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Abstract 

This paper, expanding on prior work, illustrates 

how some taxpayers are better off claiming the 

dependent care credit than the exclusion and some 

are better off claiming the exclusion.  However, 

taxpayers likely do not know in advance which is 

better for them.  The paper also shows how some 

taxpayers may actually be worse off participating in 

an employer sponsored plan and claiming the 

exclusion versus simply paying the costs directly 

without attempting to claim any tax benefit.  Since 

low-income taxpayers, the ones most likely affected 

by these anomalies, may be unaware of the potential 

problems, even after a choice is made, the paper 

also discusses the ethical and public policy issues 

involved in creating this type of potential problem 

through the legislative process.  

 

 

INTRODUCTION  

Legislation of federal tax laws is one of the major public 

policy issues which directly affects almost everyone in the United 

States.  Many of the tax laws are legislated because of  specific 

social, economic, and public policy objectives.  Thus, it is 
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important that the legislative process ensure that these objectives 

are appropriate and are met.  In addition, because of the 

complicated nature of the tax code, relatively few taxpayers 

understand even the portions of the tax code that apply to them.  

Thus, it is also important that those participating in the legislative 

process apply appropriate ethical standards in developing tax laws 

that will be applied to many who will not understand them. 

Current federal tax law includes two possible benefits for 

people who need to pay dependent care costs to make employment 

possible.  One is a dependent care tax credit and the other is an 

exclusion from income for employer-paid dependent care costs.1  

The Internal Revenue Code (IRC) provides for these benefits in 

Sections 21 and 129. 

A recent article by Black and Smith (2006) focused on 

these dependent care tax benefits.  One conclusion of that article is 

that the wording of the tax code with respect to the credit offers 

benefits which may not actually be available for low-income 

taxpayers. Another conclusion is that low-income taxpayers may 

be encouraged by employers to participate in an employer 

dependent care assistance program even though they might be 

better off with the credit than the exclusion. 

 Although the conclusions reached were appropriate based 

on the analysis provided, additional analysis is needed, especially 

with respect to the second conclusion.  The reason additional 

analysis is needed is that some simplifying assumptions were made 

in the prior paper.  Since fewer simplifying assumptions are made 

 
1 It is possible for an employer to directly pay for these costs separate from all 

other benefits and exclude them from the employee’s income.  This payment 

would provide the maximum possible benefit to the employee but is unlikely.  

The analysis in this paper will use the more realistic assumption that the funding 

for the excluded benefits comes from either 1) the employee through a flexible 

spending arrangement, or 2) from the employer through a cafeteria plan where 

the employee can choose between a nontaxable dependent care benefit or a 

taxable cash payment.  This assumption provides for the employee to save the 

taxes on the amount contributed but does not provide for actual payment of the 

dependent care costs by the employer as an employee benefit above and beyond 

benefits offered to other employees.  
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in this paper, the analysis is more realistic and also provides some 

interesting conclusions that need to be noted.  The results confirm 

that some low-income taxpayers are better off claiming the credit 

than the exclusion.  However, in these cases, when considering the 

child tax credit and the earned income credit, the dependent care 

credit provides no real benefit.   

Further, these taxpayers would actually be better off claiming no 

dependent care tax benefits at all verses claiming the exclusion.  

Since it is unlikely these taxpayers would know this in advance, 

they would be unaware they should forgo the employer dependent 

care benefit option.  The stark results presented indicate a need for 

appropriate consideration to changes in tax laws.  Otherwise the 

public policy objective of providing dependent care tax benefits to 

those who most need them may be unachieved.   

Also, it seems unethical for tax laws to be legislated which can 

lead to unsuspecting taxpayers making choices between competing 

tax benefits that might actually make them worse off than if they 

had chosen no tax benefit.  Although this potential consequence 

was likely unintended in the legislative process, an appropriate 

standard of ethics would require a change to the tax laws. 

