seeking a stronger, fairer, and healthier local cormmunity. Local refundable credits like the
EITC can help create a strong foundation for families and communities to thrive. Credits
that are effectively structured and implemented can deliver a meaningful boost for
low-income workers and families and improve outcomes in health, education and help
localities fund public services more fairly.
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Why a Local EITC?

As localities look to provide a stronger foundation for families and communities
to thrive, well-designed local refundable credits like the EITC are an effective option.
Substantial evidence on these credits at the federal, state, and local level illustrates why:
having inadequate resources holds people and communities back. By directly bolstering
households’ resources, refundable credits help workers and families get by and achieve
their potential. The results are stronger outcomes and greater equity in health, education,
employment, and more.* The EITC is an investment in families with significant positive
returns.

Spotlight: Local EITCs and Health

Robust local EITCs in Montgomery County and New York City are helping
children and families live healthier lives, studies find.

In Montgomery County, the creation of the Working Families Income
Supplement reduced the occurrence of children being born with low birth
weight by one fifth for low-income mothers who received the supplement
during pregnancy, according to a peer-reviewed 2019 study.®

In New York City, introduction of the Earned Income Credit reduced low-
weight births by about 2 percent across the city’'s low-income neighborhoods,
the results of a peer-reviewed 2017 study indicate.® The results are for all births
in these neighborhoods, including parents who are EIC participants and those
who are not.

A child's weight at birth is a key predictor of long-term health, education,
and earnings. By lifting family incomes, local credits like the EITC can improve
outcomes at birth — and, in turn, promote well-being and upward mobility
over the long run — by supporting families’ economic security, reducing
stress, and supporting maternal health.” These results parallel findings on
the positive health impacts of EITCs at the federal and state levels.® Evidence
also links the family economic support provided by the EITC to reductions in
reports of youth violence and juvenile justice system involvement.?

The EITC supports families of all races and ethnicities. The benefits are especially
significant for households of color, making progress against systemic disparities in
economic security and opportunity. The credit reaches a larger proportion of Black,
Hispanic, and Indigenous households relative to their share of the overall population and
provides these households a greater share of the total income boost.™" This is largely
because workers of color, in particular Black and Hispanic workers, are disproportionately
represented in lower-paid jobs as a result of historical and ongoing barriers including
discrimination and underinvestment.’? Targeted refundable credits address these
inequities, advancing shared opportunity and promoting more economically inclusive
communities for current and future generations.®
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Refundable credits also help local governments address a longstanding inequity:
upside-down tax codes. Local tax policies too often leave poorer residents paying a
disproportionately large share of taxes, worsening economic divides within and across
communities.® Credits for households with low and moderate incomes can rebalance
revenue systems by putting more dollars into the pockets of residents with limited financial
means. Importantly, a local EITC can be effective whether or not a locality levies an income
tax, as long as the credit is refundable. If a credit is refundable it will reach beyond a
household's income tax liability, offsetting amounts paid in local sales, property, and other
taxes. These credits improve the fairness of the tax systems localities use to fund shared
priorities.

@IEE2 Comparing Types of Taxes

Average effective state and local tax rates
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Source: ITER, Who Pays? A Distributional Analysis of the Tax Systems in All 50 States, 2018

Administrative considerations make the EITC an especially powerful way for localities to
directly reach residents in need. Local tax credits build on the established administrative
infrastructure of state and federal tax credits, offering a relatively straightforward and
efficient way to achieve high participation in communities. Each year 25 million low- and
moderate-income households claim the federal EITC. The federal credit reaches families
across all corners of the U.S. and lifts millions of people from poverty.'®'7 State EITCs provide
an added boost in 31 states plus D.C. and Puerto Rico, and a growing number of these states
have broadened participation for their EITCs to groups excluded from the federal credit.® A
robust network of national and community institutions spread awareness of the credit and
help families claim it. These factors provide a strong base for localities to build upon with
their own refundable credits.

INSTITUTE ON TAXATION AND ECONOMIC POLICY
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Local EITCs in Action: An Overview

Working families get a boost from refundable local EITCs in three places: Maryland’s
Montgomery County, New York City, and San Francisco. Together these local EITCs
reach around 700,000 households and raise incomes by about $350 million each
year. The three programs all aim to improve economic security for workers, families,
and communities. Each local credit has a unigue structure, reach, claiming and
administrative process, and history.

Montgomery County’s Working Families Income Supplement and a nonrefundable
county EITC together provide a local match up to 32 percent of families’ federal EITC.
The county provides a larger credit for workers without children in the home, up to 67
percent of the federal credit. The refundable portion of the credit, the Working Families
Income Supplement, was established in 1998 and most recently expanded in 2020
Montgomery County and Maryland partner to automatically deliver the refundable credit
to county residents claiming the Maryland EITC each year. Montgomery County’s EITC
reaches around 70,000 households, raising incomes by an average of approximately
$600 per household. The program provides a meaningful targeted boost: around three-
fourths of local EITC participants are in the poorest 20 percent of county residents, with
household incomes below $38,000, according to results from ITEP's Tax Microsimulation
Model.

New York City’s Earned Income Credit matches between 10 and 30 percent of
residents’ federal EITC. The match rate is highest for households with very low incomes
and it phases down incrementally as income rises. Residents claim the Earned Income
Credit at tax time while completing their annual New York City income tax returns.
Established in 2004 and expanded in 2022, the credit today reaches around 620,000
households and boosts incomes by an average of about $510. The credit delivers a
targeted lift: around half of households claiming the credit are in the poorest 20 percent
of New York City residents, with household incomes below $25,000, according to results
from ITEP's Tax Microsimulation Model. The credit also supports racial equity, providing a
boost to Hispanic and Black households in larger proportion to their shares of the overall
population of New York City tax filers, our estimates show.

offers a rebate of $250 per household
to families with children who claim the federal or California EITC. Families claim the
credit by applying to the city with a copy of a federal or state tax return to confirm
eligibility. San Francisco’s credit was established in 2004. The program currently reaches
approximately 3,500 families each year. San Francisco delivered an additional rapid
cash payment to participating families in 2021, building on the WFC to further bolster
household resiliency during the pandemic economic downturn.

