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INCOME SPLITTING UNDER THE INDIVIDUAL
INCOME TAX

I. INTRODUCTION

In 1948, the Committeec on Ways and Means adopted the income-
splitting provisions which became a part of the Revenuce Act of 1948
as finally enacted. The objectives stated in the report on the 1948
bill were (1) to produce substantial geographical equalization in the
impact of the individual imcome tax on married couples residing in
community- and non-community-property States; (2) to forestall the
unfortunate enactment of community-property legislation by common-
law States; (3) to reduce the incentive for married couples in com-
mon-law States to decrease their taxes by splitting their income
through such devices as trusts, joint tenancies, and family partner-
ships; (4) to reduce the administrative difficulties stemming from the
use of such devices; and (5) to reduce the need for legislation on the
income-tax treatment of trusts and family partnerships.!

The income-splitting provisions made substantial reductions in the
tax liabilities of married couples. In making other decreases in the
individual income taxes, the Revenue Act of 1948 provided a larger
reduction in tax in the first surtax bracket, the area in which no benefit
is derived from income splitting, than in the remaining brackets. In
the case of the first $2,000 of surtax net income the reduction in tax
was 12.6 percent; on the surtax net income between $2,000 and
approximately $137,000, the reduction was 7.4 percent; and on the
surtax net income in excess of $137,000 the reduction was 5 percent.
These percentage reductions and the 5 percent reduction provided by
the 1945 act were removed by the Revenue Act of 1950. Thus, except:
for the increase in exemptions, the only major tax reduction feature
of the 1948 act which remains is the income-splitting provision.

Prior to the action in 1948 repeated efforts were made to remove
the tax differences among married couples. The Committee on Ways
and Means took action on this subject in 1921, 1934, and 1941, and
the Senate Committee on Finance in 1941. However, the Congress
did not adopt any of the proposed legislation.

Beginning in the late thirties, there was a growing movement among
non—commumtv—property States to obtain for their residents the
income tax advantages of the community-property system. This
system was orlcrlnqlly confined to eight States: Arizona, California,
Idaho, Louisiana, Nevada, New Mexico, Texas, and \Vashington.
Oklahoma and Oregon enacted community-property laws in 1939
and 1943, lespectlvelv however, these laws were repealed when the
Supreme ‘Court of the United States held that they were ineflective

1 Report of the Committee on Ways and Means on the Revenue Act of 1948, H. Rept. No. 1274, 80th
Cong., 2d sess., p. 24.
1
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for Federal tax purposes. In 1945, Oklahoma and Hawaii enacted»
community-property laws which the Federal Government recogmzed
for tax purposes; Oregon, Nebraska, and Michigan enacted com
munity-property laws in 1947 which were also recognized. Th

Pennsylvania community-property law, enacted in 1947, was declare

unconstitutional by the Pennsylvania Supreme Court.

This action by the several State legislatures and the 1ncreasmg
demands for similar legislation in non-community-property States
were major influences underlying the enactment of the income-
splitting provisions of the 1948 act. Subsequently, the commumty-
property laws in all but the original eight community-property State<
were repealed.

The 1948 act removed the incentives for States to adopt community-|
property laws by extending to all married couples the benefit of income;
splitting. Thus, at the present time, married couples with the same
total income pay the same tax, regardless of their State of residence or
the actual division of income between the spouses. The major ac-|
complishment of the 1948 income-splitting provisions was that they
achieved geographic uniformity in the tax%)urdens of married coupleﬁ
without mterferlng with State property laws.

In equalizing the tax treatment of married couples, income sphttmgh
also effected the relative tax burdens of single persons and marrled1
persons. | It is with this new tax relationship between single and
married persons that this report is primarily concerned._ To show this
relationship the relative tax burdens under the present Income-
spmtmg pr0v1s10ns are discussed below. !
e ————

. - l

II. RELATIVL Tax BurpEns UNDER THE PRESENT INCOME-SPLITTING
Provisions

Income splitting reduced the tax burdens of married couples Withi‘
one income or with two unequal incomes exceeding the amount tax-
able under the first surtax bracket of $2,000. It did not affect the
tax liabilities of single persons or of married couples whose combined
taxable incomes do not exceed the first surtax bracket of $2,000.
Thus, taking into account the $600 per capita exemption, income
splitting reduces the tax of married couples only in the case of com-
bined net incomes above $3,200 if they have no dependents, $4,400
if they have two dependents, and $5,000 if they have three depenaenfs
—Above thiestTevels the tax benefit increascs substantiallyas-tlic total
income rises. As shown in table 1, if the net income of the married
couple with no dependents is $5, 000 and is all received by one spouse,
the tax benefit from income sphttmcr amounts to $36. The tax benefit
reaches a maximum of $25,180 for a married couple where the total net
income is $401,200 and is all received by one spouse. Percentagewise
the maximum tax benefit of about 29 percent occurs at about the
$25,000 net income level. ;
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TaBLE 1.—Comparison of individual income taxes of married couples! with no
dependents, with and without income splitting, under present law rates and exemp-
tions

Tax benefits due to split
Amounts of tax meome

Net income (after deduetions but before

exemptions) \ h ey e
With split WVithout SN
income split income | Amount Pereent
$60 $60
160 160
360 360
760 796
1,416 1, 600
1, 888 2,232
, 260 4,174
4,872 6, 624
6, 724 9, 442
19, 592 25, 956
$ - 52, 776 66, 276
$500,000__ - o NG .. 403, 548 428, 728
$1,000,000-- -~ 858, 548 2870, 000

1 Assumes income earned by 1 spouse.
* Maximum effeetive rate limitation of 87 percent

As a result of income splitting, the tax of a married couple is twice
the tax of a single person with half as much income. That is, a mar-
ried couple with $10,000 of net income pays the same tax as two single
persons with incomes of $5,000 each. This also means that two single
persons with separate incomes pay the same or less tax after they
marry than they did before marriage. This fact is often cited as a
major reason for not departing from income splitting.

