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Two tax provisions subsidize the child and dependent care expenses of working parents:t Acting Section Research
and dependent care taxcredit (CDCTC) and the exclusion for emypgesored child and Manager
dependentcare.

Conor F. Boyle
The Child and Dependent Care Credit (CDCTC) Analyst in Soail Policy
The CDCTC is a nonrefundable tax credit es a
based onchild and dependent care expenses incurred by taxpayers whowork or are lookil
work. The CDCTC is calculated by multiplying the amount odlifying expenses-a maximum
of $3,000 if the taxpayer has one qualifying individual, and up to $6,000 if the taxpayer has two
or more qualifying individuals-by the appropriate credit rate. The ctedie variesby h e t axpayer ’s adj us
(AGI), with a maximum credit rate of 35% that declines, as AGlincreases, to 20% for taxpayers with AGl above $43,000
(seethe figurbelow). Even thoughthe credit formula is more generous toward loweeme taxpayers (due to the higher
credit rate)many lowerincome taxpayers receivelittle or no crdzbtauseéhe credit is nonrefundables illustrated in the
tableon the next page

Figure |.Child and Dependent Care Credit Rate and Amount by Income, 2020
Married couple with two qualifying children and $6,000 of qualifying expenses

Credit Rate
35% -~

30% A

25% A

20% A

15% A

10% +

5% A

0% . . r r r r
$0 $25,000 $50,000 $75,000 $100,000 $125,000 $150,000

Credit Amount
$1,500 -
$1,200 A
The CDCTCis 50
because the
$900 A ¢ rerhas SO
lepﬁl erhas Once the taxpayer's AGI exceeds
Qf#dclome tax 543,000, their maximum CDCTC
00 - liability. amountis 51,200
\ The CDCTC (20% x 56,000 of expenses)
< increases as income
300 4 tax liability
increases.
S0 J . . . . 1
] $25,000 $50,000 $75,000 $100,000 $125,000 $150,000

Income

Source: The Internal Revenue Code (IRC).For more information, see Figure 2.

A taxpayer must meet a variety of eligibility criteria in order to claim the CDCTC, including incurring qualifying child and
dependentcare expensesdae or morgualifying individuasand having earned income.
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9 Qualifying expensedorthe CDCTC argenerally defined as expenses incurred for the care of a qualifying
individual so that a taxpayer (and their spouse, iffiling jointly) can work or look for work.

1 Aaqualifyingindividual f or t he CDCTC is either (1) eakefageaxpayer’
for the entire year or (2) the taxpayer’s spouse orfr

1 Earned income:A taxpayer must have earnedincome to claimthe credit. For married couples, both
spouses musthave earnings unless ongtisdent or incapable of salare.
CDCTC dataindicate several key aspects of this taxbenefit. First, racdle:ppemiddle-income taxpayers claimthe
majority of tax credit dollars. Second, at most income levels the average credit amount is e@aad $600. Lower
income taxpayers receive less than the average amount. Third, the credit is used almost exclusively forthe care of children
under 13years old (as opposedto older dependents). About 12% of taxpayers with children claimthe CDCTC. This
participation rate is significantly lower for low&rcome taxpayers.

Table |.Distribution of Taxpayers, Credit Dollars,
and Average Credit Amount by Adjusted Gross Income (AGI), 2018

% of All Returns

Adjusted Gross % of All Claiming % of Aggregate Average Credit
Income (AGI) Returns CDCTC CDCTC Dollars Amount
$0-under$15K 21.2% 0.3% 0.1% $124
$15K-under $25K 12.9% 53% 3.1% $347
$25K-under $50K 23.7% 22.3% 23.7% $623
$50K-under $75K 14.0% 152% 15.1% $583
$75K-under $100K 8.9% 13.2% 13.8% $613
$100K-under $200K 13.8% 30.2% 31.1% $603
$200K-under $500K 45% 11.6% 11.1% $564
$500K+ 1.1% 1.9% 2.0% $611
All Taxpayers 100.0% 100.0% 100.0% $586

Source: IRS Statistics of Income (SOI) 2018, Table 3.3.

Exclusion for Employer-Sponsored Child and Dependent Care/Dependent Care FSAs

In addition tothe CDCTC, taxpayers can exclude fromtheirincome up to $5,000 of engg@ysored child and dependent
care benefits. Many taxpayers receive the exclusion in the form @endent care flexible spending arrangement (FSA).
Eligibility rules and definitions of the exclusion are virtually identical to those of the credit. However, one majanckiffere
between the exclusionandthe CDCTCis that the $5,000 maximum forthe@xapslies irrespective of the number of
gualifying individuals. Taxpayers can claimboth the exclusion and the tax bretditot for the same owf-pocket child

and dependent care expenses. In addition, for every dollar of emglogresored child andiependent care excluded from
income, the taxpayer must reduce the maximum amount of qualifying expenses claimed forthe CDCTC.

Data from the Bureau of Labor Statist{fi S)indicate thatabouf3b6 of employees have access to a child and dependent
care fexible spendingaccount, while 11% have access to other types of engpoysored childare. Overall, these data
indicate that these benefits are more widely available to higimpensated employees at larger establishnigata from

the IRS based dW-2 information returns, however, suggest actual use séthenefits is relatively lowhe most recent
data available indicate about 1.5 million taxpayers receiveftdaxemployesponsoredependent care benefits in 20LY.
comparison, during the s year there were about 153 million returns filed, and 6.5 million included the CDCTC.
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1 The two tax provisions discussed in this report are available to qualifying families. There is another tax benefit for
child care available to employers under Internal Revenue Code (IRC) 845F, which is beyond the scope of thisreport.

2|RC §21.
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Qualifyimgdhal
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care for their own hygientime atutentiomafone

their own sadftog% bher ¢he safety

T Other dependents incapahbidei mdi wiadruanlg Wwha itshe
physically or memnmtnakl Y asndaegdmkekad aeboveldltf 1iv
taxpayer for moarre, tghnadre ihaall fy 'sa th et htea xypea y er
depermwBrgmaptl.es of individuals who may fall 1intc
adult children who anedludetr |lgarel ibrvehembhol Ve
the taxpayer.

