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STATUS QUO



THE STATUS QUO

e Different program have different rules; a single child can be claimed for
different programs by different people

e Taxpayers commonly make claims according to divorce agreements
(often trading off claims), believing these agreements have force of law,

when they actually violate tax statute
e MeF enforces a ‘first-come-first-serve’ standard, which does not align

with statute



EITC Qualifying Child

CTC Qualifying Child

HOH Qualifying Person

CDCTC Qualifying Person

Relevant to
conflicting
claims

Relationship

Section 152(c) rules
(descendent, younger sibling,
or descendent of either;
including fosters and

Section 152(c) rules

152(c) rules OR

152(d) rules (also includes
parents, grandparents,
uncles, aunts, and year-round

Section 152(c) OR 152(d)
rules

adoptees) co-resident non-relatives)
Co- residency >6 months living with >6 months living with — >6 months if qualifying Same as HoH QP
claimer, in U.S. claimer, in U.S., Canada, or child or related qualifying
Mexico relative;
— 0 months if a parent;
— 12 monthsif a
non-related qualifying
relative
Residency waivable | No Yes No No
under 8332
Costs paid N/A N/A — Must provide at least half | Paid child care, with certain

of household expenses

— If claiming under 152(d)
rules, must also provide at
least half of overall support
for the person; or claim
under a multiple support
agreement

additional restrictions




PROBLEMS



PROBLEM #1: NO TAXPAYER CLAIMS A CHILD

1. NO ELIGIBLE CLAIMANT

— Child lives with each of
three caregivers for four 2. UNINTENTIONAL
months each NON-CLAIMS
— Child lives with a de facto
adoptive family but is not
legally adopted
— Former foster parent
taking care of foster
grandchild when foster child
has aged out

Taxpayer intends to claim
child, but navigates the
fractal complexity of tax
software incompletely, and
neglects to claim the child
for one or more benefits.

Etc.




PROBLEM #2: THE ‘WRONG HOUSEHOLD’ CLAIMS THE
CHILD —ALLEGED OVER- AND UNDER-PAYMENTS

SITUATION AS PERCEIVED
BY TAXPAYERS
HOUSEHOLD 1 HOUSEHOLD 2
® @
w @
Earned income: : $20,000 Earned income: $20,000
EITCQCs: 1 EITC QCs: 0

EITC claimed: $3,995 EITC claimed: $0



PROBLEM #2: THE ‘WRONG HOUSEHOLD’ CLAIMS THE

CHILD —ALLEGED OVER- AND UNDER-PAYMENTS

SITUATION AS PERCEIVED
BY TAXPAYERS

HOUSEHOLD 1 HOUSEHOLD 2
Earned income: $20,000 Earned income: $20,000
EITC QCs: 1 EITCQCs: 0

EITC claimed: $3,995 EITC claimed: SO

SITUATION AS PERCEIVED
BY IRS

HOUSEHOLD 1 HOUSEHOLD 2

Earned income: $20,000 Earned income: $20,000
EITCQCs: 1 EITC QCs: 0
EITC claimed: $3,995 EITC claimed: SO

EITC eligible: SO EITC eligible: $3,995
EITC overclaim of $3,995 EITC underclaim of $3,995



IRS estimates:

~3M households claim ~S10B
in EITC improper payments by
claiming a child not theirs

IRS estimates:

~3.5M households with
children fail to claim ~S$9.1B
in EITC they should claim

EITC IMPROPER PAYMENTS

EITC ACCESS GAP



WHAT IF THESE ARE THE SAME PEOPLE?

IRS estimates:

~3M households claim ~S10B
in EITC improper payments by
claiming a child not theirs

SITUATION AS PERCEIVED

BY IRS

HOUSEHOLD 2

IRS estimates:

~3.5M households with
children fail to claim ~S$9.1B
in EITC they should claim

Earned income: $20,000
EITC QCs: 0
EITC claimed: $0
EITC eligible: $3,995

Earned income: $20,000
EITCQCs: 1
EITC claimed: $3,995
EITC eligible: $0

EITC overclaim of $3,995

EITC underclaim of $3,995
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Improper
payment
rate would
fall by
~53%

20

15 Other
errors

HHs
without
10 nildrer

Child
claiin HHs

errovs with
children

EITC Improper Payments ($) EITC Access Gap (9$)

Access gap
would fall
by ~90% (in
S terms)

(and become a
very different
population!)