 

 

BACKGROUND 

 Under current law, the dependent care tax credit provides 

for a nonrefundable personal credit of up to 35 percent of the 

eligible expenses.  The maximum amount of eligible expenses that 

can be considered for this credit is $6,000 if the taxpayers have 

two or more qualifying dependents and $3,000 if the taxpayers 

have one qualifying dependent.  The tax credit percentage 

decreases on a sliding scale as the taxpayers’ adjusted gross 

income (AGI) increases.  For taxpayers with AGI under $15,000, 

the stated credit percentage is 35 percent.  However, the credit 

percentage decreases by 1 percentage point for each $2,000 of 

AGI, or fraction thereof, in excess of $15,000 until the credit 

percentage is reduced to 20 percent at any AGI over $43,000 (IRC, 

Section 21). 
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 The dependent care exclusion allows for dependent care 

payments of up to $5,000 to be excluded from an employee’s 

income if the employer has a written, nondiscriminatory plan that 

meets the IRC requirements (IRC, Section 129).  The same 

expense cannot be used for both the exclusion and the credit, and 

the eligible expenses for the credit are reduced dollar for dollar by 

any amount excluded under an employer dependent care assistance 

plan (IRC, Section 21(c)). 

 Additional qualifications and limitations exist for both the 

credit and the exclusion.  They will not be specifically described in 

this paper.  However, they are detailed in IRC Sections 21 and 129 

and are described by Black and Smith (2006). 

 Some prior work examines the progressivity of the child 

care credit (Altshuler and Schwartz 1996, Dunbar and Nordhauser 

1991, Eiler and Hrung 2003).  Other papers have included analysis 

of how employees can save taxes through use of a spending 

account or other cafeteria plan for dependent care costs (Lineberry 

and Blair 2003, Minc 1988).  An article by Vihtelic (1989) 

examined the implications of allocating dependent care expenses 

between a salary reduction plan (exclusion) and the credit. 

 Dickert-Conlin, Fitzpatric, and Hanson (2005) examined 

the utilization of tax credits by low-income individuals.  They 

focused on several tax credits, not just the dependent care credit.  

Referring to the administration of social policy through income tax 

credits, this paper said, “Understanding utilization is a key to 

understanding how effective this means of transferring income is 

and whether we are reaching the targeted populations.” 

 Black and Smith (2006) also looked at implications for 

low-income taxpayers, but they focused specifically on the 

dependent care tax credit and exclusion.  They included some 

analysis of the dependent care tax credit for two specific examples, 

one of which was a married couple filing jointly who had two 

qualifying children for the dependent care credit.  Although the tax 

code indicates that the tax credit can be as high as 35 percent of 

$6,000, this hypothetical couple cannot actually get any effective 
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credit until they have AGI over $23,500.2  By this level of income, 

the statutory dependent care tax credit percentage has dropped to 

30 percent.  Thus, no taxpayers in this group can ever get an 

effective credit of 35 percent of $6,000.  In fact, this couple would 

need income of $37,300 before the effective credit percent (based 

on $6,000 of expenses) would equal the statutory credit percentage 

at 23 percent.  It seems misleading and unethical that a tax law 

would be written in such a way that it claims to provide a 

maximum credit of 35 percent when no married taxpayer can 

actually get a 35 percent credit on a full $6,000 of eligible 

dependent care expenses for two qualifying children. 

In addition, Black and Smith (2006) showed through 

further analysis that it can be quite ambiguous as to whether a 

taxpayer should take the exclusion, if offered, or the credit.  Again 

it seems unethical to provide competing potential tax benefits with 

provisions that make it difficult or impossible to determine in 

advance which should be chosen, especially if many of those who 

most need the benefit may also be those least likely to understand 

the competing benefits. 

 

 

ANALYSIS 

 The analysis in this paper will expand upon the analysis in 

the Black and Smith (2006) paper by including the effects of other 

relevant and related federal tax items–the child tax credit, the 

earned income credit, and the FICA savings on any excludable 

dependent care benefits.  In addition, the comparison between the 

tax benefit of the exclusion and the credit will be made assuming 

taxpayers with equal gross income rather than equal AGI.  It will 

also assume the same $6,000 of total dependent care expenses for 

both the exclusion and the credit.  Since the exclusion is limited to 

$5,000, the illustration for the exclusion will assume $5,000 of 

 
2 The analysis used in the Black and Smith paper used 2006 tax laws.  Numbers 

from that paper will be reported as presented for 2006, but analysis presented 

later in this current paper will use 2007 tax laws. 
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expenses excluded, and the other $1,000 of expenses will be 

applied to the credit. 