The taxpayer must provide—=<ctihteB N Jap Npaer aiddbeont ti ofni
taxeprayidentificatobneaambguall i AHyNgg individual f
CDCTC. Failure to do so can result in the denia

Qualifying Expenses

Qualifying expenses for the creditqualei fgeinreg all
individual so that a taxpayer (and thAnir spouse
expense is notetoaneddmeredl wohrkcause a taxpayer
while working or plug golofisetgh ef oerx pweonrske. niluhset be t o e
work or look for work. Whet her an expense has s
circumstances o fQuad declixypcampstigimccublwadre asc agfsucear.l i f yin g
indi scadpebdedoput side {ishehotmexpayer

(D001 w"EUI w$Rx1 OUI Uw

Ishome care expenses 1include ’sc ohsotnse osfu ccha raes ptrhoev i
nanny to look after a child or a housekeeper to
associated with these semwivias,d a0 wdlel caasr engeiavle
their employment, may be qualifying expenses. F
SThedependentt hi 1 d must be the taxpayer’ s “qualifying child” for

the additional requirement that the child be 12 years or younger when the qualifying expenses were paid or incurred.

For more informationonwhataqua 1 i f y i n the petsdn&l exémpiion, séppemndix A. Althoughthe

personal exemptiowas effectively suspendécbm 2018 through 2025,thbe f i ni t i on of a “qualifying
personal exemptiois still in effect.

426 C.F.R. 81.211(b)(4).

5 Technically, the individual must eitherbe (B)¢ t a x p a y e r ’(BB) an ihdiideah whe the taxpayer could

have claimed as a dependaxtcept that (1) the individudlas gross income that equals or excebdgersonal

exemption amount (which would have been $4,300 in 2021 if personal exemptions were not suspended, according to
the IRS), or (2) the individudiles a joint return, o(3) theindividual (or their spouse, if filing jointly) could be
claimed as a dependent on another taxpayer’ s return.

6 For the purposes of the credit, this includes-fiie work, parttime work, and selemployment.

Congressional Research Senice 2



Child and Dependent Care Tax Benefits: How They Work and Who Receives Them
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following:

T Dependent €are peodeapeddent’ccaanr ebecent er
considered a qualifying expense only if the
local regulations. A dependent care center i
care for more than six pedodplet (ohdheffac hlaint y )
and receives a payment or grant for providin

T PrdhlhdergarvrKtleecdhu ( aBérfeeanntd #wsfcthoew IExpame e s
for education below the kindergarten level (
may be qwpalnisfeysi nfgorext he credit. Treasury reg
expenses for education at thef kdntdlee garten 1
credit, asnudmmeeri nehre rtowltbo r TH@we xpe-psleef ore

aftserthool care eafgaa tcelni lod ihni gkhienrd gr ades may
expense.

T Day cBPamp:camp may be a qualifying expense. H
not a qualifying expense.

T Transpordtatmispmertation by a care provider (i
a qualdifwiidiwgalint o or from a place where care
qualifying expense. For example, the cost of
center may be considered a qualifying expens

Table 2. Typical Expenses that May Qualify for the Child and Dependent Care Credit

Type of Care Child Other Dependent
In-Home Care 1 Nannies/Housekeepers 1 Nannies/Housekeepers
Au Pairs 1 Home health aid

T “Visiting A

" Treasury regulations provide thataxpayer does not need to allocate expenses between care for a qualifying
individual and other purposes fior examplepther goodandservices are providedincidental to and inseparably a
part of the care (e.g., meals and snacks provided at dayocéiréfle expense for the other purpose is s8I C.F.R.
§1.21(d)

826 C.F.R. §1.21(d)(5), (7).

According to the Internal Revenue Service, the cost of tra
a qualifying expense becaudeeexpensés not for thecare of a qualifying persosee Internal Revenue Service,
Publication 503 Child and Dependent Care Expen2€46, p. 7.
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Type of Care Child Other Dependent

Outside-the-Home Care Child care 1 Adult day care
Nursery school

Preschool

= =4 —a =4

Before- or after-school care for a child in
kindergarten or higher grade

1  Day camp (overnight camp is NOT a
qualifying expense)

Source: Congressional Research Service based on information foundin 26 C.FR. §l.21.

Note: The expense must meet all other criteria, including being paid or incurred so that the taxpayer can work
or look for work. Whether an expense actually qualifies for the credit will depend on the facts and
circumstances of each particular case.

1001 UuebiOl B Ea Ol O0Uw, EET wOOw1l O
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Taxpayers claiming the CDCTC generaelrly must pro
identification number of any individuadr or enti
the I RS may dsngl &@aihm ftoarx ptahyee rcr edi t . Taxpayer i
individuals are either Soicdwdl Sttexzxupayegr niudnbretrisf |
numbers (I TtlaNsspayeEmtiidemtsi fication numbers are |
numbers (EINs). Taxpayers are only required to
of a care prexcdipt tOWOdt ci)s( 3a) toaxgxanization. I f a
information (e.g., an individual does not wish
taxpayer can generally still claim tdakt airnedit i
the information and keep a reco%*d of their atte

10The taxpayer or spouse is eligible to claim the relatiwedependent for the personal exemption. T heqrels
exemption (IRC §151) and the definition of a dependent eligible for the personal exemption (IRC 8152) remain in the
current Internal Revenue Code. However, from 2018 through the end of 2025, the personal exemption amount s zero.

Minthiscase,thgual i fying child is defined specifically as the tax

12 Generally a taxpayer will obtain the identifying information from a child ategpendent care providey asking the
provider to fill outIRS Form W-10.Taxpgers then provide the information to the IRSby filling out the Form 2441,
which is used to claim the creditcéording to the IRS, if the care providefuses to provide taxpayer iéntification
numberor other information, the taxpaysitould® C1 a & childcate expenseson Form 2441, Childand Dependent
Care Expenses, and provide the care provideformation you have available (such as name and address). \Bgie
Attached Statementn the columns missing information. Explain on the attached statement that yourequested the
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Earned Income Test
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Calculating the Credit Amount
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lar limits and earned income 1
credit 1s mnonrefundable, t he a
x liability.