1. Years noted in this report generally refer to tax years, rather than calendar years or fiscal years. Tax years correspond to the year
income is earned, which is the year prior to when taxes on that income are filed and tax refunds are received. Policy changes
described in this report were frequently made in one calendar year and applied retroactively to the prior tax year.
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Maximum Credit Amounts From Local EITCs

Largest available credit amounts for an unmarried filer, by number of children
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The landscape of local EITCs also includes pilot programs and nonrefundable credits.
Local EITCs have been piloted in cities including Denver and Chicago. These programs
generated improvements for residents’ economic well-being and uncovered critical
insights that have influenced policy at federal, state, and local levels.®?° In addition,
Philadelphia and 23 localities in Maryland offer nonrefundable EITCs or similar credits for
low-income workers. 2?22 These nonrefundable credits reduce households’ city or county
income taxes, making local income taxes more equitable. But they provide no refund for
any amount of the credit that exceeds income tax liability, leading to smaller benefits for
households with lower incomes.

The local EITCs in place today show the potential and power of refundable credits to
strengthen communities. These credits can be an effective way to uplift workers and
families, delivering a direct and targeted income boost that improves health, education,
and earnings — all while advancing fairness in local revenue systems. Lessons from local
EITCs in place today can help communities overcome challenges and create successful
programs.

INSTITUTE ON TAXATION AND ECONOMIC POLICY
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Building Effective Local Refundable Credits

Targeted local refundable tax credits like the EITC can help families and communities
thrive by strengthening economic security, improving health and education outcomes,
and rebalancing regressive tax systems. Local credits work best when they are
refundable, inclusive of the most financially vulnerable households, and administered
in an accessible manner that facilitates participation. To build an effective EITC or other
targeted refundable credit, local leaders should consider the size and structure of the
credit, who is eligible, and how it is administered.

Structure

Refundability is a vital component of any local credit for households with lower
incomes. A refundable structure ensures that the boost a person receives is not
constricted by the amount she owes in local income taxes. This can be especially
important at the local level as localities generally rely more on property, sales, and excise
taxes to raise revenue, and four in five local areas nationwide do not have local income
taxes at all.2? Refundable structures deliver more dollars to where they can have a greater
impact on reducing poverty, improving well-being, and rebalancing inequitable tax
codes.

Local EITCs in place today illustrate the importance of refundability. In San Francisco,
residents do not pay a local personal income tax. Rather than offsetting income taxes,
San Francisco’s refundable EITC-linked Working Families Credit operates as a cash
transfer program that directly lifts families’ incomes. In Montgomery County, residents
pay a 3.2 percent local income tax. The county's EITC reduces the impact of this tax
on households with low-to-moderate incomes. But the largest share of Montgomery
County's EITC, roughly two in three local EITC dollars, takes the form of direct refunds
to households that can go above and beyond local income tax liability. These refunded
amounts prove especially meaningful for workers and families with lower incomes,
helping the lowest-earning 20 percent of county residents secure over 60 percent of the
local EITC, according to our estimates.

Localities are also innovating by crafting credits that build on the federal EITC to
provide an even better-targeted boost. One powerful example is Montgomery County's
enhanced EITC match for workers without children in the home. The county provides
these workers a match of up to 67 percent of the federal EITC, approximately double
the match rate available to families with children. This structure helps offset the
comparatively small federal EITC available to noncustodial parents and workers who
do not have children, adding a local boost of nearly $400 on top of the maximum $600
federal credit for these workers.

Other notable approaches providing a greater lift to households with low earnings
include New York City's increased credit rate for lower-income households and San
Francisco's guaranteed credit amount. In New York City, a larger match on the federal
EITC is available to residents with lower incomes: households with incomes below $5,000
can claim a 30 percent match, and the match rate declines in increments to 10 percent
as income rises. San Francisco's full $250 credit is available to families with as little as
one dollar in earnings. This guaranteed minimum credit allows some workers with very
low earnings to receive more from the local credit than they do from the federal EITC.

INSTITUTE ON TAXATION AND ECONOMIC POLICY
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These examples show localities can build on the success of federal and state EITCs while
making adjustments that advance local priorities and community needs.

Eligibility
Localities are making strides on inclusive EITCs. To make their credits more powerful
tools for advancing economic opportunity, localities are broadening eligibility to make up

for gaps in the federal EITC that leave out immigrant families, older workers, and younger
workers.

In Montgomery County and San Francisco, for example, local EITCs are available to
U.S. citizens as well as immigrant people who live and work in the U.S. and pay taxes
with Individual Taxpayer Identification Numbers. These noncitizen workers who have not
been issued Social Security numbers are excluded from the federal EITC and Child Tax
Credit even if they have children or spouses who are U.S. citizens; work and pay federal,
state, and local taxes; and otherwise meet the income requirements for the credit.?425
Montgomery County and San Francisco follow Maryland, California, and a growing
number of other states in making their EITCs available to workers and families regardless
of immigration status. Ten states and D.C. have expanded their EITCs to immigrant
families.2¢

Montgomery County also makes its credit more age-inclusive. Under federal EITC
rules, a low-income worker without children in the home is not able to receive the credit
if older than 64 or younger than 25.2722 Montgomery County follows Maryland in filling
these critical gaps, expanding eligibility for the county EITC to younger adults and older
workers who otherwise fulfill the income requirements for the credit.?® Today eight states
including Maryland and California allow younger workers to claim their EITCs, and three
states include older workers.

