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TITLE:
AN ACT to amend the tax law, in relation to increasing the earned income tax credit against the personal income tax of a city having a population of one million or more 

BACKGROUND:
The Federal Earned Income Tax Credit (Federal EITC) was first enacted in 1975 as a Federal effort to assist the working poor and provide an incentive for them to continue to work, in the form of tax reductions and wage supplements.
  It provides a refundable credit to low income wage earners on their Federal income taxes. This means that if a low-income wage earner qualifies for a credit that is larger than the amount of the taxes he or she pays, the wage earner will receive a cash refund from the Federal Government.  This Federal EITC is contained in section 32 of the Federal Internal Revenue Code, and is available to certain low-income individuals who have earned income, meet certain gross income thresholds, and fall under certain limits for investment or interest income.
   

The Federal EITC has been hailed as one of the principal federal anti-poverty programs, and has been emphasized as an important support in the effort to move people from welfare to work.  Since 1994, the State Tax Law has provided an earned income credit against the New York State personal income tax, which is currently 30 percent of the federal credit.
 

On July 21, 2004, the City Council passed Into No. 403, creating an earned income tax credit against New York City’s personal income tax.
  This credit is equal to 5 percent of the Federal credit.  Under the current law, a household can receive a refundable credit of between $21 and $227 from the City depending on marital status, the amount of income earned, and the number of children in the household.    If the proposed legislation is adopted, benefits could range from $42 to $454.  Should the credit exceed the taxpayer’s liabilities, the City’s earned income tax credit is refundable, as is the Federal EITC and the State credit.

The tax credit accrues to households earning under $38,348.  Over 75 percent of the credit goes to working households with incomes under $20,000. Under the provisions of the proposed bill, City residents could receive up to $6,350 from the combined City, State and Federal Earned Income Tax Credits.

According to the Council Finance Division, approximately 725,000 New York City wage earners claim the New York City EITC. 
PROPOSED STATE LAW

The State Legislation would authorize the City to increase its earned income credit from its current 5 percent of the Federal credit to a level that does not exceed 10 percent of the Federal credit starting in tax year 2007.  For such increase to be applicable in a given taxable year, the proposed law has to be enacted within 45 days of the effective date of the State law or before July 31 of that taxable year. 

FISCAL IMPLICATIONS:
See Finance Division fiscal impact statement.

EFFECTIVE DATE:

This legislation would take effect immediately.

�








� Center on Budget and Policy Priorities, March 3, 2003 “A Hand Up – How State Earned Income Tax Credits Help Working Families Escape Poverty in 2003.” 


� 26 USCA §32 and 2003 US Master Tax Guide p. 413.


� The State EITC is contained in New York State Tax Law section 606-d.


� The EITC is contained in Section 11-1706 subdivision d of the Administrative Code of the City of New York.
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