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Fix Maine’s EITC to Reward Work and Reduce Poverty

By Joel Johnson

Introduction

The earned income tax credit (EITC) reduces poverty, promotes work, and, for children in low-
income working families, it increases lifetime earnings.

The federal version of the credit provides substantial support for low-income working families in
Maine. 102,000 Maine families, most with children, receive a total of $207 million through the
federal credit, which is refundable (i.e., taxpayers who owe no taxes still receive a refund). These
credits help Maine’s working families pay for life’s necessities like child care, health care, groceries,
housing, and transportation. They help offset payroll taxes, property taxes, and sales taxes, all of
which hit low-income households harder than they do high-income households. Since low-income
working families often spend their tax credits on necessities, the federal EITC also helps boost
Maine’s economy during slowdowns like the recent recession and ongoing slow recovery.

Maine is one of 26 states that has its own state version of the EITC, which qualifying taxpayers can
claim against state income taxes. These state EITCs are cost-effective, easy to administer, and easy
for taxpayers to calculate. Where state EITCs are refundable, like the federal EITC, they provide all
of the same proven benefits of promoting work and reducing poverty as the federal credit.

Unfortunately, Maine’s version of the credit is much too small to be effective and is not refundable
(the value of the credit cannot exceed a family’s tax liability). Only 20,000 Maine families received

an average state credit of approximately $55 in 2013. To reduce poverty and make work pay for

Maine’s low-income families, especially those with children, state policymakers should increase
the size of Maine’s EITC and make it refundable.

The EITC reduces poverty

Maine has approximately 120,000 working families with at least one child under age 18. Of those,
approximately 40,000—1 in 3—are poor or “near poor”, meaning they earn an income that leaves them
below 200% of the poverty line." 10,000 of these working families fall below the federal poverty level.

! Working Poor Families Project: Analysis of 2013 American Community Survey.
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The EITC reduces poverty directly by increasing after-tax income for these working poor families.

Across the nation in 2013, 27 million families claimed the EITC on their federal income tax forms. The
total amount claimed was $65 billion, and the average credit was $2,407.% In 2013, the federal EITC
lifted 6.2 million people out of poverty, including 3.2 million children.?

In Maine, approximately 102,000 low- and moderate-income working families benefited from the
federal EITC, receiving a total of $207 million in credits.” On average, the federal EITC lifted
approximately 17,000 Mainers out of poverty each year from 2009 to 2013.”

The EITC rewards work

The EITC is only available to families and individuals who work and the value of the credit increases with
each dollar earned until it reaches its maximum value. By design, the EITC promotes work and
encourages families receiving public assistance to find jobs and increase their hours.®

The EITC increases lifetime earnings and retirement security

Recent research quantifies the life-long positive impact that the EITC has on children growing up in
poverty. For each $3,000 a year in added income that children in a poor family receive before age 6,
their working hours rise by 135 hours a year between ages 25 and 37, and their annual earnings rise by
17%.” In addition to improving living standards during their working years, these additional hours and
earnings also translate into more savings for retirement and larger social security retirement benefits.

State EITCs are inexpensive and easy to administer

Like the other 25 states with their own EITCs, Maine’s is inexpensive to administer and easy for
taxpayers and tax collectors to calculate. Maine’s credit is equal to 5% of the federal credit. To calculate
their credit, Maine taxpayers simply enter the value of their federal EITC and multiply it by 0.05. This
calculation uses just one line on the state income tax return.

How Maine’s EITC works

When Maine working families file their federal taxes, they fill out a worksheet to determine if they
qualify for a federal EITC and calculate its value. Only low-income working families can qualify, and most
of the families who qualify for a credit have children.

? Data from IRS. Available at: http://www.eitc.irs.gov/EITC-Central/eitcstats

® Center on Budget and Policy Priorities, “Policy Basics: The Earned Income Tax Credit”, January 31, 2014.
Available at: http://www.cbpp.org/cms/?fa=view&id=2505.

* Data from IRS. Available at: http://www.eitc.irs.gov/EITC-Central/eitcstats.

> Center on Budget and Policy Priorities analysis provided to MECEP on November 13, 2014.

