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Issue Area: Tax Administration: Simplifying and Communicatirg
Tax La¥ Requirements to Taxpayars (2704); Federal Records
Managemsent (1400) ;Tax Policy (1500).

Contact: General Government Div.

Budget Function: General Government: Central Fiscal Orarations
(803).

organization Concerned: Internal Revenue Service.

congressional Relievarce: House Comaittee or Ways and Neans;
Senate Corsit:ee on Finance; Joint Cosmittee on Taxation.

Authority: Tax Refaction Act of 1975 (P.I1. 94-12). Reévenue
Adjustment Act of 1975 (P.L. 94~-164). Tax Relork Act of 1976
(Po L. 9“‘“55) .

A series of meetings, attended by GAO staff, the Chief
of Staff, and other staff of the Joint Committee on Taxaticn,
vere held to discuss alterpative ways by which Ccrgress could
simplify the 1040A individwal incoame tax returr form.
Recommendations: Alterrative ways to achieve simplification,
vhich Congress should consider during its dellbe.ations ou the
prcsident's economic proposals, are: to eliminate the optional
standard deduction and the optional general tax credit, to
reduce the tax rate and increase pe.sonal exeaption, and tc use
the same tax credit on all tax returns. (Author/s¥)
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The Honorable Al Ullman, Chairman
Joint Committee on Taxaticn
Congress of the United States

Dear Mr. Chairman:

In November and Decemhber 1976, we held a seriess of
meetings with the Chiaf of Scaff and other staff of the
Joint Committee on Taxaticn to discuss how we could assist
the Zongress in finding wavs to simolify tax laws and tex
instructions. Tha Chisf ¢f Staff reocuested that we submit
in writing certain 2lternacives that we hed discussed on
ways to simplify the vrecaring of the 10403 individual in-"
come tax return form.

to provide a sinclified

The purpose of the 104CA 1is
ceme taxXx owed bv those rersors

ineans to determinz the in

who use *rhe standard deducticn and whos2 incomes are cori-
marily from wages and salaries. About 80 o=srcent of toe
30.2 million taxzavers exvected to file the 1040 this year
will have adjusted gross incomes under $10,0CC,

The current 10402, unlike its earlier predecessors, i3 no
longer simple. The form used in 1954 recuired about 30 entrie
and the ability to add. The current form requires almost 50
entries plus the ability to add, subtract, calcuvlate vercent-
ages and multiply.

Part of the complexity resulted from changes made tc carry
out vrovisions of the Tax Reduction Act of 1975 (P.L. 94-12),
The Revenue Adjustment Act of 1975 (P.L. 94-164), and the Tax
peform Act of 1976 (P.L. 94-455). These laws creatsd or ax-
tended the use cf

.

--a standard deduction calculated at 16 vercent of the
adjusted gross income with a minimum (celled 2 low
income allowance) and a maximum standard ceduction
for eacnh filiny class (i.e., single, married filing
jointlv, unmarried head of housenold. etc.); and

--a general tax credit which reduces the comoutad taid
liabilitvy by the larger of (1) $35 fcr each verson
for whom the taxvayer claims an exempticn deducticn,
or (2) 2 percent of the taxable income that dces not
exceed $9,000 (S4,500 for married versons filincg

separate returns).
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Ceongress has oreviously tried to minimize the need for lower
income taxpavers to make psarcentage comnhutations when determining
their Federal income tax. This was done by oroviding taxwavers
below a certain income levezl who used standard deductions a tax
table which tcld them how much their tax was. f7ue present tax
law not only reocuires that tunece taxpayers aovnly rercentages but
also that they determine which of two or more al:zernative amounts
is the oprover figure to entar on their tax return,

The Internal Revenuve Service has reported that about 11.3
percent of the 1040A tax returns filed in the early weeks of
the current tax season contained errors. About 2.3 vercent of
the returns had errors in comouting the etandard deduction and
4.6 vercent had errors in comnutina the general tax credit.

If these error rates are indicative of the error rate that will
be exceriencad on all 1010as £ilzd, abou: 700,000 returns will
have errors in computing the ctandard deduction and 1.4 million
returns will have errorz in computins the ceneral ta. credit.