The amount of t
applying the do
rate. Since the
taxpayiemc ome t a

p
i
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The amrnmdadcditused to calculate’st haed jcurset keidt girso sbsa siendc
( AGPTYhe credit rate is set at a maximum of 359% 't
credit rate then declines by onhepenpnsthgeepoli
$15, 000 of AGI, until the c¢credit rate reaches i
AGI over $43,000. Thi se dc Tinebd.iet Thhea t £AGIs cbhreadauld €t 9 s a
with each rotdduts treaddlt @anamamally for inflation and
(when they were last changed by legislation).

providersidentifying number, but the provider didt give it to you. This statement supports use of due diligence in
tryingto secure the identifyinginformatin  f o r tlne¢nal Rdvenierdervicgax Products IRS Tax map 2016
Childcare Credit, Other CreditsChild and Dependent Care Credit & Flexible Benefit Platips://taxmap.ntis.gov/
taxmapfagsfag_07001.htm#TXMP220d2ed0

13 A qualifying widow(er) with a dependent child is also an eligible filing status to claim the credit.

14 gpecifically, a married individual living apart from their spouse may be eligiblehtocredit if they fulfill the

following requirements: (1) file a separate return from their spouse; (2) have a qualifying individual (for the purposes
of the credit) who lives with them for more than half the year in their home; (3) pay more thametcalét of

maintaining their home for the year; (4) and their spouse does not live with them in their home for the last six months
of theyear.

15 Adjusted gross income, as defined in IBE2. For more information, se@RS Report RL3011@ederal Individual
Income Tax Terms: An Explanatigoy Mark P. Keightley
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Table 3. Credit Rate and Maximum Credit Amount
By Adjusted Gross Income (AGI)

Maximum Statutory Credit Amount

Adjusted Gross Two or More
Income (AGI) One Child Children
(>-2) Credit Rate ($3,000 max expenses) ($6,000 max expenses)
$0-$15,000 35% $1,050 $2,100
$15,000- $17,000 34% $1,020 $2,040
$17,000 - $19,000 33% $990 $1,980
$19,000 - $21,000 32% $960 $1,920
$21,000 - $23,000 31% $930 $1,860
$23,000 - $25,000 30% $900 $1,800
$25,000 - $27.000 29% $870 $1,740
$27,000 - $29,000 28% $840 $1,680
$29,000 - $31,000 27% $810 $1,620
$31,000 - $33,000 26% $780 $1,560
$33,000 - $35,000 25% $750 $1,500
$35,000 - $37,000 24% $720 $1,440
$37,000 - $39,000 23% $690 $1,380
$39,000 - $41,000 22% $660 $1,320
$41,000 - $43,000 21% $630 $1,260
$43,000+ 20% $600 $1,200

Source: IRS Publication 503 and Internal Revenue Code (IRC) §21.

Note: None of the parameters of the child and dependent care tax credit are adjusted for inflation.
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Figure 2. Child and Dependent Care Credit Rate and Amount, by Income Level
Married couple with two qualifying children and $6,000 of qualifying expenses

$150,000

$150,000

Credit Rate If the taxpayer's AGI is
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s increases as income
>300 - tax liability
increases.
S0 4 : : : : :
$0 $25,000 $50,000 $75,000 $100,000 $125,000
Income

Source: CRS calculations based on Internal Revenue Code (IRC) §21.

Notes: This is a stylized example of a married couple filing jointly in 2020. It assumes that the couple claims the
standard deduction and no other tax benefits. It also assumes the couple has $6,000 of qualifying dependent care
expenses. All income is assumed to be from earned income, and earned income is assumed to equal adjusted

gross income (AGI).
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16 For example, if an unmarried taxpayer earned $500 for three months of the year, and did not work the remaining nine
months of the year becaudeey were a fultime student and they had one qualifying individual, their earnedincome

for the purposes of the earned income limitation would be $1,500 ($500 x three months) plus $2,250 ($250x nine
months) which equals $3,750. Since thisis more tharstatutory maximum of $3,000 per one qualifying individual,

the maximum amount of $3,000 is applicable.
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ExclusiEomplfo§pansored Child an
Dependent Care Benefits

In addition to the CDCTC, workers can exclude f
sponsored child andSdrerpentdeatvalawe bfc ntefadstes .ben .
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$296. 50 in federal taxes from the exctlauxsion r at
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CDCTKHowe vieer ,keoy didf ewkawea iwother uses the excl

maximum applies irrespective of the number of ¢
with one qualifying <c¢child anodubad tfha nuisley twhiet he xtcw ou
teet as$leg00Pptam daprns for child care. With the
there are separate limits based on the number o
individual, $6, 000 for Ve addamvorpadqubbkpPpgyergsi
file their returns as married filinvwhereepaasr ately
these marrecask es amaeddagebfel for the CDCTC.
Empl eypyeomsored child and dependamtowsarfcobmng fits
including
T direct payments by an employer to a child ca
T omite child or dependent care offered by an
T employer reimbursement of employee child car
T flexible spending alrlroaw geemmpelnotyse e(sF St s )s etth aats i

portion of t hteaix bsaasliasr“y(aib.net.&’,1) pounndded raurmsae d
for qualifying c¢child and dependent care expe

ey data from the Bureau of Labor Statistics

Sur v
frequently offered to worloroanstorend adrgcecatdearrt fc @
(compar abdmeoltRS yvhatlable

Dependent Care Flexible Spending Arra

Dependent care FSAs mibotl hmeatnatlth RewvSquwicri €madmret { I
129, which govomsorempldeypyendent cSQectlBédmefits b
which governs cafeteria plans. As with most oth

171RC §129. Amongother criteriamployersponsored child and dependent care must be provided under a written
plan which meets certain conditions.

18 This total incudes $220 in federal income taxes and $76.50 in Social Security and Medicare payroll taxes.
BIRC 821(c).