EVEN IF ONLY 75% WERE THE SAME PEOPLE:



B Other [ Incategory, not explained [ Explained

20
15 Unexplained
Improper other errors HHs
Access ga
payment without . f “’O
rate would | 1o — —children— 0%
fall by Uni)l(:il;l:fi:: e Unex;?lainedw by ~70% (m
~40% children S terms)
5 Exvlained Explainzd
child claim HHs with
S children
0

EITC Improper Payments ($) EITC Access Gap ()



PROBLEM #3: ADMIN BURDEN + PERCEIVED COMPLEXITY

Direct File had up to 81
screens per family
member

With income
pre-populated, this will
be the remaining source
of complexity

add-person-basicinfo I add-person-relationship-category + add-person-elationship-type-child o 5
Tell us about this person How is Choose the option that Choose the option that Choose the option that
T I—— {{/familyAndHousehold/*/f best describes your best describes your best describes your
Security card, Adoption Taxpayer Identification irstName}} related to you? relationship to relationship to relationship to
Number (TIN)paperswork, or Individual Taxpayer i {{/familyAndt hold/*/f {{/familyAnd hold/*/f {{/familyAnd hold/*/f
Identification Number (ITN) paperwork.Using How is 1 t t
l"f'.i"iffﬁff"ﬁl“ "m to delays n processing {{/familyAndHousehold/*/f irstName}}. irstName}}. irstName}}.

Whatif they changed their egal name last tax ear? il related to you Choose the option that Choose the option that Choose the option that
S — or best describes your or best describes your or best describes your or
{t/ daryFiler/firstNam {{/ daryFiler/fi { daryFiler/firstNam {{/secondaryFiler/firstNam
—_— e}}? e}}’s relationship to e}}’s relationship to e}Y’s relationship to
widdie nial /familyAndF hold/*/f {{/familyAndH hold/*/f {{/familyAndHousehold/*/f
{{/secondaryfiler/firstNamel} has with irstName}}. irstName}}. irstName}}.
{{/familyAndHousehold/* firstNamej}. For example,
el biological child, Ifthe
] Forexample, rstiame). Fo eample,

For example,

Dateof birth (feq

Month Day  Year

(O ek hisboxifthis person died in202¢

choose Parent

['o WEE——
['o STIU——
Ko s g ot o

OM renotrelated

i

biological chld, choose Biological child.

Required)
fological child

dopted child including chid Lawfully placed
with youforlegal adoption)

tepchild
oster child

sbling, choose sibling.

Who's 2 descendant?

Yics
r\blmg 's child
Yoiver descendontotsving
it siing

Yisitsivling’s child

biologica,foster, o stepchild)

Y cpsbing
}mpsmhngnmm

terdscndantf sepaiv

ifthe person s {/secondaryFilerfirstNamel's
Parent, choose Parent.

tancestor?

arent
tepparent

oster parent
randparent

ther direct ancestor of parent (ke  great
‘grandparent)

Continue

add-person-relationship-type-in-law %

Choose the option that
best describes your
relationship to
{{/familyAndHousehold/*/f
irstName}}.
Chaose the losestrelationship thatyouor
(secondaryfierfrstame)} has with
({familyAndHouseholdffsthame). For cample,
iftheperson’s (secondaryFilefrstiamel's
childsspouse,choose Child's spouse.

ild's spouse

yspouse's parent

y spouse's sibling o that siblin’s spouse

ty sibling’s spouse



PROBLEM #3: ADMIN BURDEN + PERCEIVED COMPLEXITY

“The tax code should not scare The complexity of eligibility
law-abiding and hard-working citizens requirements, besides being a major
when they sign their tax return. Our driver of noncompliance and

tax code is still an abomination. It is complicating IRS’s ability to

not worthy of our free society. By administer these credits, are also a
beginning to undo unnecessary major source of taxpayer burden. [..]
complexities, we can take the first This is especially true when filers
steps to a better, simpler tax code. We share responsibility for the child with
need to start now.” parents, former spouses, and other

. relatives or caretakers.”
— Treasury Secretary Paul O'Neill,

unveiling a new simplification of child — GAO
rules, 2002



TAXPAYER ATTITUDES
FROM USER RESEARCH
SESSIONS




What do you think is a reasonable way to
determine claiming a child?



Scenario 1

A child splits their time living with each parent:

e Taylor: 305 nights

e Cameron: 60 nights

Cameron pays child support, and the majority of expenses



Scenario 1

Who do you think should be able to claim the child?

Cameron Taylor
(60 nights, provides majority $) (305 nights)

Those with first-hand

experience HEEEEN N

Those without first-hand

EEEEE —

Current determination in
the US tax code /

“Taxes are about money.” “If you put a monetary amount on that

person's time, as in like a job, they would be
paying way more.”




Scenario 2

A non-married couple move in together in February.
Casey pays for all expenses for the household.

Jordan does not work and has a child from a prior
relationship.



Scenario 2

Who do you think should be able to claim the child?

Jordan
(doesn’t work, has a child)

Casey
(pays all expenses)

Those with first-hand

experience . . . .

