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Senator Harris, Representative Villano, and Membets of the Committee:

I am testifying today on behalf of Advocates for Connecticut’s Children and Youth (ACCY). ACCY is the
partner lobbying otganization of Connecticut Voices for Children, a statewide, independent, research-based
otganization dedicated to speaking up for children and youth in the policy making process that has such a
great impact on their lives.

ACCY strongly supports Committee Bill 146, An.Act Creating a State Level Earned Income Credit Against The
Personal Income Tax (EITC) and Committee Bill 6649, An Act Concerning a State Earned Income Tax Credit.
The creation of a state EITC is an important way to help ensure Connecticut’s economic prospetity,
improve the fairness of our state tax code and respond to the needs of Connecticut’s wotking families.
Nineteen states and the District of Columbia, as well as two local governments, have EITCs. Among the
growing list of states with EITCs are Connecticut’s neighbors — Massachusetts, New York, New Jetsey,
Rhode Island, Maine and Vermont.

A state EITC would:

(1) Help families recover lost ground. Connecticut’s low-income families have lost significant
ground over the last sixteen years:
a. Connecticut’s income tax threshold (the income level at which families begin to have tax liability)
for a family of four has been fixed at $24,100 since Connecticut’s income tax was enacted in 1991. It
has eroded over that time from 73 percent over the poverty line to 16 percent over the poverty line in
2006 (See Figure 1 below).
b. Since 2005, Connecticut has taxed families with income at 125 percent of the poverty line for the
first time since 1991. Without legislative action, Connecticut will tax families with poverty-level
incomes in just 2 few yeats.
c. Connecticut’s percentage decline in the income tax threshold in relation to the federal poverty level
has been the greatest among states with an income tax.
d. If Connecticut’s lower income taxpayers were held harmless, relative to inflation, the income tax
threshold would be $35,817 today, rather than the actual $24,100. Adoption of a state EITC would
help to close that gap for hard-working families.
e. Between 1991 and 2002, Connecticut was one of only two states in which family incomes of the
lowest 20 percent of earners declined (by $22), compared to national average gains of $2,326.

1 Dr. Hall is the Associate Research Director at Connecticut Voices for Children.
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Reward work. For many Connecticut families, employment is not enough to provide economic
stability. Low-income families need some support to reach self-sufficiency, and the EITC is an
effective measure targeted to help those individuals and families who are working hard to make ends
meet. To be eligible for this credit, one must work, yet have low income.”

(3) Directly benefit the Connecticut economy. Low-income families who would qualify for the state

*

EITC ate likely to spend their tax refund quickly and in the community where they live, building
consumer demand and stimulating the economy. Connecticut has benefited from the federal EITC
since it was enacted in 1975. Now 1 in 10 working families in Connecticut claim the federal EITC.3 In

“tax year 2004, the federal EITC helped 165,000 Connecticut families, including thousands of poor

children, and brought $268 million dollats into the pockets of Connecticut’s lower-income families.*

Act as an effective and efficient economic stimulus. To be ¢ffective, economists agtee that an
economic stimulus must have a rapid impact and be of adequate size. The Connecticut EITC would
be an effective stimulus because the money it would provide would be spent quickly, building
consumer demand. Research shows that EITC credits are returned quickly to the economy, as low-
income working families pay utility and rent bills, buy clothing for their children, and meet their other

2 For EITC eligibility under the current federal tax code for TY2007, income cannot exceed $33,241 for single parents with one
child and $35,241 for married parents with one child. For families with two or more children, income cannot exceed $37,783 for
single parents and $39,783 for mamed parents Intemal Revenue Service, EITC Thresholds and Tax Law Updates: Next Tax Year,

2007, available at: h

3 About 10% of CT tax filers co]lected an EITC in 2002, 2003, and 2004. D Ha]l The Earned Income Taxe Credit—What it Does for
Connectiont and How it Conld Do Much More (C'T Voices for Children, November 2005), and D. Hall, The Earned Income Tax
Credit—What it Does for Connectiout and How it Could Do Much More (CT Voices for Children, January 2007).

4 Ibid.
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essential needs. Typically, spending on such necessities is local, stimulating the economies of the areas
that have the greatest poverty. Additionally, many economists believe that the EITC is an efficient
economic stimulus. To be efficient, an economic stimulus must be well-targeted, extracting the most
“bang-for-the-buck” per dollar spent. The EITC is administratively efficient and it is also effective in
targeting benefits to the families and the communities that need it most and where it will be spent the
fastest. Implementation of the proposed Connecticut EITC would be administratively simple because
it would piggyback on the alteady established federal credit. The credit varies by level of earnings and
family size, assuring that its benefits go to families that need it the most to make ends meet.