20 Bureau of Labor Statistichlational Compensation Survey: Employee Benefits in the United Stédiesh 2019,
Tables39 and 40. Fopurposes of this survey, employgponsored child care is defined as a workplace program that

“provides for either the full or partial cost of caring for
sitter in facilitieseitheronoroff he empl oyer s premises. ”
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Taxpayers can claim both the exclwdpioocnk eatnd t
child and dependent care expenses. -Ffpondsoray
child and dependent <care, the taxpayer mus:t
for the CDCTC (up to $3, 000 for one child, $ 6,
family had one c¢child, $ 10, 000n0t riinb uatnendu a$15 ,cOh0iOl da ncr
dependent care FSA, the fa&ithicl o mo atwmaltxd odfooltp racrlsa iimm
the FSA ($5,000) would eliminate the maximum
credit ($3,000)e fdmihytheadsameeyond, chhld,
they could eflraciem tS$h5r,o0u0gOh ttahxe ir FSA and c¢claim
$1,000 ($6, 000 maximum for two or more childr

21In response to the COVID9 pandemic, Congress provided additional temporary flexibilities for dependent care
FSAs as part oP.L. 116260. Specifically, the law allows employersto permit unused funds in 2020 and 2021 (i.e.,

yRlaan years are usually annual perio

FS A c¢ ¢ust el iodsreutlieo,n sw haerree bsyu bw cerckt e rt so
tiAnast rtelma i @an d god s elhodlseap @ ¥ Sy e a r .

o a future datSectwihfnch is genera

FSAs with 2020 and 2021 “plan years”) to be carried over

FSA could be carried overto 2021 and unused flirm® 2021 could be carried overto 2022). The lawalso allows
employersthat provide a grace periodfor using unused funds to extend such grace periodin 2020 and 2021 from 2.5 to
12 months(i.e., if there are unused balances in a plan that ends in 20209they can be used for up to 12

additional monthafter the end of the plan ygam addition,P.L. 116260provides special age rules for dependent

care FSA coveragef otherwise qualifying children who exceeded the current age limit (under 13 years old) during the
pandemicFinally, the law allows employersto provide employees with the opportunity to make midyear, prospective
FSA contribution changes for plans erglin 2021.

22Employersponsored child and dependent care must be provided under a written plan which meets certain conditions.
Note that under a cafeteria plan, employees have the choice not to accept the exclusion, and hence could apply
additional child ad dependent care expensestoward the credit. However, in practice, most taxpayers will receive a
greater marginal benefit from the exclusion than the credit. For example, if a taxpayer has $100,000 of adjusted gross
income (AGI) and is subject to a marglincome tax rate of 25% and 7.65% of payroll taxes, they would reduce their

tax bill by 32.65 (25+7.65) centsfor every dollar put in the FSA. In comparison, the credit would lower their tax bill by
20 centsfor every dollar applied toward the credit.

Congressional Research Senice 10



Child and Dependent Care Tax Benefits: How They Work and Who Receives Them

A Brief Overview of Major Legislative Changes to Child and Dependent Care Tax
Benefits

1976: P.L. 94-455 enacted the nonrefundable child and dependent care credit.22 The credit formula was 20% of
eligible expenditures subject to a maximum level of expenditures of $2,000 for one qualifying individual and $4,000
for two or more qualifying individuals. These amounts were not adjusted for inflation.

1981: PL.97-34created ¢t he -sccuarlree’n tc rMesdiitdi magte whereby ¢th
increases. The sliding scale began at 30% for taxpayers with adjusted gross income of $ 10,000 or less, with the
rate reduced by one percentage point for each $2,000 (or fraction thereof) above $10,000 until the lowest rate of
20% was reached at $28,000 of income. The law also increased the maximum expenditures from $2,000 to $2,400
for one qualifying individual and from $4,000 to $4,800 for two or more qualifying individuals.2* Thelaw also
enacted the exclusion for employer-sponsored child and dependent care.

1986: P.L. 99-514 limited the dollar amount of the exclusion to $5,000 per taxpayer.

1988: P.L. 100-485 created a dollar-for-dollar reduction in the amount of expenses eligible for the CDCTC for
amounts excluded under an employer-s p ons or ed dependent c alnteractiorsBetweent a
the CDCTC and Exclusion for Employer-Sponsored Child and Dependent Care” .)

2001: P.L. 107-16 modified the sliding scale credit rate. The top credit rate was increased from 30% to 35% and
the income level for this credit rate was increased from $10,000 to $15,000. The law also increased the maximum
expenditures from $2,400 to $3,000 for one qualifying individual and from $4,800 to $6,000 for two or more
qualifying individuals. These amounts were not indexed for inflation. These were temporary changes scheduled to
expire at the end of 2010.

2010: P.L. I11-312 extended the2001 changes for 201 | and 2012.

2012: P.L. 112-240 made the2001 changes permanent.

Data on the CDCTC

The aggregate data f or tilhleu ssthrvabtdea 4 n H e gteapxe pde n &
benefit.
T I'mncome 1l evel of MCD&EIKE] cuhpapdednmend me
taxpayers claim the majority of tax credit d
T Average reAdi moamountctome levels the average

c
bet ween $500 -andohé 00 a xehalyeesrss trheacne itvhe aver a

di t (wvneoru ntth eo vpears tt i3nfe :year s, the a
r inflation) credit amount per t a
aboutt hdamead of its value.

T Types of qualicflyaiimge di of biWh it thaea dckree dcirte:d i t i s
available for the care expenses of monchild
or elderly parents), the credit is wused al mo
under 13 years old.

T Percentage ol cthaixlpdryem st hwd tWheillaei mt tehe CDCTC:
credit is claimed calrneo sotf ecxhcill ubs icowfe, | yo nf carv etr hae

ZBBefore the enactment of the c¢child and dependent care credi
expensesincurred for the care of a child or a disabled dependent or spouse up to $4,800 a year. The maximum

deduction was reduced byode® 1 1 ar for every two dollars of income in exce:
Taxation,Tax Legislation Enacted in the Y€ongressOctober 1976, JG3$1-76, pp. 123124. This itemized

deduction was originally enactedin 19%4L. 94455converted the deduction to a credit.

