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1 4,008 Federal Tax Course

payments under an employer’s plan are exempt from social security and Medi-
care taxes.

Taxpayers may claim the full benefit of certain nonrefundable personal credits, which
include the child and dependent care credit, to offset their regular tax as opposed to
only the amount by which the regular tax exceeds the alternative tentative minimum-
tax [Ch. 16].

The earned income credit (EIC) is a refundable tax credit for eligible low-income
workers [Code Sec. 32(a)]. As a result, if the EIC exceeds the worker’s tax liability, he
or she can get a check from the IRS for the excess. The credit is based on earned
income, which includes wages, salaries, and other employee compensation, plus
earnings from self-employment. The amount of the credit is determined by multiply-
ing an individual’s earned income by a credit percentage, subject to a possible
. phaseout. Different credit percentages and phaseout percentages are provided for
low-income workers who have no qualifying children, one qualifying child, and
more than one qualifying child. The worker claims the credit by filing Schedule EIC
of Form 1040 or 1040A. If you do not have a qualifying child, you can use Form
1040EZ to claim the credit. A low-income employee with one or more children can
cash in on an advance credit before he or she files a tax return. The employee simply
gives his or her employer a completed Form W-5, and the employer then includes
part of the credit in each of the employee s paychecks

.01 Quallfying Children

Tests of Qualifying Chlld Status

Relationship test. A qualifying child for purposes of the EIC must be (1) a son,
daughter, or stepchild of the taxpayer or a descendent of a son, daughter, or stepchild
of the taxpayer or (2) a brother, sister, stepbrother, or stepsister of the taxpayer or a
descendent of a brother, sister, stepbrother, or stepsister of the taxpayer [Code Sec.
32(c)(3)(A)]. A child who is legally adopted by a taxpayer or placed with the taxpayer
for legal adoption by the taxpayer is treated as a taxpayer’s own child by blood [Code
Sec. 152(f)(1)(B)]). A brother or sister includes a brother or sister by the half-blood
[Code Sec. 152(f)(4)].: A foster child is treated as a child of a taxpayer. A foster child is
an individual placed with the taxpayer by an authorized placement agency or by
judgment, decree, or court [Code Sec. 152(f)(1)(C)].

Age test. The child must not have reached age 19 (age 24 if the child is a student)
before the close of the calendar year in which the tax year of the taxpayer begins
[Code Sec. 152(c)(3)(A) ). The age requirement does not apply to a child who at any
time during the calendar year is permanently and totally disabled as defined in Code
* Sec. 22(e)(3) [Code Sec. 152(c)(3)(B)]. A child attains a given age on the anniversary of
the date that the child was born.!

Married children. A child (mcludmg a foster cl'uld) who is married at the close of the
taxpayer’s tax year is not a qualifying child unless the taxpayer can claim a depen-

1Rev: Rul.‘2003—72, 2003-2 CB 346.

14,005 : ©2008 CCH. All Rights Reserved.




1

18
.

PRELIMINARY DRAFT - NOT READY NTRODUCTION

AN ACT..

State of Wisconsin
2009 - 2010 LEGISLATURE

W

the earned income tax credit.

LRB-2555/?
MES...{¢

.;relating to: allowing an individual without a qualifying child to claim

Analysis by the Legislative Reference Bureau

Under federal law, the earned income tax credit (EITC) is a refundable tax
credit for low-income workers. If the amount of the claim exceeds the worker’s tax
liability, the claimant receives a check for the excess amount from the Internal
Revenue Service. The amount of the credit for which a claimant is eligible is based,
in part, on whether the claimant has no qualifying children, one qualifying child, or
more than one qualifying child.

Under current law, the refundable Wisconsin EITC may be claimed in an
amount equal to a certain percentage of the federal basic EITC. To be eligible for the
Wisconsin EITC, an individual must have one or more qualifying children. The M

Wisconsin EITC is equal to 4 percent of the federal credit if the clai
qualifynlég child, 14 pércent of the federal credit if the claimant has

children
chlldren

mant has one
(quualifying

nd 43 percent of the federal credit if the claimant has{3 pr more qualifying

Xt

Under this bill, a claimant who has no quahfylng children may claim the
Wisconsin EITC in an amount equal to 4 percent of the federal credit.
For further information see the state fiscal estimate, which will be printed as
an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:
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SECTION 1

SECTION 1. 71.07 (9e) (ag) of the stgutes is created to read:

71.07 (9e) (ag) For taxable years beginning after December 31, ¥009, an
individual who does not have a qualifying child may credit against the tax imposed
under s. 71.\62 4 percent/of the federal basic earned income credit for which the
individual is eligible for the taxable year under section 32 (b) (13/(A) of the Internal

Revenue Code.

(END)
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