Accessibility

One strength of a local EITC is that it allows localities to build on the existing take-up
and administrative infrastructure of EITCs at the state and federal levels. With mindful
steps, local governments can make the most of this strength to reach eligible residents
effectively and efficiently.

In considering strategies to facilitate participation in a local credit, it is helpful to
distinguish between two categories of eligible people: those already claiming federal
and/or state EITCs, and those who are eligible but not yet claiming them.° In all, the
EITC reaches approximately 8 in 10 eligible households federally, the IRS estimates.®
Coordination between levels of government can help localities efficiently deliver a local
credit to households already using federal and state EITCs. Local governments can also
strengthen and support efforts to increase participation among eligible households
not yet claiming these credits. Focusing on coordination, partnership, and minimizing
administrative barriers can reach residents in both groups, making a local credit
accessible and impactful for all eligible households.

Montgomery County shows one practical and powerful approach. The county partners
with the state of Maryland to automatically deliver the refundable portion of its county
credit, the Working Families Income Supplement, to all residents receiving a refund from
the Maryland EITC. These residents get the WFIS deposited into their bank accounts

INSTITUTE ON TAXATION AND ECONOMIC POLICY
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or delivered by mail with no additional application or process required. As a result of
this partnership, Montgomery County delivers an automatic, targeted, and meaningful
income lift to tens of thousands of low-income workers and families each year, achieving
the same level of participation as the state EITC.

Montgomery County’s user-friendly approach also saves on administrative costs,
allowing more resources to be directed into families’ pockets or into outreach to
communities facing elevated barriers to access. The county reimburses the state
for its WFIS operating expenses, which total less than one fifth of 1 percent of the
amount spent on the credit itself, or less than $1 per household reached.3? Importantly,
while Montgomery County has a local income tax, the state-local partnership used
to administer the WFIS can function as a model for implementing refundable local
EITCs even in places without local income taxes. This is particularly true where state
EITCs or state income taxes are in place.3 Such partnerships can be especially useful in
allowing localities to overcome constraints from federal policies that limit some local
governments’ ability to verify the EITC eligibility of residents.34

In cases where a local claiming process is used, localities can keep the process simple
and straightforward. Key principles include meeting residents where they are and
minimizing barriers to access. New York City, for example, integrates its Earned Income
Credit into the annual tax filing process, making it accessible for residents who pay city
income tax and have claimed the federal and New York state EITCs. The city also partners
with the IRS to identify residents who appear eligible for the credit but have not claimed
it, contact these residents, and send them pre-filled amended tax return forms that can
be submitted to claim the local, state, and federal EITCs.3® The NYC EIC Mailing Project
has helped tens of thousands of New York City households secure credits that would
have otherwise gone unused.?®

Local tax credits can also boost residents’ access to federal and state credits and other
supports that build economic security. New York City, Montgomery County, and San
Francisco each leverage their local EITCs to promote free tax filing and broader financial
empowerment efforts.37*832 San Francisco also connects Working Families Credit
participants to services such as Medicaid and nutrition assistance and facilitates access
to the credit among residents already enrolled in these support programs.“® In addition,
some evidence at the state level suggests robust EITC supplements lead to increased
participation in the federal credit, bringing more dollars into households’ pockets
and local economies.# These examples demonstrate how local credits can be a tool to
strengthen partnerships between public institutions, tax assistance providers, outreach
coalitions, and community-based organizations to better support residents in need.

Sustainability

Refundable credits like the EITC are an effective tool for advancing economic security
and rebalancing inequitable tax codes. Equitable revenue-raising strategies can help
ensure a local credit is sustained over time, allowing families and commmunities to feel the
long-term benefits on health, education, and employment. A local refundable credit can
be especially powerful as one part of an approach that leverages public investments and
revenue policies to achieve stronger communities in which all residents can thrive, and in
which those with the greatest ability to pay contribute fairly.

INSTITUTE ON TAXATION AND ECONOMIC POLICY
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Local EITCs in Action

Working Families Income Supplement
Montgomery County, Maryland

Overview and Impact

Residents of Montgomery County, Maryland, are eligible for two local tax credits
based on the federal EITC. In this report, the two credits are referred to together as the
Montgomery County EITC. The most substantial portion is the refundable Working
Families Income Supplement (WFIS), which matches part of the refund residents
receive from the Maryland EITC. A nonrefundable county EITC is available separately
to offset county income taxes for lower-income residents. The WFIS was introduced in
1998, making it the first local refundable EITC in the nation.? Today many households
claim both credits, and in combination they provide an amount similar to what a single
refundable local EITC would provide.

Around 70,000 households claim Montgomery County’s EITC each year, receiving an
income supplement from the WFIS, an income tax reduction from the nonrefundable
credit, or both.#2 These households see their incomes lifted by approximately $40 million,
or around $600 per household on average. The refundable WFIS delivers the bulk, while
the nonrefundable credit contributes about a third.

Montgomery County matches between 25 and 32 percent of the federal EITC for
families with children and up to 67 percent of the federal credit for workers without
children, making it overall the most robust refundable local EITC in the nation. A single
worker can receive a boost of up to nearly $400 if she has no children at home, $1,100
if she has one child, $1,740 if she has two children, and nearly $2,000 if she has three or
more children. These credit levels provide a strong foundation for workers and families
of all sizes while helping to offset some of the additional cost families incur with each
additional child.