24 Joint Committee on Taxatio@eneral Explanation of the Economic Recovery Act if 19&tember 31, 1981, JCS
71-81.
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the average credit amount isnboemwetaxffadPeOOrandhd
claim the CDCTC tend to redaicwaxempatpanad lken ¢ faixt ci
the CDCTC, since the credit is nonrefundable. A
limited td& time ottnacx paayxerliability. Hence, taxpaye
liabihclipudimg omewtaepiawerlsittle to no benefit fi1
credits like the CDCTC.
For some taxpaydmgc,omes pacxipalyley shyi gthheer a mount of
affected by fhecammpapbyoerfedaxhild car’es they rec
mar ginal tax rate is greater than the applicabl
savings from claiming the exclusion rather than
payroll taxes). Forspanmpiéed 8406 whwlkdipimwem F
a t axXspaiynecrome tax bill by $352Thethayx wawengna th
associated with applying that $100 to the CDCTC
empleoypoemsored child care i1is offered by their em
first and apply any r e mhbhIi?atjonvyga red itghd |l er eedipte,n sleosy
credit amount in comparison to if the exclusion
Table 4. Distribution of Taxpayers, Credit Dollars,
and Average Credit Amount by Adjusted Gross Income (AGI), 2018

Adjusted Gross % of All Returns % of Aggregate Average Credit

Income (AGI) % of All Returns Claiming CDCTC CDCTC Dollars Amount

$0-under $15K 21.2% 0.3% 0.1% $124

$15K-under $25K 12.9% 5.3% 3.0% $347

$25K-under $50K 23.7% 22.3% 23.7% $623

$50K-under $75K 14.0% 15.2% 15.1% $583

$75K-under $100K 8.9% 13.2% 13.8% $613

$100K-under $200K 13.8% 30.2% 31.1% $603

$200K-under $500K 4.5% 11.6% 11.1% $564

$500K+ 1.1% 1.9% 2.0% $611

All Taxpayers 100.0% 100.0% 100.0% $586

Source: IRS Statistics of Income (SOI) 2018, Table 3.3.
Some-aAlmdv moideaame taxpayer s mabye nheafviet rfercoem vtehde a
CDCTaCf t er e nPacLt.-th@ bt toefn or afSet theed Bthx ACLUTI Ayand J
which went 1 nAlot heofhfgehclta wi nd i12d0 In8ot directly modi fy

25|n 2018, amarried couplding jointly would be in the 35% bracket if their taxable income was over $400,000 but

not
%6|fa

over $600, 000. This forthexCPGT@MUd’be 200p p1 i cabl e credit rate
taxpayer has one child, and receives $5,000 iffteeemployeisponsoredhild care from their employer, they

will have $0 of qualifying expenses for the CDCTC.
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The CDCTC was enacted in 1976. Subs e qudeintt i
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by increasing the maximum amoun¢ ¢cdf Balbéodwable
Tax

s
e
OewrvidMwjof Legisl] &€hiilvke aCrhd nFeeppe tdo&nt Car e B«

Bet ween 1976 and 1988, the average credit amoun
increns@E@idad. , 1 nfdloaltliamms dad Fing 6.¢ dBfecgd ninn ng in 198
both the average and aggregate credit amount be
amount c¢1laimed.ucThh ias sgheocrito dtcinmaey e besdue t o measu
the I RS to reduce improper claims of tax benefi
in 1987, taxpayers were required to provide the
tdhir federal ?Seomadtakegennirmg.in 1989, taxpaye
caregivtaxpayer I D number (gerAceblryifagr tion dinwi d
rescaWhherprobably happened inimgstheiascecklahbgsith
the books, and their babysitter would not provi
books, so the family had to choose be®ween find
Finally, in 1988,s ComgakPRk. slp.adreSt(Ds@ARR B d iearfvpifrow io f

Major Legisl Lhiilv aCnhda nRBeepe n do&)n h a€Ca re qliax eBe nt eafxipt.
reduce the amount of expenses applied to the cr
This may have resulted in a sebstmamtidlaxmpadeati
applied toward the credit, and hence a smaller
Since 1988, the real average W¥ilkguwag.eoffhashd CDCTC
may be driven by several factors. First, as pre
including the maximum ambhientc oanfe Ju alcikfeytisn gf oerx peea
applicable Tabd &iatr er antoet (isnedee x ed for inflation. i
maximum | evel of expenses was inGrewslk damwdsTamnm
Relief ReconciliatiPonL.Adit0 7B f>2e@1 EGEGRRRAhe par
the credit had not bAe Br iearfvrieMmsjeodf slLiengcis 128 Ve(s
ChangChsi Itdo and Depend?¢€altf Gahree cTraexd iBte naesf igamact e d
adjusted annually for infldtoiron ,wot ba i ImOG® mahx il

27|n 1987, 7 million fewer children were claimed as dependents on federal income tax returns according to data
summarized by Jeffrey Lieebmahne. IJneeflfirge yb INatiodalil&adoulglc Wip o eatt s ?
vol. 53, no. 4 (December 2000), p. 1171.

28p.L.100485.

®John Szilagyi, an IRS researcher quoted in Tamar Lewin, “ 1
Ca r The New York TimeSanuary 6, 1991.
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1976 would have 80q0u ailhétleOmio e ¢ ththat®iBogn has erod
amountc odsdiath a e

Figure 3. Real Aggregate Credit Dollars and
Average Credit Amount, 1976-2018

Aggregate CDCTC Dollars
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Source: IRS Statistics of Income Table 3.3 and the Bureau of Labor Statistics CPI-U.
Note: Nominal data were adjusted for inflation to 2018 dollars using the CPI-U.
Types of Qualifying Individuals Clain

Administrative data from the Thb3 erimalli cRietvee ntuhea tS
CDCTC is used primarily for the care expenses o0

30T his amount was calculated using the inflation calculator from the Bureau of Labor Statistical@uié or is
available ahttps://data.bls.goegi-bin/cpicalc.pl
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Table 5. Distribution of Taxpayers and Credit Dollars by
Age of Qualifying Individuals Claimed for CDCTC, 2017

Tax Returns Total Credit Dollars
Age of Qualifying Individual(s) Number Percentage Billions $ Percentage
Exclusively under |3 years old 6,153,557 95.1% $3.53 949%
Exclusively |3 years old or older 159,184 2.5% $0.07 2.0%
Mix of over and under |3 years old 156,495 24% $0.12 32%
Total 6,469,236 100.0% $3.72 100.0%

Source: Data provided to CRS from the Internal Revenue Service, Statistics of Income (SOI). Data available to
congressional clients from the authors upon request.