® This report by the Center on Budget and Policy Priorities summarizes the research:
http://www.cbpp.org/cms/index.cfm?fa=view&id=3793

"This report by the Center on Budget and Policy Priorities summarizes the research: http://apps.cbpp.org/3-5-
14tax/?state=ME

Maine Center for Economic Policy @ www.mecep.org 2


http://www.eitc.irs.gov/EITC-Central/eitcstats
http://www.cbpp.org/cms/?fa=view&id=2505
http://www.eitc.irs.gov/EITC-Central/eitcstats
http://www.cbpp.org/cms/index.cfm?fa=view&id=3793
http://apps.cbpp.org/3-5-14tax/?state=ME
http://apps.cbpp.org/3-5-14tax/?state=ME

Maine’s EITC piggybacks on the federal EITC. Working families claiming the federal EITC simply calculate
5% of the value of their federal EITC and use it to offset some or all of their Maine income tax. Since
Maine’s EITC is not refundable, a family that owes no state income tax gets no benefit from Maine’s
EITC. Similarly, if the value of their state credit exceeds their tax liability (after all other deductions,
exemptions, and credits), they lose the difference.

As a result, many working Mainers, particularly those in the lowest income brackets, receive a state
credit worth much less than 5% of their federal credit. In fact, more than 80% of Maine families who
qualify for the federal credit cannot claim the state credit, and none of Maine’s poorest working
families—those with incomes below $24,000 per year—benefit from the state credit as currently
structured.

For example, 102,000 Maine taxpayers claimed $207 million in federal earned income tax credits in
2013. If Maine’s state EITC were refundable, the total benefit for those low- and moderate-income
working families under the state EITC would have equaled $10.4 million (5% of $207 million). But since
Maine’s EITC is not refundable, the actual total value of the state EITC was only $1.1 million, or about
0.5% of the federal credit. Of the 102,000 Maine taxpayers who claimed the federal credit, only 20,000
were able to claim any state credit at all.

Figure 1

Maine's current EITC only benefits families raising children and earning more
than $24,000 per year

Value of Maine's Earmned Income Tax Credit by filing status and family type, 2013
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Since Maine’s credit is not refundable, it provides no benefits to low-income households with annual
incomes less than $24,000 (see Figure 1). Even above that income level, only households with children
are eligible to claim the credit. Since the EITC phases out at less than $15,000 in annual income for single
childless workers and $20,000 for married couples without children, the only families in Maine currently
eligible to claim Maine’s EITC are those who have children and earn more than $24,000 per year.

Increase Maine’s EITC and make it refundable to reduce poverty and
make work pay

Maine is one of only four states where the state EITC is not refundable, and Maine’s EITC is one of the
smallest in the nation®*—much too small to be effective. In 2013, approximately 20,000 Maine families
claimed a total of $1.1 million in credits, for an average credit of approximately $55.°

Policymakers should make the state EITC refundable and increase its value to 20% of the federal credit.
These steps would move Maine closer to the middle of the pack among states that have their own EITCs.

More importantly, it would increase annual after-tax income for 102,000 Mainers by $38.8 million, or an
average of $384. The vast majority of the benefits would flow to working families with children and
annual incomes below $40,000. The total fiscal cost to the state would be approximately $40 million per
year.

These changes to the state’s EITC would be one of the most efficient and cost-effective ways to reward
work and reduce poverty among working Maine families.

Working families with children would benefit from fixing Maine’s EITC

The vast majority of the benefits from increasing Maine’s EITC to 20% of the federal credit and making it
refundable would accrue to low-income families with children who earn less than $40,000 per year (see
Figure 2). For example:

e After-tax income for a married couple raising two kids and earning a combined annual income of
$25,000 per year would rise by nearly $1,000. That same family receives zero benefit from
Maine’s current EITC, because it is not refundable.

e Asingle working parent raising one child and earning $20,000 per year—$10 per hour, would
receive a refundable credit of $570. That same worker currently receives zero benefit from
Maine’s non-refundable EITC.

e A married couple raising three kids and earning a combined annual income of $45,000 can claim
a credit up to $69 under Maine’s current EITC. Increasing the state EITC to 20% and making it
refundable, would quadruple that family’s credit to $276.

e Asingle working parent raising two children and earning $30,000 per year—S$15 per hour—
would see their credit of $120 increase to $548.