2. The credit was enacted in 1999, with residents able to claim refunds based on tax year 1998.
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Montgomery County's Working Families Income
Supplement and Nonrefundable EITC

Combined county credit amounts for a single filer, by number of children
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Source: ITEP analysis of IRS and Montgomery County statutes

The gains are targeted to low-income workers and their families, our estimates
show. Households claiming the county EITC have an average income of $26,000, far less
than the $145,000 average household income of the county.? Three in four households
claiming the EITC have incomes that put them in the lowest 20 percent of Montgomery
County income earners. These households, who have incomes under $38,000, receive
61 percent of the income boost provided by the county's EITC. Over 95 percent of local
EITC dollars flow to households in the bottom two-fifths of Montgomery County income

earners.

3. See methodology for more information on ITEP's Tax Microsimulation Model and sources of income included in modeling analyses.
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@I Montgomery County's EITC targets support
to low-income households

Share of WFIS and county EITC benefits claimed by income quintile
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Households claiming the Montgomery County credits see their income lifted by an
average of just over 2 percent, equivalent to more than an extra week's paycheck worth
of income annually. The effect is greatest for those with lower earnings: households in the
bottom 20 percent who claim the credits receive a larger boost relative to their incomes,
an average increase of just over 3 percent, according to ITEP estimates.

Montgomery County’s EITC is provided on top of Maryland’s refundable state
EITC. Maryland matches between 45 percent and 50 percent of the federal credit for
families and 100 percent of the federal credit for workers without children. A family in
Montgomery County who claims the state and county EITCs can receive a combined
match of up to 82 percent of the federal credit, one of the most robust EITC matches
in the country.“® For a single parent with two children, this means a boost worth up
to $4,700 on top of the federal EITC. For a worker with no children in the home, the
Maryland and Montgomery County boost can be even larger than the federal EITC: a
single worker with no children can receive state and local credits worth up to 167 percent
of the federal EITC, equating to nearly $1,000 in added income on top of the federal
credit.

The Montgomery County EITC provides a boost to U.S. citizens and to immigrant
families who work and pay taxes with Individual Taxpayer Identification Numbers.44 It is
also available to younger workers and older workers.
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The robust size, relatively high uptake, and effective administration of the WFIS have
made the program a promising example of a local refundable EITC. Picking up on these
strengths, advocates have proposed policies like the WFIS in other local jurisdictions,
and the Montgomery County credit has served as inspiration to policymakers across the
country from neighboring Prince George's County to Denver.4546

Claiming the Montgomery County EITC

The Working Families Income Supplement and nonrefundable county EITC are
claimed separately by residents, providing a combined boost similar to what a traditional
refundable EITC would provide. The nonrefundable portion is claimed as residents file
county income taxes each year. The WFIS is delivered automatically to Montgomery
County residents who received a refund from the Maryland EITC, matching a set
percentage of the state credit.

Many households who claim the refundable WFIS also claim the nonrefundable credit,
and vice versa. For example, a single parent of two children who earns $25,000 is eligible
to claim both credits, receiving approximately $1,200 from the WFIS and approximately
$375 from the nonrefundable EITC. The nonrefundable credit phases in as household
income rises, and the refundable portion phases out. The result is a combined local EITC
that is worth up to one third of the federal EITC for families. For workers without children,
the combined local EITC credit equals up to two thirds of the federal credit.

The nonrefundable credit reduces county income taxes by an amount equaling up
to 32 percent of the federal EITC. Montgomery County’s income tax is a flat rate of 3.2
percent on state taxable income after deductions, exclusions, and adjustments.4’ The
nonrefundable county credit reduces the impact of the tax for residents with low-to-
moderate incomes. But it does not provide a refund for any amount of the credit that
exceeds local income tax liability, limiting its power to boost the incomes of residents
with the lowest earnings. All Maryland counties and Baltimore city have a local income
tax, as required by state law, and all provide a local nonrefundable EITC.# But only
Montgomery County offers an additional refundable EITC.48

The refundable WFIS is sent directly to Montgomery County residents who claim
the refundable Maryland EITC. The WFIS matches 56 percent of households' state EITC
refund. The state refundable EITC, in turn, equals 45 percent of the federal credit for
families with children and 100 percent for workers without children, minus any state
income tax liability. For families, this means a county refund worth up to one quarter
of the federal EITC. For workers without children, the county refund can equal up to 56
percent of the federal EITC.

4. Certain low-income tax filers in Maryland are eligible for a second local nonrefundable credit, the poverty level credit, if their local
income tax is not fully offset by the EITC. To be eligible for the poverty level credit, a tax filer must have income below the federal
poverty level. It offers a credit against local income tax equal to up to 0.16% of a filer's income. In tax year 2018, 19,000 tax filers
statewide claimed the local poverty level credit, receiving $120 on average.
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Montgomery County's Working Families Income
Supplement and Nonrefundable EITC

Combined county credit amounts for a single parent of two children

$2,000
== County refundable EITC (WFIS)
County nonrefundable EITC

$1,600

$1,200
k=
>3
[e]
£

S $800
=
s
o

$400

$0

) Q Q Q Q Q Q Q Q Q Q Q
=) 00 90 00 00 00 Q Q 00 Q 90 90

Earned income

Source: ITEP analysis of IRS and Montgomery County statutes

Families receive the WFIS through a straightforward and simple process, allowing
Montgomery County to deliver a boost effectively and efficiently to residents with no
added administrative hassle. The Maryland Office of the Comptroller manages the credit
on behalf of the county, periodically identifying eligible households who claim the state
EITC and automatically sending them the amount they are eligible for from the WFIS.
Beyond claiming the state EITC, no additional application is required to receive the WFIS.
The comptroller’s office issues checks to eligible households beginning July 31 each year
following the close of the tax season in April. The county reimburses the state for costs
associated with administering the WFIS. These administrative expenses typically total
less than one fifth of 1 percent of overall expenditures on the program.