However, in the case of identical incomes, the tax burdens of married
couples under income splitting may appear to be too low as compared
with tax burdens of single persons. Before 1948, in those cases where
married couples could not divide their income the difference in the
taxes of married couples and single persons with the same incomes was
relatively small since it depended solely on the difference in exemp-
tions. Under income splitting, the tax liabilities of single persons
exceed the liabilities of married persons by substantial amounts be-
ginning at about the $10,000 income level. This may be illustrated
by reference to the figures in table 1. The tax liabilities in this
table under the column headed “Without split income’ are also the
liabilities of single persons with one dependent under present law rates
and exemptions. Although single persons with one dependent have
the same number of exemptions as married couples with no depend-
ents, the table indicates that single persons are subject to substantially
heavier tax burdens than married couples. For example, at the
$10,000 level, a single person with one dependent pays $2,232 whereas
a married couple pays $1,888 or 15 percent less; at the $25,000 level,
a single person with one dependent pays $9,442 wherecas a married
couple pays $6,724 or 29 percent less.

The tax differential between single and married persons due to in-
come splitting is so large that, if the rates were raised to the wartime
levels by the addition of three percentage points in all brackets, single
persons would pay the same tax as they did during the war except for
the effect of the $100 increase in exemptions, whereas the liabilities
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of married persons would be considerably lower than the wartime
liabilities. 'This is illustrated in table 2. For example, at the $25,000!
net income level the tax of a married person with no dependents would|
be 72.2 percent of the wartime tax while the tax of a single person with
one dependent at the same income level would be 98.6 percent of the
wartime tax. 1

TaBLE 2.—Comparison of individual income taxes for a married couple with no|
dependents and a single person with 1 dependent, under the 194/ rates and exemp-
tions and under present law after 3 percentage points are added to the rates 1 ’

- Married couple! with no dependents 2 Single person with 1 dependent 2
|
|
Present law plus 3 Present law plus 3 ‘
Net income Amount of percentage points Amount of percentage points !
tax under tax under ‘
1944 rates and - - 1944 rates and o -
exemptions ercent o exemptions ercent of |
i 1944 tax Az 1941 tax

,
$130 $69 53.1 $130 $69 53.1;1
245 184 75.1 245 184 75.1 ‘

475 414 87.2 475 414 87.2
975 874 89.6 975 910 93.3,

1,885 1, 620 85.9 1, 885 1, 804 95.7
2, 585 2,152 83.2 2, 585 2, 496 96. 6 |
4,605 3,674 78.3 4,695 4, 588 97.7,
7,315 5,436 74.3 7,315 7,188 | - 98.3 }
10, 295 7,438 72.2 10, 295 10, 156 .6,
27, 585 21, 056 76.3 217, 585 27,420 99.4;

69, 435 55, 740 80.3 69, 435 69, 240 99.7
443, 895 418 512 94.3 443, 895 443, 692 100. 0,
3900, 000 888, 512 98.7 3 900, 000 3900, 000 100. OH
|
\

- |
1 Assumes income earned by 1 spouse. i
2 The total number of exemptions is 2 in the case of both married couples with no dependents and single
persons with 1 dependent.
3 Maximumn etfective rate limitation of 90 percent.

III. ErFect oF INcoME SpLITTING ON RATE GRADUATION |

Income splitting doubled the effective width of the surtax brackets
for married persons filing joint returns. Thus first surtax bracket for
married people now covers $0 to $4,000 instead of $0 to $2,000 and
all the other brackets cover twice their former ranges. This means
that the starting rate of 20 percent extends over a wider area of the
income tax scale and that the effect of rate graduation in all brackets
is substantially reduced. ;

The effect of doubling the width of the surtax brackets can be seen
from table 3 which shows the combined normal tax and surtax rates|
for single persons and married persons filing joint returns under alll
the revenue acts since 1941. As the table indicates, the rates for all
single persons and for married persons with taxable incomes of less
than $2,000 are 3 percentage points below the highest wartime levels.|
However, the rates for married persons with incomes above the first
bracket are substantially lower. At the $25,000 taxable income level
the marginal rate of tax for single persons is 3 percentage points be-
low the 1944-45 level. By contrast the marginal rate of tax for
married persons in this taxable income bracket is 19 percentage points
below the 1944-451evel.  In fact, between about $25,000 and $100,000,
of net income, the tax for married persons with no dependents is
actually lower under present law than under the Revenue Act of 1941.-
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TaBLE 3.—Combined normal tar and surtax rates, 1941-51
SINGLE PERSONS AND MARRIED PERSONS FILING SEPARATE RETURNS

Taxable years

Surtax net income !