¥ See table 1 of this report from the Center on Budget and Policy Priorities:
http://www.cbpp.org/cms/index.cfm?fa=view&id=4084
° Maine Revenue Services, Office of Tax Policy Research.
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Figure 2:
Working Maine Families with Children Would Benefit Most From Expanding
Maine's Earned Income Tax Credit

Increase in after-tax income from increasing Maine's EITC to 20% of the federal credit and
making it refundable
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A small number of childless workers with very low incomes, who currently receive zero benefit from
Maine’s non-refundable EITC, would now be eligible for a very modest maximum refundable credit of
about $98 per year. The benefit would phase out at $15,000 for childless single adults and $20,000 for
childless married couples. For example:

e Achildless adult earning $7,000 per year at a seasonal minimum wage job would be eligible for a
credit of about $98. The credit would gradually phase out as their income increased to $15,000,
at which point it would equal zero.

e A childless married couple with one partner working a full-time, year-round, minimum wage job,
and one disabled partner would also be eligible for a modest benefit of $98. The credit would
gradually phase out as their income increased to $20,000, at which point it would equal zero.

Rural areas would benefit most

Rural areas of the state have the lowest-paying jobs and the highest poverty rates, so increasing the
state’s EITC and making it refundable would have a disproportionately large positive impact in these
areas of the state. According to federal tax statistics, as shown in Table 1, Maine’s poorest and most
rural counties have the largest concentrations of working families claiming the federal EITC. By making
the state’s EITC refundable, these families would realize substantial increases in their after-tax income.
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Table 1: Maine's Rural Counties Would Benefit Most from EITC Increase

Number of Number of Share of

Families Filing Families Families

US Income Taxes Claiming the Claiming the

federal EITC federal EITC

Washington 12,942 3,174 25%
Somerset 20,510 4,781 23%
Piscataquis 6,890 1,520 22%
Oxford 23,490 5,119 22%
Waldo 16,414 3,419 21%
Aroostook 29,649 6,022 20%
Franklin 12,204 2,450 20%
Androscoggin 45,526 9,121 20%
Penobscot 63,354 11,429 18%
Knox 17,571 3,128 18%
Kennebec 53,623 9,499 18%
Lincoln 15,965 2,759 17%
Hancock 24,867 4,179 17%
Sagadahoc 16,636 2,661 16%
York 93,791 13,189 14%
Cumberland 133,623 17,269 14%

The appendix shows the projected tax refund by Maine Senate and House districts of increasing Maine’s
EITC to 20% of the federal credit and making it refundable.
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Appendix I: Geographic distribution of benefits under an enhanced state
EITC

Impact of Increasing Maine's EITC to 20% of the federal credit and making it
refundable, by State Senate District

Senate Number of Low-Income Total Value of ME Average Credit
District Working Families Who EITC that would be
Would Benefit claimed
1 1,770 $619,163 $350
2 2,702 $1,049,446 $388
3 3,142 $1,324,495 $422
4 2,477 $938,316 $379
5 2,803 $1,009,300 $360
6 2,188 $815,203 $373
7 2,082 $747,838 $359
8 3,235 $1,062,755 $329
9 2,638 $1,057,920 $401
10 1,911 $673,700 $353
11 1,359 $469,256 $345
12 2,586 $1,007,745 $390
13 3,505 $1,402,615 $400
14 3,193 $1,296,323 $406
15 3,001 $1,250,564 $417
16 3,343 $1,547,119 $463
17 3,139 $1,308,429 $417
18 2,930 $1,191,353 $407
19 2,793 $1,070,844 $383
20 3,105 $1,239,019 $399
21 2,768 $1,107,432 $400
22 2,876 $1,132,827 $394
23 3,419 $1,386,467 $406
24 3,178 $1,278,982 $402
25 3,041 $1,275,891 $420
26 3,500 $1,490,359 $426
27 3,069 $1,243,092 $405
28 2,969 $1,121,555 $378
29 3,433 $1,443,775 $421
30 2,622 $1,044,688 $398
31 2,815 $1,093,413 $388
32 2,937 $1,079,254 $367
33 3,171 $1,309,094 $413
34 3,269 $1,392,663 $426
35 2,753 $1,069,529 $388

Source: MECEP Analysis of IRS data made available by the Brookings Institution
(http://www.brookings.edu/research/interactives/eitc)
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Impact of Increasing Maine's EITC to 20% of the federal credit and making it refundable, by State
House District