Notes: Items may not sum due to rounding.

Few taxpayers cladmpehde@bPGCTC Tthas onladbetbe a resu
First, most dependents are childreswerkor exampl
childrmwehn l e apprladxoinmadedleyc [ludimiFe pandnttshe defin:
of qualifying expenses excludes many expenses I
older dependents arah dmd ntga xpawear ,f oarn yb ye xap esntsaeys
cawell mnot be considbeerceaithsqeuadtr £tgimngrekpenetscoOédn
working or lookingefoehdwoeckne dxmpaddes johike nu
expenses, are not consider bdc gtuhadeil Mnyd magl elkegiemg e
cared for is mnot living with thQuadxpgyrg for a
Expenkes

Percentage of TaxpaywerCdl awint B hCh iCIDdrTeCn

Data from the Tax Policy Center ( TPGv tihndicate

children claim tchar e hcirl ed iatnidi gddeipte lipglduesmtttreart e d 1 n

proportiemcoofmeh itgahxeprayer s with ¢ hiimahe en claim th
taxpayers. One possible explanation for why rel
is that theycarme noxXxpdmsves clhpddhaps because thei
possible explanation isrddhadr € amet expmreanisdcer e d aqg:
for the credit. For-ahoanmp pa,r efahd miwloiuelsd wietnle ra 1l ty
the CDCTC. I n paadydaimtgioolnd,e rf acnhiillide st o 1l ook after a
able thhosxadmdfimeest he EDG@RECI y, families eligible 1
only one child may befhef it apprboosveiedferdo md atphden deexnct 1 wcsa
simply ndtDCTICaim t he

31nternal Revenue Service, Individual Income Tax Returns Line Item Estimates, 2017, Publicatiohal8e2.3.

32|t is importantto note that children as defined tiye T ax Policy Centerin this example are children for whom that
taxpayer can claim a dependent exemption or for whahtédxpayecan claim thehildtax credit orearned income
tax credit EITC). Some of these childn will not be qualifying individuals for the purposes of the CDCBecausge
for exanple, they are 13 years or older.
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Figure 4. Percentage of Taxpayers with Children Who Claim the CDCTC, 2018
By Income Quintile

20.1%

Lowest 20% Second 20% Middle 20% Fourth 20% Top 20% | All Taxpayers

1

Quintile

Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0718-1).

Notes: Each quintile contains 20% of the population ranked by expanded cash income (ECI).33 Percentages are
rounded to the nearest whole number. For purposes of this figure, taxpayers with children may include certain
children who are not qualifying individuals for the CDCTC, including children 13 years old and older.

Fewer -ilnocvoenre wiatnhi lcileisl dr en be he € atthsef rcorne dtihte 1GDCT
nonrefundable. A nonrefundabiliecomedtaxibidbimitty
with little to no 1nemmeo meax alxipaabyielrist jyg h einnccel urdeic
benefit from nonrefundable credits

B¥For distributional analyses, the Tax Policy Center (TPC) u
(ECI). ECl is a broad meare of pretax income, andis used both to rank tax unitsin distribution tables and to calculate
effective tax rates. According to the TPC,-th&liee define ECI a
adjustments (e.qg., IRA deductions, student lmdarest, sefemployed health insurance deduction, etc.), emp ko

health insurance and other nontaxable fringe benefits, employee and employer contributioftefertar retirement

savings plans, taexempt interest, nontaxable Social Securityedés, nontaxable pension and retirement income,

accruals within defined benefit pension plans, inside buildup within defined contribution retirement accounts, cash and

cashl i ke (e. g., SNAP) transfer 1income,coernppolroayteer ’isn csohmer et aoxf Ipia
For more information, see Tax Policy CenfEl? C6 s Mi ¢ r o s i mu,htgpt/imer.texpblicydeatler.oFy/A Q
resourcespcsmicrosimulation-modelfaq The income percentile classes used in thistable are based on the income

distribution for the entire population and contain an equal number of people, not tax units. The incomes used are

adjusted for family size by dividing by the squaoet of the number of people in the tax unit. The resulting percentile

breaks argin 2018 dollars): 20% $25,100; 40% $49,300; 60% $85,900; 80% $153,300
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Data on the Excl-ppmnoof dEfipli
and Dependent Care

Survey data from the( BuSnda w aa fe4 ¥ ahbabtr eafbbpohuoty s ¢ § ¢ s
have access to child andcdomandegntwhadee 11 %e habk
emplsypyoms orcead*Echhei Isdur vey also found that availab
based on a vamecbodgiwmd tHhe toowresr age wage paid to
employer, asTasd mnOavreirzaeldl ,i nt he data indicate that
widely available to moreandhighpbgerompenshiicsdh menp

Table 6. Percentage of Civilian Workers with Access to
Employer-Sponsored Child and Dependent Care, 2020

Access to Dependent

Care Flexible Spending Access to Employer-
Account (FSA)2 Provided Child Care
Average Wageb
Lowest 10% 13% 5%
Lowest 25% 20% 5%
Second 25% 40% 8%
Third 25% 52% 13%
Highest 25% 65% 20%
Highest 10% 68% 23%
Size of Employer
1-49 workers 21% 5%
50-99 workers 37% 7%
100-499 workers 51% 9%
500 workers or more 71% 25%

Source: Bureau of Labor Statistics, National Compensation Survey: Employee Benefits in the United States,
March 2020, Tables 39 and 40.

Notes: These results are for civilian employees only.
a. These datareflect access to FSAs provided as part of a Section 125 cafeteria plan.

b. Surveyed occupationsare classified into wage categories based on the average wage for the occupation
which may include workers with earnings both above and below the threshold.