 The current analysis will focus on an example of a married 

couple filing jointly with two children qualifying for the dependent 

care tax benefits.  In addition, it will only look at federal tax 

implications, not state tax implications.  Since some states also 

provide dependent care tax benefits, these could affect the analysis 

for a specific individual taxpayer.  Specific state tax laws are 

beyond the scope of this paper. 

 This expanded analysis will add to the insights provided in 

prior work but will not necessarily be generalizable to taxpayers in 

other situations such as those who are single and those with only 

one or more than two qualifying dependents.  However, in 

examples of tax law, problems generalizable to all taxpayers do not 

necessarily need to be demonstrated to be significant in illustrating 

ethical and public policy implications.  A single instance of an 

unintended result is enough to warrant consideration, especially if 

the example involves a realistic hypothetical situation that may 

affect a group of taxpayers, significant either in size or situation. 

 

 

Relevant Tax Laws 

 The dependent care credit provides the potential advantage 

of reducing taxpayers’ total tax liability.  Since this credit is 

nonrefundable, the advantage is only realized to the extent the 

taxpayers have a tax liability to reduce.  The dependent care 

exclusion provides for a potential income tax savings on the 

amount of income excluded.  Again however, the exclusion is only 

helpful in reducing income tax if it applies to amounts that would 

otherwise be taxable.  On the other hand, since excludable amounts 

are also excluded from FICA (social security and Medicare) taxes, 

a benefit from the exclusion can exist even if there is no specific 

income tax benefit. 

 The child tax credit is available for taxpayers who have 

dependent children under age 17 (IRC, Section 24).  Currently, it is 

$1,000 per qualifying child.  Generally, it is a nonrefundable 
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credit, but part or all of it can become refundable as an additional 

child tax credit if the taxpayer’s tax liability is not large enough to 

use the entire $1,000 per child credit.  For 2007, the refundable 

portion of the remainder for a couple with two qualifying children 

is limited to 15 percent of earned income in excess of $11,750. 

 The earned income credit is a refundable tax credit 

available to taxpayers who are earning relatively low incomes 

(IRC, Section 32).  The limits on the credit depend on whether the 

taxpayers have no qualifying children, one qualifying child, or two 

or more qualifying children.  Qualifying children for this credit are 

generally dependents under age 19.  Since the example to be used 

in this paper involves a married couple with two dependent 

children, only the limits for this situation will be presented here.   

For 2007, the earned income credit is as follows:  40 

percent of earned income for earned income amounts up to 

$11,790; $4,716 for earned income amounts between $11,790 and 

$17,390; and $4,716 minus 21.06 percent of any earned income in 

excess of $17,390 for earned income amounts above $17,390 (IRS, 

Rev. Proc. 2006-53).  This means the earned income credit is 

completely phased out when earned income reaches $39,783.  In 

other words, the earned income credit increases at a 40 percent 

slope for earned income amounts between $0 and $11,790.  It is 

level at $4,716 for earned income amounts between $11,790 and 

$17,390.  Then it is reduced at a slope of 21.06 percent until it 

returns to $0 at an earned income of $39,783. 

 Since qualifying children for the dependent care tax 

benefits must generally be under age 13, these children would also 

be qualifying children for the child tax credit and the earned 

income credit.  Thus, a comparison of the benefits of the dependent 

care tax credit and exclusion must include consideration of these 

additional, related tax benefits as well as a calculation of the FICA 

tax savings on any excluded amount. 
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Results 

 Tables 1, 2, and 3 show the total tax benefits for $6,000 of 

dependent care expenses for different income levels for a married 

couple filing jointly with two dependent children.  Because the 

child tax credit and the amount of the earned income credit relate 

directly to having children, these tax benefits are incorporated into 

the tables.  Table 1 shows the total tax benefits if the $6,000 of 

dependent care expenses are used for the dependent care credit.  