House Number of Total Value Average House Number of Total Average
District Low-Income of ME EITC Credit District Low-Income Value of Credit
Working that would Working ME EITC
Families Who be claimed Families that would
Would Benefit Who Would  be claimed
Benefit
1 619 $230,130 $372 77 737 $299,269 $406
2 530 $201,728 $381 78 694 $276,834 $399
3 662 $268,165 $405 79 625 $246,898 $395
4 739 $291,002 $394 80 652 $267,069 $410
5 768 $306,888 $400 81 721 $314,899 $437
6 705 $294,415 $418 82 594 $222,099 $374
7 651 $267,878 $411 83 550 $216,450 $394
8 760 $356,979 $470 84 711 $289,691 $407
9 722 $299,444 $415 85 935 $402,755 $431
10 632 $242,240 $383 86 778 $343,564 $442
11 747 $320,153 $429 87 704 $300,182 $426
12 724 $311,109 $430 88 810 $316,752 $391
13 785 $331,166 $422 89 658 $274,508 $417
14 662 $242,955 $367 90 772 $337,639 $437
15 681 $251,991 $370 91 737 $271,441 $368
16 788 $284,560 $361 92 673 $287,394 $427
17 670 $247,857 $370 93 728 $278,986 $383
18 629 $231,538 $368 94 857 $353,494 $412
19 251 $83,671 $333 95 839 $343,250 $409
20 668 $266,507 $399 96 701 $281,222 $401
21 670 $235,923 $352 97 872 $358,177 $411
22 758 $304,378 $402 98 801 $317,855 $397
23 825 $330,115 $400 99 741 $284,793 $384
24 807 $346,383 $429 100 838 $348,350 $416
25 813 $351,648 $433 101 746 $290,553 $389
26 782 $324,692 $415 102 572 $224,324 $392
27 746 $299,720 $402 103 590 $225,722 $383
28 922 $398,771 $433 104 741 $313,248 $423
29 767 $347,574 $453 105 619 $245,368 $396
30 780 $329,013 $422 106 429 $146,635 $342
31 762 $317,987 $417 107 284 $97,183 $342
32 704 $292,507 $415 108 217 $73,266 $338
33 924 $389,015 $421 109 495 $185,138 $374
34 782 $313,457 $401 110 637 $243,296 $382
35 519 $165,375 $319 111 582 $224,387 $386
36 638 $228,595 $358 112 219 $64,604 $295
37 578 $233,455 $404 113 462 $177,459 $384
38 802 $316,192 $394 114 648 $253,929 $392
39 532 $196,224 $369 115 609 $234,351 $385
40 659 $264,785 $402 116 541 $206,823 $382
41 806 $325,661 $404 117 524 $187,328 $357
42 705 $289,275 $410 118 661 $225,741 $342
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43 799 $321,359 $402 119 1,058 $336,043 $318
44 739 $284,902 $386 120 784 $245,794 $314
45 818 $343,123 $419 121 226 $71,106 $315
46 497 $172,116 $346 122 614 $226,247 $368
47 734 $288,493 $393 123 521 $189,949 $365
48 587 $239,589 $408 124 588 $216,748 $369
49 790 $321,703 $407 125 684 $287,283 $420
50 753 $321,270 $427 126 736 $305,981 $416
51 670 $261,785 $391 127 298 $98,125 $329
52 717 $285,700 $398 128 405 $133,060 $329
53 652 $263,760 $405 129 572 $207,265 $362
54 654 $265,933 $407 130 504 $185,743 $369
55 719 $313,062 $435 131 659 $253,885 $385
56 731 $283,175 $387 132 671 $213,985 $319
57 798 $315,459 $395 133 634 $232,193 $366
58 744 $311,418 $419 134 614 $225,217 $367
59 644 $264,319 $410 135 695 $278,751 $401
60 523 $176,504 $337 136 686 $275,296 $401
61 622 $233,308 $375 137 534 $201,692 $378
62 657 $260,621 $397 138 684 $282,246 $413
63 402 $143,708 $357 139 720 $300,706 $418
64 513 $181,029 $353 140 509 $187,644 $369
65 575 $212,536 $370 141 432 $147,853 $342
66 560 $200,375 $358 142 817 $348,721 $427
67 769 $309,326 $402 143 750 $318,869 $425
68 676 $290,138 $429 144 734 $301,522 $411
69 743 $319,263 $430 145 692 $281,708 $407
70 843 $359,052 $426 146 505 $193,325 $383
71 747 $346,329 $464 147 413 $135,658 $328
72 833 $385,968 $463 148 400 $149,742 $374
73 883 $412,922 $468 149 432 $129,037 $299
74 639 $295,880 $463 150 355 $117,190 $330
75 719 $295,135 $410 151 448 $160,676 $359
76 621 $247,859 $399

Source: MECEP Analysis of IRS data made available by the Brookings Institution

(http://www.brookings.edu/research/interactives/eitc)
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