BLSrdwtde information on dependent care ben
m t he I RS imafsoeednaotni oW r et ur ns , sheo vbeevneerf,i tssu gigse
ati.VThbymbetw recent data avaphgbte rmmdicdatd &
e empboyered dependedinceomphenses dntsdumi2a@ld

34 Bureau of Labor StatisticBlational Compensation Survey: Employee Benefits in the United Sttetesh 2020,
Tables 39 and 40. For purposes of this survey, empisgensored child care is defined as a workplace program that
“provides for either the full or partial cost of caring for

s

sitter in facilities either on or off the employer’s premises.
35 Internal Revenue Servic80l Tax Statsindividual Information Return Form \® Statistics T able 5A,
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there were about 153 noifl 1 wibnna lhruedteudr # Bheed wCIDeCAI,C . 6 . 5
frome @ocsemrt ve y-aafl mhoidnemrem tt ea xspuagygeersst t hat 1 ow empl c
participation in dependentscanftubBdads mbygpubet ldue
governing dependent ’dciafrfei cFuSlAsi,e s( 2 )n dmpleaynd emss n g
benefit fromdppehdenpatanamp lFiByAge sa néddo p(d3mdienndti n g

care FSAs with similandpheabthushva¥lgnhead tbuBRS A
addidgd imemgemn pamtdiyci patficomn d ne vhiedaelecng FSAs e s may
particularly concerned abouetn dt hoef rtihsekupolda nl oyseiamrg
ot osreawhen determining whefher to participate 1in

https://mww.irs.govétatisticsoitax-statsindividuatinformationreturnform-w2-statistics

36 Internal Revenue Servic80I Tax StatsIndividual Statistical Tables by Size of Adjusted Gross Ingdmable 3.3,
https://www.irs.govétatisticstoitax-statsindividuatstatisticaitablesby-size of-adjusteegrossincome

37 Ellen FrankMiller, Sophia FoxDichter,and Sloane WolteDependent Care FSAs: The Uneven Playing Field for
Employers and Worker&Vashington University in St. Louis Social Policy Institute White Pap@+01,
https://openscholarship.wustl.edgiiviewcontent.cgiarticle=1002&contextspi_research

%7 ames H. Cardon, “Status quo blousnal of Behavioraland Expérimensap e n di ng acc
Economicsvol. 81, 2019https://doi.orgl0.1016j.socec.2019.05.007
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Appendix A. Wh a t
Pur poses?

“De pa ndfeaat Ta x

Prior to Rnh.ddt/imdmtx pafyer s could subtract from th
(AGI') the standard deduction or sum of their it
appr opumldere of personal exemptions for themselv
dependent s
For 2017, the personal exempt Poh.-% inbthilnet pwearss ofmda, l
exemption amount was reduced to zero from 2018
exemption is mnot in effect from 2018 through 20
was retained and ot hsetri Iplr orveifseiro ntso itnh itsh ed et faixn ictoi
A dependent 1s either (1) a qualifying child or
determine whether asnqumdivYiydwmagl cihsi TabAslwx paeyjart i v
An indmwsdufaidl fill all these requirements to be
rel tei wge , an individual must fulfill the relati
to be considered a qualifying child for tax pur]
Table A-1.Tests for Qualifying Child and Qualifying Relative
Qualifying Child Qualifying Relative
Relationship: The child is the t MemberofHousehold orRelationship: The
daughter, stepchild, foster child, brother, sister, half- individual must be either (a) 2 member of the
brother, half-sister, stepbrother, stepsister, or a taxpayer’'s househol dif thep r
descendant of any of them. do not live with the taxpayer, a relative of the
taxpayer.?
Residence: The child must have lived with the Gross IncomeTest: The individual?’
taxpayerfor more than half the year. must be less than the personal exemption amount
($4,050in 2017).
Age: The child is either (a) under 19 years old at the Age: None
end of the year; (b) under 24 years old at the end of
the year and a full-time student; or (c) any age if
permanently and totally disabled.
Support: The child must not have provided more than  Support: The taxpayer must provide more than half of
half of his or her own support for the year. the qualifying individua
Joint Return: The child must not be filing a joint Not a qualifying child: The individual cannot be
return for the year (unless that joint return is filed only  claimed as a qualifying child by any taxpayer.
to claim arefund of withheld income tax or estimated
tax paid).
Source: IRS Publication 501 and Internal Revenue Code (IRC) §152.
a. Theindividual is related to the taxpayer as their son, daughter, stepchild, foster child, brother, sister, half-
brother, half-sister, stepbrother, stepsister, or a descendant of any of them; father, mother, grandparent, or
other direct ancestor; stepfather or stepmother; son ordau g ht er of the taxpayer’s brothe
daughter of t-brethertonhafpd g e¢re’rs halef taxpayer’s -in-lawpt or uncl e

daughter-in-law, father-in-law, mother-in-law, brother-in-law, or sister-in-law.
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AppendixBEval uda hengmpact of t he
After the Tax CutsPahd9)abs A

I RS data indicate that the average dollar amoun
in recénrAoeaargse Craveirt "TAmmothonwte v e va,n ds ommeed elroaw e
income rtsa xmpayytefhien dCDXChTaCt pr owedaes hosws thhfainaibedid
2018 because of chanB.els.-9t/lol dtfhtee nt arxe fceordree dmat doe absy
and Jobs HXHct or TCJA

Alt hohghl atw dliirde cntohCyD CrifoCd, i foyt her ¢ hanges made by
specifically thosiet matdhee tcoh ial-dhatfafxe fcEraecd icty e(HGT Gh)e
that s-améd mheowWwrmracaeame families owe the same amount
wit ho@IE Tdhne ot her wor ds, some of these families
fronCDGEHO we vtelrer oc hanges made tthye tthea plaayve rmarye cre
a larger overall benefit from tvhedueawnfsyheem (i
CDCTC is lessened.