The s*tandard deducticn and tzx cradit rortions cf +ha 10403,
as w=ll as the longer ferm 1040, can ne ginplifisd wi=hout siag-
nificantly affactinz the accnomic obisctives the Congrass couant
to achiava when it en2ct2d the curr=nt crovisicns.  We discuss
pelow savaral alternztiv: w3vs 72 acniave simplification that
we pelieve the Congress could consider guring 1cos ¢aliberations
on the Precident's ececncmic mroposals.

ELIMIVATE OPTICNAL
STANDAZD DECUCTION

The stardard éeducticn iz a major tax gsimolification tecol for
individnal taxpavers. It allows the taxzaver to deduct a sinale
number rather than itemize a series of inédividual deductions such

as interest expense, State income taxes, madical excenses and
charitable contributicns. The standard daduction substitutes cone
entry for 2an entice rage of calculations, Currentlv, the standard
deduction is calculated at 16 wmercent of tne adjustzd aross income
with a minimurm (called the lcw 1ncome allowance) ard a mraximum
standard deduction for each cf five filing classes.
“Minioum Maximum

_ Filing class deducticn deduction
Sinacl= $§1,700 $2,400
warriag filina joint return 2,100 2,800
Marriad Filing senarately 1,050 1,400
vamzrrizd n:zé of housenonld 1,723 2,400
nuelifving vidow(zr) with

Aependent cnhild 2,100 2,800
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Computing a percentage of income and then choonsing batween it

and two other amounts is difficult and confusino for

Tanvy

taxpayers. The instructions crovided to tha taxrvaver zv not
eliminate the confusion. (See attachment I1.)

The President, in his economic stimulus nrogram, rzcoanized
the complexity of the cstandard deducticn and oDrouvosged rhat the
deduction for each filing class be the same 2s the vressent
maximum allowable deduction. This would eliminate the parcentace
computation and the need to choose pe.ween alternativz amounts.

The deduction would ke a flat ¢€2,800 for two filing classes,
$2,400 for two other filing cla ses, and $1,400 for the last
filing class (married filing seraratelvy). 3uch a chaenge wou -3
qlmullfv the calculation for all «asers cf ..2 standard deduction,
including all 30.2 million uszrs of the Form 1d«ca., 1In addition,
it is =sstimated that 4.1 millicn taxvaysrs wino cuorrantly lzemiza
deductions would, under this preccosal, shift te th2 ztandard
deduction. The cnange in the deduction would cost an 23htlvatea
$4.0 tillicn annually. 1/

s helieve thz President's ~"riwoszal would elianificantlv
gimmlify the 13302 for many filars, Theo {on7raz: coald further
sinanmlif =h2 shandazd GaZuctinn 15 it erang 1 fhe fafucticn kO
a zi~~lz rats of $2,300 fFer =2ll filina clazzess exleTi moarrizd
perscrs filing ssoa-szalv,  Inlz wenlid vermit an z&ii-zicnal 700,800
taxgcavers Lo uge Tz TN ; netion, In acdiivzicn, this would
eliminazs the ne=2d ZI0r ¢ {evcevt marviad f{iling szecarately)
to use their filing stats srrinsg thzir stzndard deducticen.
In addition, the instruc 13 ha 233i2r to undarstand eince
only two instead of five cationg of taunevers woulid nave
to be discussed.

we do not propose changinz the SI,400 manirum szandard .
deduction for married versgons Lilint -0z alv Sscouce Conoress
gspecifically intended that the tozal < no3llcier nErri=g
persons be the same whether thev ZIl: h v Cr Toinzlv,
Without such orovision, taurvavsc:z li-ing In community wronsrty
states and married taxgavers wno £Ctn wWOrk woOuld D2 anie o recslys
a larger standard deducticn filing separately then they would v
filing jointly. .