1941 | 2104243 | 104445 | 5104647 [ 3104849 | 91050 | 1951
Percent | Percent | Percent | Percent | Pcreent | Percent | Percent
Not over $2,000. ... 10 19 23 |~ 19.00 | 16.60 17. 40 20
2,000 to $4,000__ 13 23 35 | 20090 | 19.36 20,02 22
/000 to $6,000_ - 17 26 2 | 2470 | 2288 23,66 %
6,000 10 $3,000 21 30 33| 28,50 | 2640 27,30 30
$8,000 to $10,000. - 25 34 37 | 32:30 | 29,92 30, 04 34
$10,000 to $12,000. - 29 38 0| 3610 3344 3458 38
12,000 to $14,000. - 33 1 86| 10,85 | 37.84 3913 a3
11,000 to $16,000__ 36 46 50 | 4465 |- 41.36 4277 47
16,000 to $18,000_ - 39 19 53 7.50 | 4400 45. 50 50
{18,000 to $20,000- - 12 52 56|  50.35 | 46.64 48,23 53
$20.000 t0 $22,000_ _ 45 55 50 | 53.20 | 4928 50, 96 56
$221000 o $26,000_ - 48 58 62| 56,05 | 5192 53. 69 50
26,000 to $32,000. - 51 61 65| 5890 | 5456 36. 42 62
$32.000 to $38,000 - 54 64 68 | 6L75| 57.20 59.15 65
38,000 to $44,000 - 57 67 72 | 65.55 | 60.72 62.79 69
$14,000 to $50,000 59 69 75 | 6840 | 63.36 65. 52 72
$50,000 to $60,000_ - iy 61 72 78| 7125 66.00 68,25 75
$60,000 to $70,000- 63 75 81| 7410 68 64 70, 08 78
70,000 to $80.000_ - 65 7 81| 76.95| 71.28 73.71 81
80,000 to $90,000_ - 67 81 87| 79.80 | 73,02 76. 44 84
90,000 to 5100,000 68 83 %0 | 8265 | 70.5 17 87
100,000 to $136,719. 78, i
136,719.10 to $150,000 1 g0 02| se55 {8300 | 825 e
$150,000 to $200,000. - ] 70 87 93 |  85.50 | 81.2250 | 83.430 90
Over $200,0004. ... 5 71-81 88 04| 86,45 | 821275 | 84.357 91
AIARRIED PERSONS FILING JOINT RETURNS
Not over $2,000_________________ 10 19 23 19. 00 -
2,000 to 34,000 13 22 AES } 16. 60 1740 2
1,000 to $6,000- - i 17 2 3 24.7
$5000 t0 35000 a 21 30 Bl xi } 19.86 Al 22
$8.000 to $10,000_ 25 34 3 2,
$10.000 to $12,000. 29 38 al s } L 2344 2
121000 to $14.000. - 33 12 4 40, 8¢
14,000 t0 S16,000 36 6 0| s } 26.40 AL &
16,000 to $18,000_ - o 3 4 5 47,
18000 to 820,00 i 12 52 N snds | e A £
20,000 t0 $22,000- - L 45 55 59| 5320 1.
29,000 to $24,000_ - i 18 58 62 | 53605 } RRLEE HLE e
21,000 to $26,000_ » a8 58 621 56.05 1 .
26,000 to $28.000- - i 51 61 6| 2800 |p3nee 20318 &
23,000 to $32,000_ - i 51 61 65| 55,90 | 41.36 42.77 47
32,000 to 345.000- 3 54 64 G| 0L | 400 45. 50 50
000 to $38,000- - o 54 64 6| oL
33,000 to $40,000- . 57 67 72| 6555 } 46.64 £ S &
0,000 to 344,000 57 67 2| oss | 4028 50,96 56
44,000 t0 §50,000_ - = 50 69 75| 68.4
$30.000 to $52000 il 61 7 B } 51.92 250 &)
52,000 to $60,000_ - i 61 2 125
00,000 £0 564,000 A 63 75 81 7410 } 54. 56 ob.d2 62
1000 to §70,000- - m 63 75 81| 741
$70.000 to 276,000_, ~ 65 78 “| 1% } 57.20 ol 63
76,000 to $30,000_ - 7 65 78 81| 76 ~
0,000 t0 88000 i 67 81 87| 79.80 } 60.72 62.79 (i
331000 to $90,000- - i 67 81 87 |  70.80
90,000 to $100,000_ - I - e 83 90 | 82,65 } 63.36 65. 52 2
160,000 to $120,000__ N 69 85 92| 8455 66.00 68. 25 75
120,000 to $140.000 o 69 85 92| 8455 68 64 70. 08 78
140,000 to §150,000. - i 69 85 92| 84550\ .
150,000 to $160,000. i 70 87 93| 8550 } L. 28 bl i
160,000 to $180,000_ N 70 87 93| 8550 | 73.92 76. 44 84
180,000 to $200,000- - " 70 87 93 | 8550 | 7656 79.17 87
200,000 to $250,000- - . 7 88 94 | 86.45 | 78.32 i .
$250,000 to $273,438.20. = 73 88 o4 | 86,45 | 78.32 ‘ 89
$273/438.20 to $300,000- = 73 &8 94| 86,45 | 80.3225 | 82.503
$300,600 to $400,000_ . i 75 88 94 |  86.45 | 81.9250 | 83.430 90
Over $400,0004 .- 5 76-81 83 o4 | 86,45 | 82,1275 | 84357 o1

1 Net income after personal exemption and credit for dependents.

was allowed in computing normal tax net income. z
2 For 1943 individuals were subject to the 5 percent Victory tax on income in excess of $624 less certain

credits.
3 After red-12tions from tentati

ve tax.

For 194445 no credit for dependents

¢ Maximum effective rate limitations: 1944-45, 90 percent; 1946-47, 85.5 percent; 1948-49, 77 percent; 1950

80 percent; 1951, 87 percent.

8 Rates range from 71 percent on income in the $200,000-$250,00 class to 81 percent on income over $5,000,000
forsingle persons, and from 76 percent on income in the $400,000-$500,000 class to 81 percent on income over

$5,000,000 for married persons.
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V. OrrFsETTING ALL oF THE Tax Errects oF INCOME SPLITTING

l
In considering various methods which might be devised to offset |

the tax effect of income splitting, it is essential to retain uniformity
of tax burdens for all married couples with the same incomes in order
to avoid the inequalities which created dissatisfaction prior to 1948.
It is believed desirable to retain all of the advantages of income
splitting which the Committee on Ways and Means emphasized in its
report on the 1948 act.