As Elaine Maag at tHe Tax Policy Center mnotes

Under prior law, families could receive their full $1,000 per child CTC as a refund. But
when the CTCwas increased to $2,000 (as othertaxbenefits were reduced) [dsepart of
TCJA], only part of the CTC increase was made refundable [$1,400]. Thus, families that
would have received their full CTC as a refund last year now receive only part of ther
(increased) CTC as a refund. The rest of the CTC is used to offset incesmoteed,
reducing the benefit possible fromthe CDCTC.

xample of the impact of the CDCTC on income
o i1llustr atper etsheifist kBdde simet. ilsn absostuhmecda st chsat a
8, 000 of earned income, aéd, 0090 quabubhyifg
en. ( Those chiclldrgdabl@&r & oa lbseo calsasimmad ftoa it
claimed by workhregehameldi dec whhdedd athh & d rean
thhe rt,axpayer is assumed to have no other i
ailccmu.bd tciproeedsi t liability and the c¢child tax
ods because of various change¢?Thed &l TE€ t he

ho RN ¢}

t
2
r

E 5 e
-

ST anc o S-S
(@]
Q

OO0 —-Hh> o o B
HQ_O«—P»—AV}'—‘
"‘Cm('ﬁ’_‘

39 The original title of the law, the Tax Cuts and Jobs Act, was stricken before final passage because it violated what is

known as the Byrdrule, a prodigral rule that can be raised in the Senate when bills, like the tax bill, are considered

under the process of reconciliation. The actwual title of th
V of the concurrent resolutiononthepud t f or f i sForarmore ipfermationd@theByrdrule, SERS

Report RL30862T he Budget Reconciliation ,ByrBilHemifd.: The Senateds AByr

40The analysis done by the Tax Policy Center analyzed howtaxeswould change with and without the CDCT C before
and afteiP.L. 11597in order to determine the value of the CDC. According to the IRS, the CDCTC is appliedto
(and hence reduces) income tax liability before the nonrahlagbortion of the child crediHoweveronly focusing
on the dollar amount of the @IT C, without examining how the presence of the CDCT C affexcome tax liabilities
may provide an incomplete picture of the bertefinpact in the broader context of the federal income tax code.
41 Elaine Maag,HowThe Tax Cuts And Jobs Act Reduced The Value Of The Child Care Cr&di,Policy Center,
TaxVoxBlog, November 27, 201 $ittps:/mwww.taxpolicycenter.orgixvoxhowtax-cutsandjobsact-reduceevalue
child-carecredit.

42 For more infornation, se€€RS Report R4509he 2017 Tax Revision (P.L. 1-BF): Comparison to 2017 Tax
Law, coordinated by Molly F. Sherlock and Donald J. MarpéeslCRS Report R45124&he Child Tax Credit:
Legislative History by Margot L. CrandalHollick.
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was generally unchanged by the law,n, ahbndotoughtit
inflation adjustmefft was changed by the law

Table B-1.Impact of the CDCTC on Income Tax Liability After the TCJA
Single parent with two qualifying children, $28,000 of earned income, and $6,000 in qualifying child care

expenses
2018 2017
(post-TCJA) (pre-TCJA)
No No
CDCTC CDCTC CDCTC CDCTC
Precredit Income Tax Liability? $1,000 $1,000 $650 $650
Child and Dependent Care Credit (CDCTC) $1,000 $0 $650 $0
Child Tax Credit (CTC)b $2,800 $3,800 $2,000 $2,000
CT@ nonrefundable portion $0 $1,000 $0 $650
CT@ refundable portion $2,800 $2,800 $2,000 $1,350
Earned Income Tax Credit (EITC)¢ $3,749 $3,749 $3,582 $3,582
Final Tax Liability -$6,549 -$6,549 -$5,582 -$4,932
Net Impact of the CDCTC on Income Tax $0 $650

Liabilities

Source: Calculations using NBER TAXSIM.

Notes: A negative income tax liability indicates a net benefit from the income tax code. The taxpayer is assumed

to file as a head of household.

a. The TCJA made numerous changes to the individual income tax system that may affecta taxpayer ° s | i abi | i ty
before tax credits. See CRS Report R45092, The 2017 Tax Revision (P.L.-44)5 Comparison to 2017 Tax
Law coordinated by Molly F. Sherlock and Donald J. Marples.

b. The TCJA made numerous changes to the child credit. See CRS Report R45124, The Child Tax Credit:
Legislative Histoby Margot L. Crandall-Hollick.
c. The TCJA did not change major aspects of the EITC, although it did change how it was adjusted for

inflation. See CRS Report R43805, The Earned Income Tax Credit (EITC): How It Works and Who Regeives It
Margot L. Crandall-Hollick, Gene Falk, and Conor F. Boyle.

As il 1 uBatbBdea bdven in 2 0sl 8f itnhails itnacxopmey etrax 11 abil
$6,549) is unchanged by the CDLCOLi mad 2WdRB8or ¢ Pieh
nonrefundable portliofihef$Sithe@006hCDE@TCaaftfteedivel
nonrefundable c¢child t azxr ecfruenddiatbolbey tphobrettcidoanind e meo d
capped at $2, 800 for twohehgbtdrehnieotmhirsasex arthpe
changes, the CDCTC would have reduced the incom
(increasing their refund from $4, 932 to §$§5, 582)
the childednadables pto hdeoieosn ,n otth er eCdDuCcleC ttehaed ,t ot thael
CDCTC shifts receipt of the c¢child tax credit fr
portion Even though the CDCTC itseilidfitsis larger
e x amptlse i mpact on how much the taxpayer owes 1in
child tax credit

43 For more information, se€8RS Report R4380Fhe Earned Income Tax Credit (EITC): How It Works and Who
Receives |tby Margot L. CrandalHollick, Gene Falk, and Conor F. Boyle
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ording to analysis done by the Tax Policy Ce
bilities, betweenxpP@Ve&randwi2b$Bdacbtheshbe¢t wet

, 000 whlo fv®ome ff hte dcehcirl dda shba¥drd e’ cIr e ddfadbda u ti o |,
cent of families with incomes between $30, 00
dit 1in h2i0r1d8 ,f rdoonwnt hae t9 ROrl#edt who benefited

While the CDCTC credit vahuwd medrdame famikbnesf,
expansion of the child taPx Le-P Bldiitny(efidset heopmeh
of these 1 os sTashB-kBa sl eialvliunsgt rthatxepdacyientnse t wibtelm eaf i t (
$6, 549 vs. §$§5,582).
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