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A Proposal to Make the Child Tax Credit Fully Refundable
By Al Sheahen

This proposal would make the current $1000 child tax credit fully “refundable.”

Under current law, the annual $1000 child tax credit is too complex.  Some of the credit is “refundable.”  Much of it is not.  Even tax preparers are confused by the law’s complexity.

For example:

1) Mary, 26, is a single mom with a 2-year-old child.  She takes care of her child at home.  She earned no income in 2004.  She receives no child tax credit because she earned less than $10,750 in 2004.

2) Jane, 26, is a single mom with a 2-year-old child.  She worked part-time and earned $7000 in 2004.  She receives no child tax credit because she earned less than $10,750 in 2004.

3) Ruth, 26, is a single mom with a 2-year-old child.  She worked full-time at about $7.00 an hour and earned $14,000 in 2004.  She receives a partial child tax credit of $325 (from Form 8812).

4) Debbie, 26, is a single mom with a 2-year-old child.  She worked full-time at more than $11 an hour and earned $24,000 in 2004.  She receives the full child tax credit of $1000.

In other words, parents who need the child tax credit the most don’t get it.

Here’s how it looks, with the Earned Income Tax Credit figured in:

                                                     Mary         Jane             Ruth         Debbie

Earned income                                   0          7000          14000          24000

Tax                                                     0                0                65            1084

Child tax credit                                  0                0                65            1000

Tax                                                     0                0                  0                84

Earned income tax credit                   0          2372            2604            1017

“Additional child tax credit”             0                0               325                  0

Net tax (refund)                                 0          (2372)         (2929)          (933)

Total Income                                     0            9372         16929          24933

This is incredibly complex and unfair to Mary, who earned nothing and, thus, gets nothing.  She receives no child tax credit or earned income tax credit, even though she clearly needs help.  

Making the child tax credit fully refundable would give $1000 to both Mary and Jane, and would give an additional $675 to Ruth.   It would simplify a very confusing section of the tax code.

Al Sheahen is the author of Guaranteed Income: The Right to Economic Security and works in the VITA (Volunteer Income Tax Assistance) program in Los Angeles.