It might be noted in this connection that the issue regarding the
dosuablllty and legal basis for requiring married persons to file joint
returns is no longer an important consideration if it is desired to offset
the tax dlﬁ'erentlal between married and single persons resulting
from income splitting. Income splitting, in effect, requires the
filing of joint returns since married couplcs can ordinarily gain. no
advantage by computing their tax en separate returns. Consequent-
ly, it is possible to change the relative burdens of married couples
and single persons and still retain both the uniformity of tax burdens
among married couples and the option of married couples to file
separate returns.

If 1t is desired to reestablish the pre-1948 relative burdens of single
persons and married couples with the same income, it is necessary
either to offset completely the effect of income splitting or to extend
it to single persons. However, the latter method would lose about
$400 million in revenue in a full year of operation. To offset income
splitting and still retain the present uniformity among all married
couples, it is necessary to give special treatment to those filing separate
returns. This is essential to prevent a reduction in tax by filing
separate returns. (This is the effect of the law today.)

To achieve these results, married couples filing joint returns and
single persons would be required to compute their tax on the basis
of the present rate schedule, but these married couples could not

split their income. Married couples would retain the option of filing:

separate returns but, if they exercise this option, they would be
required to double their surtax net incomes and divide the resulting
tax by 2. This method of tax computation for separate returns
would considerably increase the tax burden on many married couples
In_community-property States as well as on married couples in
other States who, prior to 1948, had achieved some form of income
splitting. However, their relative tax burden would not be greater
than that imposed prior to 1948 on a married couple having the same
amount of income but not able to obtain any benefit from income
splitting.

The following example will illustrate how this method would
operate:

A married couple with no dependents filing a joint return with net
income of $10,000 would first deduct $1,200 on account of its two
exemptions, and then compute the tax on the remaining surtax net
income of $8,800 without income splitting. At present rates, the tax
would amount to $2 252, =

A married person with no dependents, filing a separate return, with
a net income of $5,000 would first deduct his $600 personal exemption,
and then multiply his surtax net income of $4,400 by 2. Applying
present rates to the resulting $8,800, he would obtain a tax of $2,232;

I

J

|
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he would then divide this amount by 2, which would give him his final
Nliability of $1,116. Since both spouses filing separate returns would
apply the same procedure, the combined tax liability of a couple with
an equal division of income between the spouses would be exactly the
same as that of a married couple filing a joint return with the same
total income. Thus, the present law aquality in the treatment of
married couples would be retained regardless of whether they file
separate or joint returns.

The amount and pereentage tax increase resulting {rom this method
of completely offsetting the tax benefits of income splitting are shown
in table 4.

TaBLE 4.—Increase in tax liability for married persons with no dependents which
would result from the complete offset of the benefits of income splitting

Increase in tax liability

Net income (after deductions but before exemptions)
Amount Pereent

The increase in revenue resulting from the removal of the tax
benefits of income splitting is large. It amounts to $2.5 billion in a
full year at present rates; about $1 billion of this increase would be
paid by married persons who are now benefiting directly from the 1948
mcome-splitting ])lOVISlOIlS and the remaining $1.5 billion would be

paid by married couples who could avail “themselves of income
sphttmg either under State community- Dropeltv laws or by other
methods.

V. OrrserTiNG PART OF THE Tax Errrcr or INcoMmME SrLiTTING

It is possible to go part way toward offsetting the income-splitting
advantages of married couples over single persons without going all
of the way. The mechanics of such a partial offset are as follows:
Single persons would use the same rate schedule they use today.
Married persons would be allowed to split their incomes if they file
joint returns, but the rate schedule would be altered to yield the
desired percentage offset. Married persons filing separate returns
would use the same rate schedule as married persons filing joint
returns but, as under present law, would not split their income.
Practically any degree of offset can be achieved by this method
threughout most of the income scale.?

Table 5 presents the marginal rates which would offset approxi-
mately 50 percent of the tax effect of income splitting.

2 As an alternative, partial offset of the tax effect of income splitting can be accomplished by the method
of tax computation described above for a full offset to income splitting.
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TaBLE 5.—Marginal rates mecessary to offset approximately 50 percent of the tax
effect of income splitting for married persons filing joint returns, compared with
the 1944—46 and 1951 rates

Rates re- Rates re-
1951 | quired to off- 1951 | quired to off- '
Surtax net income 1044-45 rates | set 50 percent || Snrtax net income 1044-45 rates |set 50 percent
bracket (in thou- t (pres- of the tax bracket (in thou- rates (pres- of the tax
sands) ! el ent effect of in- sands) ! ent effect of in-
law) come split- law) come split-
ting ting
Percent{Percent Percent Percent| Percent Percent .
23 20 20 {| $32 to $38. Lo 68 50-53 58
25 20 21 | $38 to $44_ 72 53-56 62
29 22 24 || $44 to $50- 75 59 65
33 22 26 || $50 to $60- 78 | 59-62 63
37 26 30 || $60 to $70- 81 62-65 71
41 26 32 || $70 to $80 84 65-69 74
46 30 37 |1 $80 to $90_ 87 | 69-72 77
50 30 38 [ $90 to $100 90 72 79
53 34 42 || $100 to $15 92 75-81 83
56 34 44 || $150 to $200_ 93 81-87 88
59 38 47 || $200 to $300_ 94 89 90
62 | 3843 50. (i $300 to $400. . 94 90 90
65 | 43-47 54 {| Over $400___....__ 94 91 91|

1 Taking into account the effect of income splitting. : l
NotE.—Married persons would be allowed to split their incone if they file joint returns. |

Table 6 compares the tax burden under present law for a married!
couple with no dependents at selected net income levels with that under:
a 50 percent offset of income splitting. For example, at the $15,000
level the tax increase would be $466 or about 14 percent. |

|

TasLe 6.—Individual income tax burdens for a married couple ! with no dependents)

under present law and under a 50 percent offset of the tax effect of income splitting
2
Amounts of tax Tax increase
Net income classes (after deduetions but 50 percent
before exemptions) offset of the
o Present law tax effect Amount Percent
vy of income
splitting
|