The overall cost to the Treasury of using a standard deduction
of $1,400 for married versons filing separateiv and $2,800 fcor
all other filing clesses would ke $5.6 hillion. This is $1.%
billion more then the President's provcsal., The tax burden

l/All revenue estimates in this racort weres generated

Treasury's Income Tax model.
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would chanage only on tax returns filed by single taxcavers and
unmarried aeads of household. The ccst difference for these
filing «lasses would have to te conzidered *the nrice of tax
simplification. Examvles of theue cost differences are shown
below,

Tax computed under

a/

Standard decduction ¢f $2,800 /$1,400 if marria

Gros: Filina Present Admin, Alternative
income class Exerpticns tax cronosal procvosal 3/ Differenc=
5,000 Single 1 S 412 S 282 $ 215 $ 67
16,000 Single 1 1,476 1,308 1,212 96
10,000 Head of .
Youse 4 902 759 693 75
20,000 Single 1 4,111 4,111 3,973 136
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A $§2,800 standard d=duction for four cof the five filing
classiflw.tlonc= would eliminate the €400 Ziffar=nce in the
deduction between thcse who are marrisd [iling jointiv 2nd thosa
who are single. Congress created this difference in arn attesxck
to reduce what is cften referred to 2z a "marriage tax." T)is
iz the additicnal inccm2 tax that werking married couples pav
over what thev would ray cn the two incom-s if they were single.
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The $400 difference in tho standard deduc 12
up to 40 percent of the "marriage tax." Thernfore, thv ob
of this preoposal for tax simelification runs contrary to K
viously stated congressional oujoc*lva However,
the need for tax simplification is creat and that this alter na-
tive proposal warrants consideratioen.
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ELIMINATE OPTICNAL
GENERAL TAX CRaDlvt

One of the recent changes contrlbutlna to the comvlexitv of
the 1040A is the cen2ral tax credit. The credit was first incor-
porated in the Ta2x P2ducticn Act of 1975, which orovided a $30
credit for each cerscn2l exenmoticn claimed. This crovision was
incorporatead in the final 2ill as ~ compromise with the Senate
version of the Act which provided a $200 *tax credit which could
be used in rvlace cf =22 $730 tersonal axsmpticn Lv low and wmiddle
incenie taupavers., The2 Zouse vaszed version had no comrparable

provision.

[FApn—
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The Revenue Adjustment Act of 1975 iacreased the credit to
the larger of (1) $35 for each personal exemotion claimed, or
(2) 2 percent of taxable income. The enly limit on the amcunt
of a credit which 1s computed at $35 ver personal exemption is
that it cannot exceed the amount of the tax. However, if the

credit is computed at 2 percent of taxable incom~ it cannot
exceed $180 or the amount of the tax whichever is less.

Simplifying the computation feor the general tax credit 1is an
impossible task withcut sacrificing some ot its effects. Cne
effect is to give a tax reduction based on the number of personzl
exemptions. The second effect is to give a tax reduction based
on the level of income., The law prevents a taxpaver from
benefitinag from bhoth.

Simplification could npe attained 1if the effect of the tax
credit cculd be incorporated in the kasic tax comoutation
instead of being added on after the taz 1is computed This would

mean incorrorzting the cvrinciple of tha tax credit in the standard
deduction, zerscnal examcticn, or gradua%tz24d tzuw rata., For 2xunocle,
if the tax rate were reduced by 2 percent on the first §9,000

of tauable inccme the imvact would be exactly the same as the

2 varcent tax credit,

The effect of the $35 tax credit tver rverszcnal exemntion is
virtuallyv imcossible tc achieve within the existinT tax comoTu-
tation structure. The personal exemnticn daductlon could L=
increacsed to give some tax relief based on family size. How-
aver, instead of a flat rate benefit for everytocdy, the effect

would vary derending on the tax bracket. For example, with a
$400 special deduction the taxpaver would receive a S56 tax
benefit if he is taxed at the 14 percent rate, $112 at the 23
percent rate, and $200 at the 50 percent rate. :

Reduce tax rate and
increase rersonal exemption

A possible comrromise between the $35 ver personal examption
rule and the 2 percent of taxable ircome rule is to combine a
tax rate reduction for the lower income brackets with an increas
in the personzl exempotion. This would give consideration to bo-“
the taxpayer's income leavel and the number of versonal exemntions
claimed. For examplsz,

in lieu of the present cradits the tax

-

b
rate for the first five tax brackets were reduced by 1 vercent
and the personal exempr+ticn was increased by $100 the amount of
income tax owed would cz2nerzlly te increased by small amcunts.
High income families wculd, acwa2ver, excerience a 3mall dacrease
in taxes owed. The cvarall revanue effect would ke to increase
the total tax ravenues bv éen sstimated $1.8 billion. The follcecwing
schedule shows the amcun: of tax change which wculd be exverienczd

by some typical taxvavers.