The county integrates the WFIS into outreach efforts aimed at raising awareness and
participation in the state and federal EITCs, using the county credit as an added incentive
for residents to file income taxes each year. A 2022 press release encouraging residents
to “get all your tax credits,” for example, notes “Montgomery County is among a few
jurisdictions across the country — and the only in Maryland — with a local match to the
state's earned income credit,” adding that households may be eligible for thousands of
dollars in combined refunds from the federal, state, and county programs.“® The release
also provides information to learn more about free tax preparation assistance services.
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Background and History

Working Families Income Supplement

Montgomery County lawmakers enacted the nation’s first local refundable EITC in
1999, naming it the Working Families Income Supplement. For its first year the credit
was made available retroactively for 1998, providing a county boost of up to one tenth of
families’ federal EITC. The credit was structured as a match to the refundable Maryland
EITC and administered by Maryland state government, a structure and approach that
continues today, allowing the county to achieve a high rate of participation from the
start.

Montgomery County's Working Families Income
Supplement Over the Years

Households reached and average WFIS refund, excluding nonrefundable credit
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The WFIS has been expanded several times over its quarter-century lifespan.
During its first decade in operation, the credit’s value as a percentage of the federal
EITC increased from 10 percent to 25 percent, increasing the average credit from
approximately $180 to $500 per household.55452 E|igibility for the WFIS also widened
to include workers without children in 2008. These expansions were the result of
Montgomery County following increases to the state credit that the WFIS is structured
upon.®®* County lawmakers reduced the size of the credit in 2009 and 2010 during the
Great Recession but restored its value in following years.54:555657
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This credit will ... target the greatest benefits
to those with the greatest need, and offset or
eliminate completely the local tax burden on

working families struggling to make ends meet.

- Montgomery County Executive Douglas Duncan explaining
the Working Families Income Supplement in 1999

Maryland lawmakers substantially boosted the state EITC in 2020, raising the
refundable portion to 45 percent of the federal credit.>® Montgomery County matched
the expansion, boosting the WFIS by an equal amount — for a combined state and local
credit of up to 90 percent of families’ federal EITC — offering historic help to financially
vulnerable residents during a period of unprecedented economic disruption.52:€°
Montgomery County also followed the state in a series of moves expanding the reach
and impact of the EITC for populations excluded or disadvantaged by the federal credit.
Workers without children at home, eligible for only a small federal EITC, became eligible
for a larger state and county match. Younger workers, older workers, and immigrant
families, three groups of people left out of the federal credit, also became eligible for the
Maryland and Montgomery County EITCs in 2020.6%2

The 2020 expansions substantially increased the reach and impact of Montgomery
County’s EITC. The number of households receiving the WFIS grew two-thirds from 2019
to 2022, and the total amount of support these residents received more than doubled.®?
Montgomery County allocated $50 million in federal recovery funds over two years
to facilitate the increases.®4 For 2022 county lawmakers scaled back the credit value
expansion while maintaining the broadened eligibility rules for immigrant families,
younger workers, and older workers.®® The result is the current structure: the WFIS
matches 56 percent of residents’ state EITC refund, providing a refundable county boost
worth up to one quarter of the federal EITC for families and up to two thirds of the federal
EITC for workers without children and noncustodial parents.

County nonrefundable EITC

Montgomery County’s nonrefundable EITC stretches further back in history.
Nonrefundable EITCs were indirectly introduced to Maryland'’s counties and cities in
1987, the same year Maryland enacted a nonrefundable state EITC.¢¢ A 1999 overhaul
of Maryland’s income tax structure formally enacted the local nonrefundable EITC,
requiring every Maryland county and the city of Baltimore to provide a nonrefundable
credit against local income tax.¢” These credits are claimed during the income tax filing
process and administered by the state.

The same system remains in place today, allowing all eligible Maryland residents
paying local income taxes to claim a local nonrefundable EITC. Nonrefundable local EITCs
offset $64 million in local income tax liability for nearly 240,000 Maryland households
in 2018, including 33,000 Montgomery County residents receiving $9.5 million in tax
reductions.®® These credits help reduce income taxes for households with low-to-
moderate incomes, but provide no additional income boost for any amount exceeding
local income taxes owed. Maryland law also permits localities to offer refundable EITCs,
but unlike the nonrefundable credit, it is not required.®®
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Earned Income Credit
New York City

Overview and Impact

Low-income workers in New York City can claim the city’'s refundable earned income
tax credit to reduce their city income tax liabilities and boost their incomes. Introduced
in 2004 and expanded substantially in 2022, the NYC Earned Income Credit (EIC) today
matches between 10 and 30 percent of the amount a household receives from the
federal EITC.7® Workers with income under $5,000 receive the full 30 percent, and the
match rate phases down as income rises. This unique sliding-scale approach builds on
the structure of the federal EITC while targeting greater support to households with
lower incomes.

The New York City credit reached 620,000 households in 2021." The credit raises
incomes of workers and families by an estimated $315 million annually, providing an
average boost of about $510 per household.” A single worker earning low wages can
receive up to nearly $1,700 from the credit if she has three or more children, $1,500 if she
has two children, $1,000 if she has one child, and $150 if she does not have children in the
home.

New York City's Earned Income Credit

Credit amounts for a single filer, by number of children
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The boost from New York City's EIC is targeted to low-income workers and their
families, according to our estimates. Households claiming the city credit have an average
income of just $29,000, far less than the $139,000 average household income of New
York City at large. Half of households claiming the EIC have incomes that put them in
the lowest 20 percent of New York City income earners. These households, who have
incomes under $25,000, receive 44 percent of the income boost provided by the EIC.
Nine in ten EIC dollars reach households in the bottom two-fifths of New York City
income earners.