$60 $60 oo
160 160 |S=SSemEee o

360 360 [2asia i oo
760 778 $18
1,416 1, 508 92
1, 888 2,060 172
3, 260 3,726 466
4,872 5, 752 830
6,724 8,120 1, 396
19, 592 22, 780 3,188
52,776 59, 512 6, 736
403, 548 415, 868 12,320
858, 548 2 870, 868 12, 320

1 Assumes income earned by one spouse.
2 Does not take into account maximum effective rate limitation.

This 50 percent offset would increase revenues by about $1.25
billion mn a full year. This'is approximately the same revenue effect as
the 1948 immcome-splitting provisions under present rates, exemptions,
and mncome levels. All of this revenue increase would come from
married persons who, in the aggregate, would pay the same tax as’
they would be paying now if income splitting had not been enacted.
However, the tax distribution among married couples would differ
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from the pre-1948 distribution. As compared with the pre-1948 bur-
dens, married couples in commiunity-property States as well as married
couples in common-law States who had obtained some forms of in-
conte splitting would have their burden inereased more than married
couples not then receiving any benefits from meome splitting.

VI. ApamiNisTRATIVE AND CompriaNck CONSIDERATIONS

It is important to recognize that while the benefits of income splitting
accrue largely to high-income taxpavers, low imcome groups above the
first bracket ave also affected, although to a much lesser extent. As a
consequence, any proposal to offset income splitting will have im-
portant effects on the supplement T tax table, the tax computations
on Form 1040, and the withholding tables.

In the case of the supplement T tax table, which is used by tax-
payers with mecomes under $5,000 electing the standard deduetion, a
complete offset of income splitting would require the addition of four
columns, increasing the number of columns from 14 to 18. Partial
offset of income splitting would increase the number of columns from
14 to 21. To add this information to the present tax table, 1t would
be necessary to reduce the size of the type substantially; as an alterna-
tive it might be preferable to print the tax table in two or three parts
in the instructions rather than on the back of the return form.

A complete offset of income splitting would decrease the number of
computations on page 3 of Form 1040 required for married couples
filing joint returns, the great bulk of the married taxpayers who com-
pute their tax on page 3. For married persons filing separate returns,
additional computations over and above present law would be required
although these computations would be no more complicated than those
now required for married couples filing joint returns. In the case of
a partial offset of income splitting, the tax computations required of
single persons, married persons filing joint returns, and married persons
filing separate returns would be the same as they are today but it would
be necessary to have two rate schedules in the instructions in place of
the one now presented.

For withholding purposes, under either a complete or partial offset
of income splitting it would probably be necessary to introduce
egraduated rates in order to prevent underwithholding.

Appendix A explains in greater detail the effect of complete and
partial offsets of income splitting on the supplement T tax table, on
the tax computation on page 3 of Form 1040, and on the withholding
system.



APPENDIX A

ADMINISTRATIVE AND CompPLIANCE CONSIDERATIONS

|
|
|
|
E
i

1. Supplement T tax table

The supplement T tax table is used in the determination of the tax |
liability in the case of all taxpayers with adjusted gross incomes under
$5,000 who elect the standard deduction. For 1948, tax was deter-
mined from the supplement T tax table in the case of 20.2 million
Form 1040 returns and 19.2 million Form 1040A returns.

Under present law the maximum amount of surtax net income
covered by the supplement T tax table is $3,877.50 ($4,975 less the
10 percent standard deduction of $497.50 and less the allowance for
one exemption of $600). The first bracket rate is applicable to the
entire amount of surtax net income covered by the tax table in the
case of joint retmns since in effect income splitting doubled the width
of the first bracket of $0 to $2,000, thus extending it to $4,000. In the
case of a single person or a married person ﬁhno Sepalately, the first
bracket rate is applicable to only the first $2,000 of surtax net income
and the second bracket rate is applicable to the balance. Thus it is
necessary to differentiate between (a) joint returns of married couples
and (b) returns of single persons or married persons filing separately
in the income area above the $2,000 surtax net income level. This is
accomplished by inserting two columns under each exemption status
in the appropriate income bracket.

If the tax effect of income splitting were eliminated, the maximum
amount of surtax net income to be covered by the supplement T tax
table would remain at $3,877.50. In the case of jomt returns and
returns of single persons, the first-bracket rate of 20 percent would
apply to the first $2,000 of surtax net income, and the second-bracket
rate of 22 percent would apply to the balance. In the case of separate
returns of married persons, however, the first-bracket rate of 20 per-
cent would apply to the first $1,000 of surtax net income, the second-
bracket rate of 22 percent to the next $1,000 of surtax net income, the
third-bracket rate of 26 percent to the next $1,000 of surtax net income,
and the fourth-bracket rate of 30 percent to the balance ($877.50).
Thus, it would be necessary to differentiate between (@) joint returns
or Ictulns of single persons, and (b) separate returns of married
persons, in the area above the $1,000 surtax net income level. In
order to make this differentiation, the supplement T tax table would
need to contain 18 tax columns, or an increase of 4 columns over the
present 14-column table.

Partial offsetting of the tax effect of income splitting would malke
the tax table more complicated. This arises from the fact that tax
liabilities throughout most of the tax table would be different for (@)
married persons ﬁhno joint returns, (b) married persons filing separate
returns, and (¢) smgle persons, and therefore a subqtantlally larger
number of columns would have to be added.

10



INCOME SPLITTING UNDER INDIVIDUAL INCOME TAX 11

A comparison of the present law tax table with the tax tables
required under a full or partial offset of income splitting is given in
exhibit A.

