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A recent editorial in the News Journal praised the Earned Income Tax Credit, a federal 

program designed to help poor and moderate income working families, and also Delaware’s 

efforts in urging eligible families to apply for these federal benefits.  Indeed, Delaware has done 

a very good job in this area.  But Delaware could still do one more thing -improve its own state 

Earned Income Tax Credit.  That’s a task for the legislature.  

 In June, 2006, Delaware joined 20 other states in establishing a state Earned Income 

Tax Credit program (EITC for short), effective with the 2006 tax year.  That’s the good news.  The 

bad news is that the Delaware version was poorly designed.  It fails to help precisely the workers 

that the EITC is intended to assist.  

To understand what’s wrong with the Delaware version of the EITC, it is necessary to 

understand a little bit about how the EITC works.  The EITC operates through the tax system –

you can find it on Form 1040, line 66a.  A family first computes its taxes, then, at the last step, 

subtracts the EITC it is eligible for from its tax bill.  The amount of the credit depends on a 

family’s earnings and its number of children.  Families with two or more children get a maximum 

credit of $4,300, while families with one child get a maximum of about $2,600.  The maximum 

credit goes to families with earnings between about $11,000 and $15,000; families with lower or 

higher earnings get smaller amounts.  The credits go only to families with earnings and are 

limited to families with total income below about $35,000.     

Here’s the real beauty of the EITC:  the credit is fully refundable.  If a family’s EITC 

benefits are greater than the taxes it owes, the U.S. Treasury sends the family a check for the 

difference, exactly like a regular tax refund.  As a result, the EITC goes well beyond tax relief.  

The EITC is income assistance administered through the tax system.   

The EITC is now the largest cash assistance program for poor and moderate income 

working families.  In 2004, more than 20 million households received a total of more than $35 

billion from the EITC.  Ninety percent of EITC payments are refundable credits received as a tax 

refund.  In 2006, a married couple with two children doesn’t even owe Federal taxes until its 

income reaches $23,500 because that amount of income is exempt from taxes, thanks to the 

standard deduction and personal exemptions.  Without refundability, the EITC would be a small 

program.  

State EITC programs are a popular way to provide a bit more assistance to needy 

working families.  Most states offer a benefit equal to some percentage of Federal EITC benefits.  

The percentage ranges from 5% in Oklahoma to 32% in Vermont; most states are in the 20 

percent range.  

Delaware provides an EITC credit equal to 20% of the Federal benefit.  So far, so good.  

But the Delaware EITC is not refundable. The amount of the credit is limited by the amount of 



taxes that a family owes. That is exactly where the Delaware EITC went wrong.  Of the 21 states 

that offer an EITC, only three others have made theirs non-refundable. 

A non-refundable EITC changes the population that benefits from the EITC in ways that 

makes little sense.  The poorest working families are completely eliminated from the DE EITC.  

For example, a married couple with two children and $15,000 in earnings gets $4,300 in Federal 

EITC benefits.  If the DE credit were refundable, it would get another $860 (20% of the $4,300). 

Guess what it actually gets?  Nothing!  In Delaware, a married couple with two children doesn’t 

even owe state taxes until its income reaches about $25,000.  A single-parent family with the 

same $15,000 in earnings and two children wouldn’t get any benefits from the Delaware EITC 

either.    

Because the DE EITC is non-refundable, the benefits go primarily to families with 

incomes between $22,000 and $35,000.  There is nothing wrong with offering assistance to 

these families.  But certainly it makes little sense to exclude the neediest of working families. 

There are other odd impacts.  Single-parent families will get higher DE EITC benefits 

than married couples with the exact same earnings.  Why?  The married couple benefits tax-

wise from having an additional personal exemption and a larger standard deduction, so it owes 

less tax than the single-parent family.  Since the credit can’t exceed taxes due, the married 

couple gets a smaller benefit.  Doesn’t make much sense, does it? 

What should Delaware do?  The best thing is to make the Delaware EITC fully refundable 

to guarantee that lower-income working families get the full EITC benefits they have earned.  It 

would be wiser to set the credit rate a bit lower -10% instead of 20%- but make it refundable.  

That could be done now at very little net budgetary cost.   
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