@I New York City EITC targets support to
low-income households

Share of city EITC benefits claimed by income quintile
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Source: ITEP Microsimulation Model, October 2023

Households claiming the New York City credit see their income lifted by an average
of approximately 1.5 percent. The effect is most significant for those with lower earnings:
households in the bottom 20 percent receive a larger boost relative to their incomes, an
average increase of nearly 3 percent, according to ITEP estimates.

In addition to improving the economic standing of lower-income families, the New
York City EIC reduces disparities by race and ethnicity, our estimates show. The credit
supports workers and families of all races and ethnicities. But it plays an especially
important role for Hispanic and Black households, according to ITEP estimates. We find
that approximately one in five Hispanic households who file income taxes in New York
City claim the EIC, and approximately one in six Black households receive the credit. In
comparison, about one in seven tax filers overall claim the EIC, including approximately
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one in 14 white households.® By delivering a boost to greater proportions of Hispanic and
Black households, the EIC helps to counteract racial barriers to genuine opportunity and
economic security in New York City, promoting a more inclusive economy for all.”®

New York City households claim the local credit on top of New York's state Earned
Income Credit, which matches 30 percent of the federal credit. A New York City resident
who claims the state and city EICs can receive a combined boost worth up to 60 percent
of the federal credit, the fourth largest EITC match available in the country.™ For a single
parent with two children, this means state and local credits of up to nearly $3,500 on
top of the federal EITC. A single worker with no children can receive state and local
credits worth up to $330 on top of the federal credit. The New York City and state EICs
are not available to immigrant families and others filing taxes using Individual Taxpayer
Identification Numbers.”>7¢ Both credits follow the federal EITC's rules for eligibility based
on age.””

Claiming the New York City EIC

New York City households claim the EIC during the annual tax filing process. The
credit is incorporated into the steps residents follow to file city income tax returns, with
additional forms detailing instructions on claiming.” The city income tax filing process
is administered by New York state, allowing residents to claim the local and state credits
at the same time. As a result, the city and state EICs achieve similar levels of participation
among New York City residents.”

Starting in 2022, the match on the federal EITC that a household receives depends on
the household's adjusted gross income. Households with incomes below $5,000 receive
a 30 percent match to the federal credit, and those with incomes above $42,500 receive
a 10 percent match. Households with income in between receive a scaled percentage
match between 10 and 30 percent. The credit is applied to reduce any city income taxes
owed. If income tax liability is smaller than the amount of the credit, the remaining
amount is delivered directly to the household as a cash refund.®

The NYC EIC is highlighted in local efforts aiming to expand awareness and increase
participation in local, state, and federal EITCs and other refundable credits supporting
lower-income households. For example, following expansion of the credit in 2022, city
policymakers invested in a $1.5 million multimedia outreach campaign to raise awareness
and encourage participation in the EIC and other credits.2® New York City also leverages
partnerships and other coordination strategies to facilitate access to these credits. In
partnership with the IRS, the city works to identify residents who are likely eligible for
the city, state, and federal EITCs but have not yet claimed them. The city and the agency
initiate outreach to these households and follow up with pre-filled amended tax forms
that can be filed to claim the credits.® The city has also used innovative approaches like
establishing free tax preparation services at hospitals and outpatient clinics.®?

Background and History

The New York City EIC was established in 2004 and has boosted the incomes of
workers and families ever since. City lawmakers introduced the credit as a refundable 5
percent match on residents’ federal EITC.8324 This 5 percent credit remained in place until
a 2022 reform expanded the credit to its current structure.

5. See methodology for more information on ITEP's Tax Microsimulation Model and its approach to estimating effects by race and
ethnicity.

6. Certain New York City residents with low incomes are also eligible to claim the city's refundable child and dependent care credit
and nonrefundable household credit. The child and dependent care credit reached approximately 3,000 households in 2021, providing
around $260 on average. The household credit reached approximately 320,000 households in 2019, providing $24 on average.
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@D New York City's Earned Income Tax Credit
Over the Years

Households reached and average credit
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In the time between the credit’s introduction and its 2022 expansion, several policy
leaders and advocates developed proposals to strengthen the credit. Beginning in 2005,
for example, the city council speaker proposed doubling the credit to 10 percent of the
federal EITC.25 In 2016, the city comptroller released an analysis advocating for tripling
the city EITC to 15 percent of the federal credit, showing that such an expansion would
lift an added 15,000 households out of poverty.t¢ And in 2021, New York City Mayor Eric
Adams, then serving as Brooklyn borough president, proposed increasing the credit to
60 percent of the federal EITC for those earning under $30,000 and 30 percent for those
earning more.??

City lawmakers secured a substantial overhaul of the New York City EIC in 2022.88
With the expansion providing between 10 and 30 percent on top of the federal EITC, the
credit now delivers an estimated additional $250 million directly into the pockets of New
York City households each year.®® The expansion is expected to result in a nearly five-fold
increase in the average credit claimed per household, raising it to approximately $500.2°
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The expansion provides a boost to all workers and families participating in the New
York City EIC, with the largest share going to the 20 percent of lowest-income residents,
according to our estimates.

[The NYC EIC] is extra money in [families’]
pockets during a very difficult time. That's money
to help pay for food, bills, rent, all of the things
that New Yorkers know and deserve to receive. The

EITC is a lifeline for far too many. And by allowing
this increase, we are extending that lifetime.

- Mayor Eric Adams remarking on the expanded NYC EIC in 2022

In addition to the NYC EIC, New York City has also piloted a program expanding
the EITC for workers without children in the home, including people who do not have
children and those who are noncustodial parents. The New York City Paycheck Plus
credit, operational from 2015 to 2017, provided an enhanced EITC up to $2,000 per year
to a targeted group of participants. The trial was funded by the New York City Center for
Economic Opportunity and the Robin Hood Foundation and managed by the research
organization MDRC.®' Providing the additional cash credit to these low-income workers
helped reduce severe poverty and increase earnings from employment, an analysis
found.?? A similar program was piloted in Atlanta from 2016 to 2019.2%
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The Working Families Credit (WFC) is an EITC supplement provided by the city and
county of San Francisco. In place since 2004, the program offers a $250 per-household
annual payment to families with children at home who claim the federal or California
EITC.” In 2021 the program reached just over 3,400 families, delivering around $850,000
to low-income residents.