As an alternative to introducing additional dual headings, it might
be desirable in either a full or partial offset of income splitting to
provide separate tables for joint returns, returns of single persons,
and separate returns of married persons.

2. Tax computations on Form 1040

The tax computation on page 3 of Form 1040 is used by taxpayers
who do not use the supplement T tax table. Under present law sep-
arate computations are provided for (@) single persons or married per-
sons filing separate returns and (b) married persons filing joint returns.
Both categories of taxpayers compute their tax by reference to the
combined normal tax and surtax rate schedule contained in the in-
structions.

Of the 52.1 million returns filed for 1948, the tax on 12.7 million was
computed on page 3 of the form. Of these 12.7 million returns ap-
proximately 8.8 million were joint returns, 3.3 million were returns of
single persons, and 0.5 million were separate returns.

In the case of the 8.8 million joint returns the tax computation re-
quires (A) that the surtax net income be divided by 2, (B) a tax be
computed on this income, and (C) the resultant tax be multiplied by 2
to determine tax liability. Single persons and married persons filing
separately compute their taxes directly from the rate schedule without
this division and multiplication.

If the tax effect of income splitting were eliminated, married persons
filing joint returns, like single persons under present law, would com-
pute their tax directly from the rate schedule without dividing their
mcome and multiplying the resulting tax by 2. Married persons filing
separate returns would multiply their surtax net incomes by 2, compute
a tax on this amount, and divide the resulting tax by 2. Thus, the
computations on the nearly 9 million joint returns of married persons
would be simplified while only one-half million separate returns of
husbands and wives would require additional computations.

If the tax effect of income splitting were only partially removed,
the method of computation would remain the same as under present
law except that a new and separate tax rate schedule in the instructions
would be required for married persons.

A comparison of the tax computations required under present law
with those required under a full or partial offset of income splitting
1s shown in exhibit B.

3. Effect on withholding

Under present law only one withholding rate is provided. The
present rate of 18 percent represents the combined normal tax and
surtax rate of 20 percent applicable to the first surtax bracket less
an allowance for the 10 percent standard deduction. Since the first-
bracket rate now applies to the first $4,000 of surtax net income in
the case of married couples, the withholding system collects the full
amount of income tax liability with respect to the salaries and wages
under $5,777 ' plus $667 2 for each dependent. In the case of a

1$5,777 less the sum of the standard deducfion of $577 and the exemptions of $1,200 gives $4,000 of surtax

net income.
2 $667 less the standard deduction of $67 gives the value of one exemption, or $600.



2 INCOME SPLITTING UNDER INDIVIDUAL INCOME TAX

single person the 18 percent withholding rate collects the full amount
of tax on the first $2,000 of surtax net income (salaries and wages of

$2,888 plus $667 for each dependent). For married couples with |

combined surtax net income in excess of $4,000 and single persons
with surtax net incomes in excess of $2,000, the withholding rate is
less than the rate applicable in determining liability.

If the tax effect of income splitting were eliminated, the second-
bracket rate of 22 percent would be applicable to combined surtax
net incomes of married couples in excess of $2,000. In order to avoid
the introduction of underwithholding for married couples with surtax
net incomes between $2,000 and $4,000 and to overcome the present
law underwithholding for single persons in the same income area, it
would be desirable to provide a two-rate graduated withholding sys-
tem. The first-bracket rate of 18 percent would be applied to the

first $2,000 of surtax net income and the second-bracket rate of 20

percent (the second-bracket rate of 22 percent less the 10 percent
standard deduction) would be applied to surtax net incomes in excess
of $2,000.

If approximately 50 percent of the tax effect of income splitting
were offset, a two-rate graduated withholding system would also be
necessary. For single persons, the first-bracket rate of 20 percent
(for liability purposes) would be applicable to the first $2,000 of sur-
tax net income and the second-bracket rate of 22 percent would be
applicable to the next $2,000 of surtax net income as under present
law. For married couples, however, the first-bracket rate of 20 per-
cent would be applicable to the first $2,000 of surtax net income and
a 21-percent rate would be applicable to the next $2,000 of surtax
net income. Thus, in the case of single persons, an 18-percent with-
holding rate would be applicable to the first $2,000 of surtax net in-
come and a 20-percent withholding rate would be appropriate for the
balance. In the case of married persons, an 18-percent withholding
rate would be applicable to the first $2,000 of surtax net income and
a 19-percent withholding rate (21 percent less the 10-percent standard
deduction) would be appropriate for the balance in this instance.
The decision as to whether a 19-percent or 20-percent second-bracket
withholding rate should be used depends on whether it is deemed
more desirable to underwithhold on second-bracket single persons (if
19 percent is used) or to overwithhold on second-bracket married
couples (if 20 percent is used).

O

|
l
|
|
|
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EXHIBIT A

Comparison or SupPLEMENT T TAX TABLE Unper PREsent Law WitH TABLE REQuirep 1r Tax Errect oF Income Seuirtino Is
COMPLETELY OR PARTIALLY OFFSET
1. Present law
TAX TABLE FOR PERSONS WITH INCOMES UNDER $5,000 NOT COMPUTING TAX ON PAGE 3
Read down the shaded columns below until you find the lin coverlng the folal Ineome you entered, in Item 4, pogo L. Then read across to the column headed by the numbor

the number o elaimed in item 1, page 1. Eater the tax you find there in item 6, page
1 total income in |  And the number of exerptions | If total ineome in -
item 4, page 1, 15— claimed in item 1, page 1, Is— item 4, page 1, Is— And the number of exemptions clalmed in item 1, page 1, 15—
2 3
And you | 4 g And you
you i And you
1 2 3 |tormore 2 1 |aresicgle) “goq |aresingle) %oy 4 5 3 7 [sorawre
At least | Bitloss At loast | Bftless married | oed | marrieq | TarTIed
persou | ‘grn person | GBS
tling | jolntly |, BUDE | jointly
Your tax is— Your tax Is—
s so76 52,32 | $2,350 £
. . = . . B |
2,300 2,325 4,950 5,000 ‘! &