Table 2 shows the total tax benefits if $6,000 of dependent care 

expenses are incurred, $5,000 of them paid through an employer’s 

dependent care assistance program and $1,000 of expenses used 

for the dependent care credit.   

This last calculation is necessary because the limits for the 

exclusion are different from the limits for the credit.  Table 3 

shows the total tax benefits where $6,000 of dependent care 

expenses are incurred but neither the dependent care credit nor 

exclusion are claimed. Table 4 then compares the total tax benefits 

under the three different scenarios. 

 For low levels of income up to the $19,000 bracket in the 

table, the dependent care tax credit is better than the exclusion.  

However, at income levels above that, the exclusion provides a 

greater benefit than the credit.  This information supports the 

conclusion of Black and Smith (2006) that some low-income 

taxpayers will be better off with the credit than the exclusion.   

However, as mentioned in that work, because of the 

nondiscrimination rules for employer dependent care assistance 

plans, employers and/or highly paid employees will be interested 

in having low-income employees participate in the employer’s 

assistance program.  Thus, low-income employees may be 

encouraged to use the exclusion when they might actually be better 

off with the credit. 

 Other interesting results from Table 4 are also important 

and show why changes to the tax laws are warranted.  Notice that 

the total tax benefits from the dependent care credit versus neither 

dependent care tax benefit (column 4) are the same for the first five 

income levels shown.  This occurs because taxpayers in this 
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situation get no effective dependent care credit at these levels of 

income.  They get no benefit at all from the dependent care credit 

because they have no tax liability against which to apply the 

available credit.  Thus, some taxpayers who are expecting to get a 

dependent care credit for their $6,000 of dependent care expenses 

may find out upon preparing their tax return that they actually get 

no credit and that they should not even waste their time filling out 

the form for the credit. 

 Even more important is the startling fact that, for income 

amounts up to the $19,000 level, claiming no dependent care tax 

benefit at all is better than claiming the exclusion.  Paying 

dependent care costs through an employer plan and claiming the 

exclusion can actually reduce the amount of tax benefits these 

taxpayers receive from the government versus paying for the costs 

directly.  It is true that these taxpayers are receiving money from 

the government for refundable tax credits and are therefore paying 

“negative” taxes.   

However, they will get a smaller amount from the 

government if they claim the exclusion than if they do not.  As an 

example, look at the $15,000 gross income level.  The total tax 

benefits are $5,204 if no dependent care tax benefits are claimed.  

This amount consists of a $488 refundable child tax credit and a 

$4,716 refundable earned income credit.  However, if the exclusion 

is claimed, it actually provides no income tax savings because 

there would be no taxable income even before the exclusion.   

The exclusion would save the taxpayers $383 of FICA 

taxes, but because of less income, the refundable child tax credit of 

$488 would disappear and the earned income credit would drop by 

$716.  The overall result of claiming the exclusion for the 

dependent care costs would leave the taxpayers $821 worse off!  

However, because the exclusion will be chosen long before the tax 

return is prepared, the taxpayers will be unaware of the detriment. 

 Public policy is not well served when competing tax 

benefits, seemingly designed to help those who need to work to 

support their families, are legislated such that some unsuspecting 

taxpayers could actually be better off claiming no tax benefit than 
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one of the legislated choices.  It is not ethical to knowingly 

legislate such tax laws.  Further, it is unethical not to alter current 

tax laws when such inequities are discovered. 

 

 

CONCLUSION 

 It might seem rational to assume that if an employer offers 

an employee benefit that provides a tax benefit, employees should 

automatically take advantage of this benefit if it applies to their 

situation.  However, some tax benefits, such as the dependent care 

tax benefits, offer two possible options.  Since a dollar of 

dependent care expenses cannot be used for both the exclusion and 

the credit, taxpayers should theoretically use the expenses where 

they provide the larger tax benefit.   