(5) Help to reduce child povetty. At the federal level, the EITC has been lauded by Democrats and
Republicans alike as an effective measure to reduce child poverty. Child poverty adversely affects our
children’s health and educational success. More than one in four elementary school students in
Connecticut is eligible for free and reduced price meals.” Mote than one in ten Connecticut children
lives below the federal poverty line,’ and there are higher rates of poverty in our cities and among out
minotity populations. Each year, the federal EITC lifts more than 4 million people out of poverty,
half of whom are children. " The federal EITC helps more children escape poverty than any other
single federal program, and a state EITC could enhance Connecticut’s capacity to reduce child
poverty. In 2004, the Connecticut General Assembly committed to reducing child poverty by half
within ten years, to be coordinated through a Child Poverty Council. This Council recommended
“establish[ment of] a refundable Earned Income Tax Credit (EITC) Program to supplement low-wage
parents.”®

(6) Help CT’s working poor families reach self-sufficiency. Changes in the economy including the
loss of manufacturing jobs in Connecticut, as well as recent federal budget decisions, are making the
economic stability of people with low-income wages and low levels of educational attainment ever
more precarious. Although Connecticut’s minimum wage is among the highest in the nation, full time
minimum wage employment is not enough to support a famlly in Connecticut. A parent working 40
houts per week, 52 weeks of the year, at minimum wage’ would earn $15,912, which is below the
federal povetty guideline for a family of three® Furthermore, the Office of Workforce
Competitiveness’s Se/f-Sufficiency Report (2006) quantifies the real costs faced by parents raising children
in Connecticut — and shows that economic self-sufficiency requires a much higher annual income than
the federal poverty level.'! For example, full time, year round, minimum wage employment provides
less than half of what it really costs for a parent to support two children in Waterbury.'” By
supplementing the earnings of low-income families raising children, a Connecticut EITC helps hard-
working families with incomes below, at and just over the poverty level to meet their essential needs.

3 State Department of Education, Strazegic Schoo! Profile: 2005-2006, available at: http:/ /www.csde.state.ct.us/public/der/ssp/.
6 According to the US Census Bureau’s Current Population Survey, Connecticut’s child poverty rate in 2005 was 12.4%. For
further detail, see http://www.ctkidslink.org/media/press_releases/censusrelease.pdf.
7 D. Hall, The Earned Income Tax Cnedzt—lf’/bat 2t Does for Connecticut and How it Could Do Much More (CT Voices for Children,
November 2005).
8 Marc Ryan, Secretary, Connecticut Office of Policy and Management, Child Poverty Council, Initial Plan, (OOM, January 2005),
86.
? The minimum wage in Connecticut increased from $7.40 to $7.65 on January 1, 2007.
10 The federal poverty guideline for a family of three is $17,170. US Department of Health and Human Services, 2007 HHS
‘Poverty Guidelines, available at: http://aspe hhs.gov/poverty/07povetty shtml.
' For example, a single adult’s household expenses nearly double when that adult begins raising an infant. D. Pearce, The Rea/
Cost of Living in 2005: The Self-Sufficiency Standard for Connecticut, (CT General Assembly, Office of Workforce Competitiveness,
December 2005), available at:

Publications/Self SufficiencyCT05%20Full%20Report 12_13_05.pdf.
12 Tbid. This report includes cost of living calculations for 23 regions and 9 cities in the state to reflect the unique economic
circumstances in different localities.
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(7) Alleviate the unfairness of Connecticut’s tax code. Connecticut’s Legislative Program Review and
Investigations Committee staff reported in January that the state’s “mildly progressive” personal
income tax “does not offset the regressivity of the state’s sales, excise and property taxes.” The staff
recognized the effectiveness of a state EITC to achieve greater tax equity in Connecticut. CT’s state
income tax makes no adjustment for family size and the additional costs of child-rearing. The EITC 1s
designed to provide a higher benefit to families with one child than it does to single adults and a
higher benefit to families with more children than to those with one child."”

(8) NOT be subject to the state spending cap. To the extent a state EITC reduces the amount of
income tax due from a family who has state income tax liability, the “cost” of the EITC, like any other
tax expenditure, is a revenue loss rather than an appropration. Based on the precedent set in the
treatment of refundable R & D credits for businesses, the refundable portion of the EITC (that which
exceeds the family’s income tax liability) is likewise an adjustment to revenue, rather than an
appropriated expenditure.'

(9) Help Connecticut businesses in the long and short term. Connecticut business leaders have
supported the EITC in recent years. The Business Council (formerly SACIA) recognizes that: “The
EITC 1s an efficiently-targeted way to provide income supplementation to help low-wage working
families escape poverty.... [A]ll of Connecticut’s neighboring states have adopted a state EITC based
on the federal credit.” Businesses will enjoy both short and long term benefits from an EITC. In the
short term, the credit will be returned quickly to the Connecticut economy. Additionally, the EITC is
an attractive initiative for employers, especially those small and new businesses whose very narrow
profit margins may limit their capacity to pay higher wages that help keep workers on the job.
Furthermore, the EITC as a measure to reduce child poverty is an important investment in
Connecticut’s future workforce. The Connecticut Economic Research Center’s 2005 Benchmarking
Connecticut report noted that by 2020 forty percent of Connecticut workers are expected to come from
our large cities where child poverty is highest and test scores are lowest.”” Because living in poverty
hinders educational attainment, reducing the number of children living in poverty is essential to
prepating today’s students to succeed in the 21* centuty economy.