2. Taz effect if income splitting is completely offset
TAX TABLE FOR PERSONS WITH INCOMES UNDER $5,000 NOT COMPUTING TAX ON PAGE 3
Road down the shaded columns below untll you, ind the lino coverlng the total income you catered in ifem ¢, pogo 1. Then resd across to the column headed By the number

the uumber of elsimed in item'1, pago 1. Bnter the tax you find thers in item 6, page
10total neome | 4,4 tho number of exemptions | 1f total lacomo )
in item 6, s n Item 6, And the number of exemptioas elalmed in item 1, page 1, is—
ety elalmed in item 1, page J, ls— Rpa
1 1 2 3 4 3
And And And An
And And And And And And
youare youare youare | JOHEM | youare [JO131° | youare | TR 218 youars Jonan
o 3 for A Y mar. | 8 mar- ( FO0E | 'a mar- (Y07 (s mar- | YO0 |8 mar- | o 7 | Bor
But |20 | Aad | 2 more But And ried ried | %1 red | %3 ried more
At | less | Hed lyouare joaby | dess | Hied youare | rled | person | Hied | persou | fied | person | Tied | porson
feast | ghan | BEESOR | Single than | FEESOR single | FEON | Aling | TRESON | pling | BEFSOR | ‘Aling | PEFSOL | ‘Aling
g e sepec | Jolutly [ GIUE | jointly | (LR | jointly | CIOE | jolntly
Do- ® |orare | Sepo- |orard | sepa- | Orare | sepe- | Griaeg
Tately rately rately | Single rately single rately single rately | Grole
Your tax is— Your tax is—
50| 8075 52,32 | $2,350 i
. . 5 o ey . . a
2,300 [ 2,325 | 4,950 | 5,000 |-

8. Taz effect if income splitting 18 partially offset
TAX TABLE FOR PERSONS WITH INCOMES UNDER $5,000 NOT COMPUTING TAX ON PAGE 3
Read down the shaded eolumns below untd you find tho lins covering the total inegime you cutered fn iom 4 paga 1. Thon read across fo tho column headed by the nuber

he numher of imed in jtermn'1, page 1. Enter the tax you find there in item 5, page 1
income| And the number of exemp- |If total incorue|
Htiont?!‘um o tions elaimed in item 1, ‘n“fn;;.' And the number of exemptions elaimed in item 1, page 1, is—
page 1, is— page 1, is— PR
1 1 = 3 4 6
And
And And And | g And | g And | g And
¥ . Sou
20 | ana | g | g [gor| | g | o fAna| 228 | 365 | aua| Jou | G | ana| 3o | 50 famaf 38 | BR8N [ [ser
But o 34| arec o | yo areq | you i more
At | A Imorriea) 300 more| At | fess [inarried) Geo mrriedmurrioa) s T marrioal o (TATISd| matriod “are |™MSTIO coupie
least | giion | ROFSOR | sip. than | By | sin- m,.m, couple { sin- | FESON | couple | sin- ﬂlinc coaplo | sin- | fjjny‘| fling
sopic | El0 sop: | €10 oy | X | seo | Q08| B | sopa- | THEK | #le | copa- |JOEY
ratéty Tately fately rately rately rutely | GFOH
Your taxis— Your tax ls—
0| 8675 | PGt as 2 i
= |5 il : ; |
2,30 | 2,325 - 4,050 | 5,000 | | }

tincomo splitiue, wors campletaly ol t might b delrable Lo prosids sparate tablesfor ) marrad persons il Jofat returns or sinla persons and
oy T e e e e rotarns, i iy of tho.tahie shown. - Similarly, if the tax ellet of incomo SPIiCting Were parially ofset it might ba desirable to provide separste
tubles for (a) mumed persons filing joint murus, (h) single persons, and (¢) married persons filing soparate returns, (n lieu of the table shown.
81736—51—pt.8 (Facep.12) No.1
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EXHIBIT}B

ComPARISON OF Tax CoMPUTATION oN PaoE 3 oF Form 1040 UxpEr PrEsENT Law Wirte THE ComPUTATION REQUIRED IF THE TAx
ErrecT oF INcoME SpriTtiNGg Is COMPLETELY OR PARTIALLY OFFSET

1. Present law
TAX COMPUTATION—FOR PERSONS NOT USING TAX TABLE ON PAGE 4

1. Enter sniount shown in item 4, page 1. Thls is your Adjusted Gross Income
2, Enter DEDUCTIONS. 1f deductions sre itemized above, enter the total of such deductions. 1f adjusted gross income (line 1, ahove) 1s $5,000 or |
more and deduetlons are not itemized, enter the standard deduction of 10 percent of line l.. nbovc or $1,000, whichever is the lessér, or &:00 it thls
is the separate return of & marrled person s

3. Subtract line 2 from line 1. Enter the difference here. This is your Net Income. s

4. Multiply $600 by total number of exemptions claimed in Item 1, page 1, Enter totsl here.
6. Subtract line 4 from line 3. Enter differencs here. $.
Line 6 should be filled in ONLY by s single person or a inerried person making a separate rets

urn
6. Usc the tax rates shown on pnga 16 of Instructions to figure your taX on smount shown in line 5 (If Iine 3, above, includes partially tas-exempt futerest,
This 1s your comhined norma] tax and surtax

Lines 7 to 9 should be filled in Ol\LY if this is & joint return of husband snd wife
7. Enter here one-half of amount o e 5, above.
3. sn tlle tux rates shown on page 16 of lns:ructlo'ns to figure your tax on amount shown in line 7 (it line 3, Bhove, includes partially tax-exempt interest,

9. Multiply smoant or 1o & by 2.
10, 1t tivo tox is mado on separate Schiedule D, entor here tox from line 12 on hick of Sohedule D_....__.___

s is your combined normal tax and surtax

1f you ulsled the standard deduction in line 2, disregard lines 11, 12, and 13, and copy on ling 14 the same figure you entered on line 6, 9, or 10, whichever
is appl

11. Bater here any income tax payments to a foreign country ar U. 8, possesston (attach form 1116)-.—-.........._.__..__.