However, many taxpayers, especially those with lower 

incomes who most need dependent care assistance to make 

employment possible, likely have to make any existing choice 

between an employer benefit with the exclusion and the credit long 

before they know how it will affect their taxes.  These individuals 

are unlikely to do much tax planning before or during the tax year 

but are more likely to simply make decisions as they go which will 

then be incorporated into their historical tax returns in the 

following year before the tax filing deadline.   

In fact, many of these individuals may never know, even 

after filing their tax returns, whether they made a good decision or 

not because the hypothetical results of making a different choice 

will never be obvious to them. 

 As illustrated in this paper, some taxpayers may be worse 

off by participating in the employer dependent care assistance plan 

versus using the credit.  In fact, since no effective dependent care 

credit is available for these individuals, they can be worse off by 

participating in the employer plan than by simply ignoring the 

“available” employer dependent care tax benefits.  It is true that the 

results reported in this paper depend on multiple interdependent 

tax laws.  But even if an informed taxpayer understands the 

dependent care tax credit and exclusion, it is unlikely he/she will 
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understand the other interrelated tax laws which can affect the true 

tax consequence to the taxpayer. 

 Since federal tax legislation is an almost universal public 

policy, it should be enacted with the taxpaying public in mind.  It 

is not ethical for public tax policy to include tax law choices for 

unsophisticated taxpayers where, even with appropriate effort, the 

optimal decision cannot be made.  Thus, changes to the dependent 

care tax benefits and other related tax benefits are warranted. 
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Table 1 

Total Tax Benefits on $6,000 of Dependent Care Expenses When Using the Dependent Care Tax 

Credit 

Married Couple Filing Jointly with Two Dependent Children 

(Includes dependent care tax credit, child tax credit, and earned income credit) 

Gross 

Income 

& 

Earned 

Income 

& AGI 

Statutory 

Dependent 

Care 

Credit 

Percent 

Maximum 

Potential 

Credit–2 

Dependents Tax 

Maximum 

Effective 

Dependent 

Care 

Credit 

Nonrefund-

able Child 

Tax Credit 

Refundable 

Child Tax 

Credit 

Earned 

Income 

Credit 

Total 

Tax 

Benefits 

$15,000 35% $2,100 $0 $0 $0 $488 $4,716 $5,204 

$17,000 34% $2,040 $0 $0 $0 $788 $4,716 $5,504 

$19,000 33% $1,980 $0 $0 $0 $1,088 $4,377 $5,465 

$21,000 32% $1,920 $0 $0 $0 $1,388 $3,956 $5,344 

$23,000 31% $1,860 $0 $0 $0 $1,688 $3,535 $5,223 

$25,000 30% $1,800 $70 $70 $0 $1,988 $3,113 $5,171 

$27,000 29% $1,740 $270 $270 $0 $2,000 $2,692 $4,962 

$29,000 28% $1,680 $470 $470 $0 $2,000 $2,271 $4,741 

$31,000 27% $1,620 $670 $670 $0 $2,000 $1,850 $4,520 

$33,000 26% $1,560 $870 $870 $0 $2,000 $1,429 $4,299 

$35,000 25% $1,500 $1,070 $1,070 $0 $2,000 $1,007 $4,077 

$37,000 24% $1,440 $1,270 $1,270 $0 $2,000 $586 $3,856 

$39,000 23% $1,380 $1,470 $1,380 $90 $1,910 $165 $3,545 

$41,000 22% $1,320 $1,723 $1,320 $403 $1,597 $0 $3,320 

$43,000 21% $1,260 $2,023 $1,260 $763 $1,237 $0 $3,260 

$45,000 20% $1,200 $2,323 $1,200 $1,123 $887 $0 $3,200 
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Table 1 Assumptions and Notes 

All gross income is earned income. AGI equals gross income. The 2007 tax laws were applied. The 

taxpayers can claim no other nonrefundable credits besides the dependent care tax credit and the 
child tax credit. The income amounts used are the highest amount in each range defining the 

decreasing statutory credit percentages for the dependent care credit. The maximum potential credit 

equals the statutory credit percentage multiplied by $6,000 of assumed dependent care expenses. The 
tax is calculated using 2007 tax rates after subtracting the standard deduction ($10,700) and four 

exemptions (4 @ $3,400 = $13,600). The maximum effective credit is the smaller of the maximum 

potential credit and the tax liability. The nonrefundable child tax credit is the smaller of (1) the 
$2,000 credit amount, and (2) the tax liability minus the maximum effective dependent care credit 