(lO)Maximize its potential only if made refundable. The Program Review and Investigations
Committee notes that “given Connecticut’s filing thresholds, the state would want to offer a
refundable credit otherwise it would not benefit lower-income persons exempt from filing.”

In closing, we hope you will remember as we often do that Connecticut is the nation’s wealthiest state. We
enjoy the nation’s highest per capita income, and the nation’s second highest median family income.' We
have the means to lift some of the burden from the shoulders of those among us who — despite their work -
- continue to have the least. To ensure the future economic prosperity of our state, we cannot afford to let
a growing number of Connecticut families fall behind.

Thank you for the opportunity to testify today.

13 See n. 5.
14 Section 38 of PA 99-173 permits companies with less than $§70 million in gross sales to sell back to the state at 65% of their

value any unused Research and Expetiment and Research and Development tax credits. In its recent Tax Expenditure Report,
OFA charactetizes the sale of these credits to the state as tax expenditures. Connecticut CT General Assembly, Office of Fiscal |
Analysis, Tax Expenditure Report (August 30, 2004) pp. 8, 78, available at:

http: //www.cga.ct.gov/ofa/Documents/Revitems/TaxExp /TaxExp2004.pdf

15 Benchmarking CT's Economy: A Comparative Analysis of Innovation and Technolygy, (Connecticut Economic Research Center,
October 2005).

16 US Census Bureau, American Community Survey, 2004.
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The Earned Income Tax Credit by CT House District

CT Average | With 20%
House CT State Total | EITC |EITC/|Sum of EITC] EITC | State EITC,
District| Representative | Returns | Returns| Total | Payments | Payment Add:
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Prepared by Douglas Hall, Connecticut Voices for Children

Source: IRS Spec Data, 2004 Tax Year, provided by the Brookings Institution
2/26/2007 -1
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The Earned Income Tax Credit by CT House District

CcT Average | With 20%
House CT State Total | EITC JEITC/|Sum of EITC] EITC | State EITC,
District| Representative Returns | Returns| Total Payments _ Payment Add

=
10,379 1,557 $ 2,600,205 520,041

B

Rep; Orange

1300 | § "

153

10%
9056 2,739 30%

21% § 3,771,039 $ 1713 |$

76th Rep. Piscopo 11,369 607 5% $ 849,820 § 1,401]% 169,964
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The Earned Income Tax Credit by CT House District

CT Average | With 20%
House CT State Total EITC |EITC/|Sum of EITC| EITC State EITC,
District | Representative ]| Returns | Returns| Total | Payments | Payment Add:

6%$ 049817 $ 1?332 $

82nd  Rep. Altobello
. &% e s T S " 1

% § .. 686,,837[ $

1239 |$ 121,474
719 6% $ 958,836

350 3% $ 467895 $
709,530
1314 13% $ 2046779

364 3% § 456639 $ 1254|% 91 328

B ROSA2D

114th  Rep. Klarides 11,161 570 5% § 840058 § 1474|$ 168,012

Prepared by Douglas Hall, Connecticut Voices for Children

Source: IRS Spec Data, 2004 Tax Year, provided by the Brookings Institution
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The Earned Income Tax Credit by CT House District

CT Average | With 20%
House CT State Total | EITC |EITC/|Sum of EITC| EITC | State EITC,
District | Representative | Returns | Returns| Total | Payments | Payment Add:
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Prepared by Douglas Hall, Connecticut Voices for Children

Source: IRS Spec Data, 2004 Tax Year, provided by the Brookings Institution
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The Earned Income Tax Credit by CT Senate District

CT Average With 20%
House CT State Total EITC EITC/| Sumof EITC | EITC State EITC,
Di_strict _ Senatqr ) Rett}ms Re_t_u;‘ps Toml : Payment e Add:
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Prepared by Douglas Hall, Connecticut Voices for Children

Source: IRS Spec Data, 2004 Tax Year, provided by the Brookings Institution
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The Earned Income Tax Credit in Connecticut:

EITC Recipients as % of Federal Tax Filers, 2004
y CT Senate District)
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The Earned Income Tax Credit in Connecticut
EITC Recipients as % of Federal Tax Filers, 2004
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Income Tax Owed/Rebated at 125% of Federal Poverty Threshold:
Connecticut and Its Neighbors in the Northeast
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Prepared by Douglas Hall, Ph.DD., Connecticut Voices for Children.
Source: Jason Levitis and Zunwora Johnson, "The Impact of Income Taxes on Low-Income Families in 2005", Center on Budget and Huornv\ Hunodnnm