Those without first-hand

EEEE

Current determination in
the US tax code /

“Casey has no legal binding to the child.

What if they break up in March?”

“I hate that it must be a legal parent or

step-parent. It should be the de-facto
parent.”




Scenario 3

A grandparent provides the majority of the financial
support for their grandchild.

The grandchild started the year living with their parent, but
moved in with the grandparent after the parent was
deployed overseas in August.



Scenario 3

Who do you think should be able to claim the child?

Grandparent
(provides majority of $ support)

Parent
(deployed overseas)

Those with first-hand
experience

Those without first-hand
experience

Current determination in
the US tax code

v

“The grandparent is the one that’s
present most of the time, and are the one
taking the responsibility here."

“Family members stepping up during
military deployment doesn't necessarily
mean you get to change up people's tax
filing rights.”




“I hadn’t realized how complicated and
challenging it is to come up with a fair
answer for this. The more you try to
make it fair, the more complicated
and convoluted the process gets.”

- Taxpayer



Insight 1

Most participants centered financial
support in their answers
(at least to some extent).



“Financial support, paying for the roof over
the child’s head, paying for food, financial
stuff, especially nowadays
with these prices. I think that’s all
part of taxes.”

- Taxpayer



“I'd argue it’s whoever the child is living
with. You’re not calculating how much
toilet paper the child is using and all of
those little things.”

- Taxpayer



“Care is something that you can’t put
a price on. I think whichever parent
is providing a portion of the care is
as important as the person providing
the most financial support.”

- Taxpayer



Insight 2

There is not perfect unanimity on what the
rules should be in every case.



Insight 3

Following divorce decrees is
near-universally perceived to be legal.



Insight 4

Most agreed that the family should have
the first opportunity to decide amongst
themselves*



“Each person’s situation is likely very
specific. And so to me, it just makes
more sense to have those conversations
internally [to the family], and if you can, to
just do that.”

- Taxpayer



“There’s got to be some agreement.
And if there’s anything that changes,
communicate as adults.”

- Taxpayer



“This is why people have divorce
paperwork, I think. This is why lawyers
exist.”

- Taxpayer



Insight 4b

Most agreed that the family should have
the first opportunity to decide amongst
themselves. *

*And then, if they can’t come to an agreement, there should be a formal set of
rules as a fallback.



Determining who can claim the qualifying child:
Version “U”

Step 1: Tiebreakers: if multiple people can claim Step 2:

e Is the child your legal child,
sibling, or descendant of any
(e.g., grandchild, niece, etc.)?

1. A parent can claim the child over a
non-parent (like a grandparent)

e Did you pay more than half the
cost of keeping up the home

that the child lived in?
a. Exception: Non-parent

claims if parent allows AND
non-parent has higher AGI.

e Did the child live with you for
more than half the year?

e Did you live with the child for
more than half the year in the

Uu.S.?
e If non-custodial parent: did the

custodial parent provide a
written statement allowing the
you to claim the child?

The person the child lived with

longer claims. If yes: you can claim additional tax

. : : benefits.
3. If equal time, parent/claimant with

higher AGI claims.

If yes to all, you can claim.
The person who passes these

tiebreakers in order can claim.

N



Determining who can claim the qualifying child:
Version “C”

Determine:

Who was primarily responsible for the
child's care and upbringing? For
example:

e  supervising the child’s daily
activities and needs

e making sure the child’'s medical
needs are met

e arranging for child care when
necessary

The adult who best fits this description
can claim the child and all tax benefits.



Participants preferred Version “U”

If the family can’t decide, they want there
to be detailed rules to fall back on



Insight 5

Participants did not lend any credence to
the idea of splitting different credits
across different households



POSSIBLE SOLUTIONS



GESTURAL SOLUTION: DEFINITIONS

e Uniform rules across tax benefits

e Baseline rules, identifying a relatively expansive set of legal claimants
o Relationship or residency
o Residency, waivable for parents

e Within rules, family agrees

e |f family disagrees, more detailed tiebreakers exist as a backup
o But, it is not an improper claim if the family’s decision violates the

tiebreakers



GESTURAL SOLUTION: IMPLEMENTATION

e MeF accepts conflicting claims
o Warning / override system
o Tiebreakers come into play for conflict resolution
o New, expedited process for resolution

e Problem: do not pay out to a claimant who will later be contested
o Possible solution: hold payments for new/suspicious claimants
o These claimants can wait until April 15, or submit additional

documentation



ADVANTAGES

e Reduces burden for taxpayers

e Reduces burden for the IRS

e Cuts improper payments in half

e Closesthe EITC gap

e Streamlined filing
DISADVANTAGES

e |ncreased opportunity for credit maximization