(the dependent care credit is applied before the child tax credit). The refundable child tax credit is the 

smaller of (1) $2,000 minus the nonrefundable child tax credit, and (2) 15% of (earned income - 
$11,750). The earned income credit is the 2007 amount for married taxpayers with two or more 

qualifying children. 
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Table 2 

Total Tax Benefits on $6,000 of Dependent Care Expenses When Using the Exclusion for $5,000 

and the Credit for the Remaining $1,000 

Married Couple Filing Jointly with Two Dependent Children 
(Includes dependent care tax benefits, child tax credit, and earned income credit) 

Gross 

Income 

Earned 

Income 

& AGI Tax 

Maximum 

Tax 

Savings 

on $5,000 

FICA 

Savings 

Maximum 

Effective 

Dep. Care 

Credit on 

$1,000 

Nonrefund

-able 

Child Tax 

Credit 

Refund-

able Child 

Tax Credit 

Earned 

Income 

Credit 

(after 

exclusion) 

Total 

Tax 

Benefits 

$15,000 $10,000 $0 $0 $383 $0 $0 $0 $4,000 $4,383 

$17,000 $12,000 $0 $0 $383 $0 $0 $38 $4,716 $5,137 

$19,000 $14,000 $0 $0 $383 $0 $0 $338 $4,716 $5,437 

$21,000 $16,000 $0 $0 $383 $0 $0 $638 $4,716 $5,737 

$23,000 $18,000 $0 $0 $383 $0 $0 $938 $4,588 $5,909 

$25,000 $20,000 $0 $70 $383 $0 $0 $1,238 $4,166 $5,857 

$27,000 $22,000 $0 $270 $383 $0 $0 $1,538 $3,745 $5,936 

$29,000 $24,000 $0 $470 $383 $0 $0 $1,838 $3,324 $6,015 

$31,000 $26,000 $170 $500 $383 $170 $0 $2,000 $2,903 $5,956 

$33,000 $28,000 $370 $500 $383 $260 $110 $1,890 $2,482 $5,625 

$35,000 $30,000 $570 $500 $383 $250 $320 $1,680 $2,060 $5,193 

$37,000 $32,000 $770 $500 $383 $240 $530 $1,470 $1,639 $4,762 

$39,000 $34,000 $970 $500 $383 $230 $740 $1,260 $1,218 $4,331 

$41,000 $36,000 $1,170 $553 $383 $220 $950 $1,050 $797 $3,953 

$43,000 $38,000 $1,370 $653 $383 $210 $1,160 $840 $376 $3,622 

$45,000 $40,000 $1,573 $750 $383 $200 $1,373 $627 $0 $3,333 

Table 2 Assumptions and Notes 

Gross income is $5,000 larger than AGI and earned income because of the $5,000 of excluded 

dependent care expenses. AGI equals earned income. The 2007 tax laws were applied. The 

taxpayers can claim no other nonrefundable credits besides the dependent care tax credit and the 
child tax credit. The gross income amounts used are the highest amount in each range defining the 

decreasing statutory credit percentages for the dependent care credit. The tax is calculated using 

2007 tax rates after subtracting the standard deduction ($10,700) and four exemptions (4 @ $3,400 
= $13,600). The maximum tax savings on the $5,000 excluded equals the tax on the gross income 

amount minus the tax on the AGI amount. The FICA savings is the $5,000 amount excluded 

multiplied by the 7.65% FICA tax rate. The maximum effective credit is the smaller of the $1,000 of 
dependent care expenses assumed for the credit multiplied by the statutory credit percentage and the 

tax liability. The nonrefundable child tax credit is the smaller of (1) the $2,000 credit amount, and 