12. Enter here any income tax paid at source on tax-free covenant hond interest

13. Add the figurés on lines 11 and 12 and enter the total here. 8

14. Subtract line 13 from line 6, 9, or 10, whicbever is applicable. Enter diflerence bere and in item 5, page 1. This is your tax.

2. Taxz effect if income splitting 13 completely offset
TAX COMPUTATION—FOR PERSONS NOT USING TAX TABLE ON PAOE 4

. Enter amount shown in item 4, page 1. This is your Ad)usoad Oxoss Income.
z Enter DEDUCTIONS. i cAnctions Sralteraliea oy e, enter the total of such deductions. Ifadjusted eross income (line 1, above) 13 $5,900 or more and
dedu 1orus are lmé itemized, enter the standard deduction of ll) pel’cmt of line 1, above, or §1,000, whichever is the lesser, or $500 if this is the separate
return of a married person.

3 smnmct line 2 from line 1. Enter the difference here. his is your Net Income T
5600 by totsl number of exemptions claimed in item 1, page 1. Enter total here.
5. SUDtR01 tina A o Tine 3. Endor difforence here. 5

L(nn 6 should he filled in ONLY if this is a joint return of husband and wife or a return of a single person
6. Uso the tax rates shown in Instruetions to figure your tax on amount shown in line 5 (if line 3, above, includes partially tax-exempt interest, see Iustructions).
‘his is your comhined normal tax and ||m=

Lines 7 to8 should b flled in ONLY by g married person making a separate reurn
7. Enter here amount shown on I
D oo T fmatructon 1o o figure S Tax o aout Shownia 1ine 7 (ITne 3, 6ove, [achudes Dartially Tax-esampt inbereet; 58 THSErucHions):

nter the tax on smount shown in lin
5 D e o e by 2. Buter this T litw. Thia = your soma usA narmai fas Sulde oiix

| e

10. If alternativa tax computation is made on separatc Schedule D, enter here ta from Jine 12 on back of Schedule D.

It y|nu used the standard deduction in line 2, disregard lines 11, 12, and 13, and copy on line 14 the same figure you entered on line 6, 9, or 16, whichever is ap-

cahle
11. Enter here any income tax payments to a foreign country or U. S. possession (attach form 1116) ' s.
12. Enter here any income tax paid at source on tax-free covemnt bond interest. |

13. Add the figures on lines 11 and 12 snd enter the total b
14. Suhtract line 13 from line 6, 9, or 10, whichever is Dpphmhle Enter difference bere and in item 5, page 1. This is your tax.

e

3. Taz effect if income splitting 18 partially offset
TAX COMPUTATION—FOR PERSONS NOT USING TAX TABLE ON PAGE 4

unt shown in item 4, page1, Thisis your Adjusted Gross Income. s
L e O S ONS, 1f dedctions aro ltomiled above, onter the total of such deductions, 1f adjusted gross incom (inad, above) is $5,000 oF more bid
deductionsare nome zed, enter thestandard deduetion of 10 percent of lin 1, sbove, or $1,000, whichever is the lesser, or $500 if this is the separate return
ofa mxn‘led lsen
m li; ‘nter the difierence bere. This is your Net Income.
3‘ i‘t‘&‘tmlymm hy Fotal nuimber of mmmxons cloimed in'item 1, pags 1. Enter tofsl boro

5. Suhtract l?ne 4from tine 3, Enter difference E
in O\ILY if thisis a joint return of hushnnd nnd wife.
Lm%ss:réﬁ:l&xhﬂ e in ‘Table A of your tax on amount in line b (if line 3, above, includes partially tax-exempt interest, see In-

Tax
Sructions). This s your combined normal tax and ga i

Ling7 should be filled In ONLY hy asing
7, Use the tax rates S own

lo
% g of lnstmctlnns to Elg\zra your tax on smount in line & (if line 3, above, includes partially tax-exempt interest, sce
youx mmhlned normal tax and

led in ONLY by & married person making  Separate obura.
e e ot shown.on line s ultpled b

B. gse tng t:rm {esshown in Iustructions (Tax' E“h (3 A) u'no ﬁsgu:;l: ‘your tax on amount shown inline 8 (if line 3, shove, includes partially tax-exempt interest, see
10. Dg?d‘eltggﬁ)t mter the thx o0 Aol tax nere, This is your Gomblned onnal tax nd suriax. .- ) =13
T2, 11 sltermative tax computation is made on separato Schedule D, enter bere tax from lino 12 on bck of Schedule D. s
It you used lhe standard deduction in line 2, disregard lines 12, 13, and 14, and copy on line 15 the same figure you entered on line 6, 7, 10, or 11, whichever is

}g: %‘;{‘éim :,;}; 1&5::‘:% ;?:xp;zxdnanléls to an::igx cgeu:tnx;:‘rl gmg‘sh- og:mau (attach form 1116)..._ ‘t }

14, Add the figures on lines 12 3nd 13 snd S e e estie: ™ Tontas ditferenss hera amd 1 Ifea 5, page 1. 057 15 your tax $

15, Subtract line 14from line 6, 7, 10,

81736—51—pt. 6 (Facep.12) Nn.2