The WFC adds a $250 boost on top of families’ federal or state EITC. The credit’s value
does not depend on family size. The program builds on the income targeting of the
EITC, focusing support on low-earning households. But while the federal EITC phases in
benefits by 35 to 45 cents for each dollar earned, the WFC provides $250 to all families
with at least some earnings, no matter how low. This flat structure provides predictable
support to working families with very low incomes.

San Francisco does not levy a personal income tax, unlike New York City and
Montgomery County but like four-fifths of U.S. localities.?* Rather than offsetting a local
income tax, San Francisco's WFC acts as a direct cash boost to low-income residents,
helping to alleviate unbalanced effects from sales, property, and other taxes levied by the
city.

The credit is available to citizens as well as immigrant families who file taxes using
Individual Taxpayer Identification Numbers. The latter are eligible for the Working
Families Credit if they have claimed the California EITC. The state credit is structured
similarly to the federal EITC but more narrowly targeted to low-income households.®®

Families claim the WFC by submitting a form to the San Francisco Human Services
Agency, attaching a copy of a current federal or state tax return documenting that the
filer has at least one child and qualifies for the federal EITC, or, if filing with an ITIN, the
CalEITC.2¢ The application is available in several languages. Families apply around tax
time, and credits are delivered beginning in May of each year following the close of
the tax filing period. In 2020, approximately two in three WFC applications came from
families filing with paid tax preparers, approximately 10 percent came from volunteer
tax preparation sites, and approximately 20 percent came from people applying for the
credit independently.®?

Families typically apply soon after completing the federal and state tax process, and
some tax preparation services offer assistance. San Francisco employees conduct year-
round outreach to communities, tax preparers, and public support program enrollees
to raise awareness and encourage residents to apply. Personnel also help connect WFC
recipients with additional public supports they may be eligible for but not yet enrolled in
such as health coverage, nutrition assistance, discounted transit access, utility bill relief,
and free tax preparation.?&2°?

7. The credit was enacted in 2005, with residents able to claim based on tax year 2004.
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San Francisco leaders started the WFC in 2004 as a pilot program offering a 10
percent match on top of San Francisco families’ federal EITC.1°%1°" The program was made
permanent two years later.'? |t has undergone modifications in years since, with reforms
both expanding and reducing the credit's size and eligibility over time.

GED San Francisco's Working Families Credit
Over the Years

Households reached and average credit
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Note: 2022 data are preliminary as of May 2023; 2019 includes one-time supplement administered during pandemic.
Source: San Francisco Human Services Agency

When the credit was enacted permanently, it was restructured as a flat $100 per-
household credit.’®® The 2006 enactment also shifted administration of the program from
the San Francisco Treasurer and Tax Collector's Office to the Human Services Agency.
San Francisco established partnerships with volunteer and paid tax preparation services
to facilitate access, and this coordination continues today.'°4

Beginning in 2010 policymakers narrowed WFC eligibility to only first-time recipients.
This reform, enacted in response to a reduction in funding available for the credit,
magnified the program’s focus on providing a local incentive for residents to begin
claiming the federal EITC.'°5 Program participation narrowed as a result, decreasing from
approximately 11,000 households in 2009 to just under 3,000 in 2010.
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San Francisco policymakers raised the supplement to $250 per household beginning
in 2011. Households could receive the $250 credit by providing the Human Services
Agency with bank information for direct deposit, a move to incentivize use of formal
banking services.®® Those not providing direct deposit information received a $100 paper
check with the opportunity to claim the remaining $150 by providing bank information
later. This structure remains in place today, with approximately 99 percent of filers opting
for direct deposit.1?

The WFC was temporarily raised to $500 per household for 2018, with households
claiming a paper check receiving $200. The following year policymakers removed
the WFC's once-in-a-lifetime limit, restoring eligibility to all San Francisco families
claiming the federal EITC. With eligibility expanded, participation in the WFC grew to
approximately 3,700 families, the highest number of households to claim the credit since
2009 but below the 37,000 households claiming the federal EITC in San Francisco."®

In 2021 San Francisco delivered an additional one-time rapid cash payment of $250
to all families who received the credit the previous year, providing added support to
residents likely to be experiencing financial stress during the COVID-19 pandemic.
Announcing the 2021 supplement, local officials emphasized that the pre-existing
administrative infrastructure of the WFC enabled the city to reach low-income families
quickly and efficiently amid economic turbulence. “Our city is unique in offering a
Working Families Credit so we can provide additional financial support on top of the
state and federal tax credits,” said Trent Rhorer, Executive Director of the San Francisco
Human Services Agency. “Extending this local stimulus to more families provides
emergency relief for those struggling to make ends meet at a critical moment in the
pandemic economic slowdown."°?