(2) the tax liability minus the maximum effective dependent care credit (the dependent care credit is 
applied before the child tax credit). The refundable child tax credit is the smaller of (1) $2,000 

minus the nonrefundable child tax credit, and (2) 15% of (earned income - $11,750). The earned 

income credit is the 2007 amount for married taxpayers with two or more qualifying children. 
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Table 3 

Total Tax Benefits on $6,000 of Dependent Care Expenses If Neither the 

Dependent Care Credit or Exclusion Is Claimed 

Married Couple Filing Jointly with Two Dependent Children 

(Includes child tax credit and earned income credit) 

Gross 

Income 

& Earned 

Income 

& AGI Tax 

Nonrefundable 

Child Tax 

Credit 

Refundable 

Child Tax 

Credit 

Earned 

Income 

Credit 

Total Tax 

Benefits 

$15,000 $0 $0 $488 $4,716 $5,204 

$17,000 $0 $0 $788 $4,716 $5,504 

$19,000 $0 $0 $1,088 $4,377 $5,465 

$21,000 $0 $0 $1,388 $3,956 $5,344 

$23,000 $0 $0 $1,688 $3,535 $5,223 

$25,000 $70 $70 $1,930 $3,113 $5,113 

$27,000 $270 $270 $1,730 $2,692 $4,692 

$29,000 $470 $470 $1,530 $2,271 $4,271 

$31,000 $670 $670 $1,330 $1,850 $3,850 

$33,000 $870 $870 $1,130 $1,429 $3,429 

$35,000 $1,070 $1,070 $930 $1,007 $3,007 

$37,000 $1,270 $1,270 $730 $586 $2,856 

$39,000 $1,470 $1,470 $530 $165 $2,165 

$41,000 $1,723 $1,723 $277 $0 $2,000 

$43,000 $2,023 $2,000 $0 $0 $2,000 

$45,000 $2,323 $2,000 $0 $0 $2,000 
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Table 3 Assumptions and Notes 

All gross income is earned income. AGI equals gross income. The 2007 tax 

laws were applied. The taxpayers are eligible for no other nonrefundable 

credits besides the dependent care tax credit and the child tax credit. The gross 

income amounts used are the highest amount in each range defining the 

decreasing statutory credit percentages for the dependent care credit. The tax is 

calculated using 2007 tax rates after subtracting the standard deduction 

($10,700) and four exemptions (4 @ $3,400 = $13,600). The nonrefundable 

child tax credit is the smaller of (1) the $2,000 credit amount, and (2) the tax 

liability. The refundable child tax credit is the smaller of (1) $2,000 minus the 

nonrefundable child tax credit, and (2) 15% of (earned income - $11,750). The 

earned income credit is the 2007 amount for married taxpayers with two or 

more qualifying children. 
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Table 4 

Comparison of Total Tax Benefits on $6,000 of Dependent Care Expenses  

Dependent Care Tax Credit, Exclusion (with credit), and Neither 

Married Couple Filing Jointly with Two Dependent Children 

(Includes dependent care tax benefits, child tax credit, and earned income 

credit) 

Gross Income 

Total Tax 

Benefits-- 

Dependent Care 

Credit 

Total Tax 

Benefits-- 

Exclusion (with 

credit) 

Total Tax 

Benefits-- 

Neither 

Dependent Care 

Tax Benefit 

$15,000 $5,204 $4,383 $5,204 

$17,000 $5,504 $5,137 $5,504 

$19,000 $5,465 $5,437 $5,465 

$21,000 $5,344 $5,737 $5,344 

$23,000 $5,223 $5,909 $5,223 

$25,000 $5,171 $5,857 $5,113 

$27,000 $4,962 $5,936 $4,692 

$29,000 $4,741 $6,015 $4,271 

$31,000 $4,520 $5,956 $3,850 

$33,000 $4,299 $5,625 $3,429 

$35,000 $4,077 $5,193 $3,007 

$37,000 $3,856 $4,762 $2,856 

$39,000 $3,545 $4,331 $2,165 

$41,000 $3,320 $3,953 $2,000 

$43,000 $3,260 $3,622 $2,000 

$45,000 $3,200 $3,333 $2,000 

 