The WFC has earned renewed attention in recent years, including some proposals for
enhancement and expansion. In 2022, the San Francisco Guaranteed Income Advisory
Group, a working group established by city leaders to advise on direct cash policies,
highlighted the WFC'’s potential as a scalable and sustainable tool for delivering financial
support to low-income residents and asked city policymakers to consider strengthening
the program’s benefits, reach, and administration.n®

The working group advised policymakers to consider increasing the credit's dollar
amount from its current $250 level or transitioning to a fully refundable local child
tax credit. The group also proposed the city partner with California’s tax agency to
automatically identify and deliver WFC payments to San Francisco families receiving
the CalEITC, an administrative approach similar to Montgomery County's, which has
achieved a high local EITC participation rate.
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Local EITC Pilots and Proposals
Chicago

Chicago piloted a temporary local EITC with a select group of residents in 2014.
Participating residents received a portion of their federal EITC in four installments
throughout the year, rather than receiving the full amount at tax time.™ The payments
helped families better meet real-time needs, benefitting their financial and social well-
being, subsequent studies found.n2msn4

In 2019, ITEP assessed the potential impact of a permanent Chicago EITC. Enacting a
city EITC matching 10 percent of the federal credit would boost residents’ incomes by $83
million, with over half that going to households in the lowest 20 percent of the income
scale, we found."™ ITEP identified the potential to unlock even stronger benefits by
analyzing additional proposals outlined by the Chicago Resilient Families Initiative Task
Force, an advisory group convened by the mayor and city council.™®

“EITCs can be particularly helpful in cities because their tax systems rely
heavily on excise taxes, property taxes, and in most cases sales taxes.
Because of this reliance, low- and moderate-income families in these states
pay a higher share of their income in taxes than wealthier families.

Given the significant gaps between incomes and cost of living, it behooves
Chicago to consider instituting an Earned Income Tax Credit alongside any
new broad-based revenue generation initiatives in the coming years.”

- Chicago Resilient Families Initiative Task Force

Matching 25 percent of the federal EITC while providing a robust minimum credit
of $800 and expanding eligibility to full-time family caregivers, for instance, would lift
Chicagoans’ incomes by $224 million with seven-tenths of the gain flowing to the bottom
20 percent, we found. These results highlight the opportunity to enact local EITCs that
build on the federal credit while improving it to better meet the needs of families most in
need of support.

Denver

Denver offered residents a refundable local credit matching 20 percent of residents’
federal EITC in 2002 and 2003, an amount worth up to about $800 a year for a parent of
two and $500 for families with one child. In the view of local leaders, the credit provided
a means to deliver targeted income support into the hands of low-paid working families
with as few administrative hurdles or strings attached as possible. 718

The city-county established the pilot program with $5 million in annual funding from
its allocation of federal block grant dollars. Families could receive the credit if they had
one or more children and claimed the federal EITC in the prior year. In the program’s first
year, 15 percent of Denver'’s federal EITC filers applied to receive the local credit™ The
credit was extended into 2003 but was not renewed the following year amid competing
priorities in Denver's budget 120121
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Wage Tax Refund | Philadelphia, Pennsylvania

Nonrefundable credit

While not formally an EITC, the income-based Wage Tax Refund in Philadelphia
bears similarity to the program. The Wage Tax Refund is a nonrefundable credit that
reduces Philadelphia’s city income tax by 60 percent for eligible low-income residents.
Approximately 1,500 people claimed the Wage Tax Refund in 202122 Around 60,000 are
estimated to be eligible for the credit.'*

Philadelphia income taxes are withheld from paychecks throughout the year at a 3.75
percent tax rate, starting with the first dollar earned. Low-income filers eligible for the
Wage Tax Refund can apply to the city at tax time using a paper form or online portal to
receive three-fifths of this amount refunded back, retroactively reducing the income tax
rate to 1.5 percent.?48

To claim the Philadelphia credit, a tax filer must first claim a similar nonrefundable state
income tax credit, Schedule SP. Schedule SP and the Wage Tax Refund target relief to low-
income households with an income eligibility cutoff that rises according to the number
of children claimed.’?® A person with no dependent children is eligible if her income is
below $18,250; for a person with one child, the income limit is $27,750; for a person with two
children, it is $37,250. In comparison, the phase-out points for the EITC are $17,640, $46,560,
and $52,918, respectively.26

Philadelphia policymakers and advocates have sought to improve the Wage Tax Refund
in recent years by increasing its size and enhancing outreach and participation.?7128

Example | A parent of two children earning $25,000 has $938 in Philadelphia income tax
withheld over the year by her employer. She applies for the Wage Tax Refund and receives
three-fifths of this amount, $563, refunded back from the city. Her remaining city income
tax liability is $375.

Philadelphia's Wage Tax Refund

Credit amounts for a single parent of two children
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8. Nonresidents earning income in Philadelphia have tax withheld at a 3.44 percent rate and can also file to claim the Income-
Based Wage Tax Refund.
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Methodology

To analyze impacts across the income distribution of EITC policies in New York City
and Montgomery County, we use the ITEP Microsimulation Tax Model. To model policy
impacts at the local level, ITEP assigns each observation in our Microsimulation model
a probability weight of living within a specific locality. These probability weights are
calculated through a match with the American Community Survey.

American Community Survey individual and household level data are broken down
into tax units, and then a crosswalk between the 5-year sample and our microsimulation
model is produced, using several characteristics present in both data sets. These
include income, marital status, homeownership, age, and number and age of children.
For the purposes of ITEP’s model, income for each tax unit includes wage and salary
earnings, retirement income, child support, unemployment compensation, worker’s
compensation, and other income from public supports and financial assistance.

The geographic boundaries of each locality are determined by aggregating Public
Use Microdata Areas — the smallest geography available within the American Community
Survey microdata - to best match each local tax jurisdiction. The resulting estimates are
then checked against published data from the U.S. Census Bureau, Internal Revenue
Service, and state revenue departments to ensure that they accurately reflect the income
and demographic profile of the locality.

Constraints in available data prevent us from providing analysis of impacts across race
and ethnicity from the local credits in Montgomery County and San Francisco, impacts
across the income distribution in San Francisco, and impacts for certain races and
ethnicities at this time.

For additional information about the ITEP Microsimulation Tax Model, visit itep.org/
itep-tax-model.
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