)
Ut
|
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Tax
under

Gross Filirg current Tax under

incone class Exemption law oroocsal a/ Difference
5,000 Single 1 $ 361 $ 368 $ 7
5,000 Joint 2 128 156 28
5,000 Joint 4 C 0 0
7,500 Joint 4 212 268 56
10,000 Single 1 1,325 1,412 87
10,000 Joint 2 ’ 943 971 28
17,000 Joint 4 €46 535 13
15,300 Head of House 4 762 7T 15
10,000 Married=-Sen. 2 1,309 1,369 0
20,000 Single 1 3,931 4,037 106
20,000 Joint 4 2,524 2,624 0
30,000 Joint 4 5,352 5,516 -36

210,000 Joint 4 113,740 113,560 -180

a/ Rates reduced 1l percent in first five brackets and versonal
exemption increased $100.

Use same tax credit
on ail tax returns

Another alternative is to‘give a $180 tax credit to all
taxpayers. This would reduce the computation to one of subtracting
a single figure. Such a fixed credit would only increase taxes on
those having six or more personal exemptions and adjusted gross
incomes in excess of $7,900. With only five personal exemptions
the effect is about the same.
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Adjusted Grcss Incone $§7,150
Less:

Standard Deduction 2,100

Personal EZxemption

(5 x $750) 3,750 1850

Taxablz Income 1,300

Tax Owed 182

Tax Credit at $35 cer rersonal

exemption (535 x 53) 175

Tax Credit at flat 5180 $ 18p

&s shown v *he 2xamsla a taxsayer filing a joint return
who claims mera than five rersonal sxamo-iosng weuld neve to
earn more then $7,130 (clus S750 for each adéitional axemntion)
bafors tze taxrvaver wculd benafit frenm tne additicnal tex crediss
based on cersonal =x=znotions. Aceroximataly 3.8 million tax
returns filed this vear will f21) into this Catagorv,

Although the flat SI80 credit has the wctential for increasirsa
taxes on thaae 3.8 millicen tax raturns, it weuld raduecs tax=z con
37.1 wmillien tax raturns which show fewar than §1X Tersonal exsro-
tions and taxacl: incomes of luous than $5,008. The revenue cogr-
of this chancz would b2 $2.4 billion.

TAX SIMPLIFICATICHN IS NETDED

Tax simolification hes keccme an imcortant issue. The Derart-
ment of the Treasurv rocently izzued a recort entitled "Bluecrints
fer 2zsic Tax Reform." This re2ort addresses the need to simolify
our Faderzl inccome *ay laws. 2ls», the Congress, in the Tax Rafor-
a2t of 1876, diracted the Joint Committee on Tzxation to undertake
& cecamzraihi2ansive study of tax simplification. Simplification, in
our ovinion, I onz stsn tha® could be taken to reduce errors on
tax recurns ard rczéuco caxizavers' need to pay others to prepare
thelr returns. '

IRS estimates that for Tax, Year 1975 about 7.5 percent of
those filers of the 10402 who were entitled to the flat $30 per
eXemdtion credit did not claim it. This included 11.6 percent
of the 1040A taxvazvers with adjusted gross incomes under $5,000,
An additional 4.5 percent c¢f the 1040A filers made errors in
computing the amcunt of the tax credit claimed. IRS corrected

these returns and sent notices or checks to those taxpavers.
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Our April 1, 1976, ieport to the Joint Committee entitled
"Internal Revenue Service Assistance to 'axpayers in Filing
Federal Income Tax Returns" (GGD-7¢-49) discussed our survey
of lower income taxpayers (adjusted gross income under $10,000)
in six different locations. This survey showad that 70 peicent
of these taxpayers sought help in preparing their 1973 tax returns.
For:iy-three vercent paid to have their returns prepared. Another
15 nercent had somebody else prepare their return and 12 percent
prepared it themsclves with help.

An IRS study reported that 45.5 percent of all individual
taxpayers used commercial preparers to do their r=2turn in 1975,
This study reported that almcz: 22 zercent of the 27.5 million
1040A's filed were prepared by ccmmercial and porofessional
preparers.

-

Ideally, tax return simplification would be accomplisheéd by
(1) eliminating the need to iremizs deductions, (2) elimin :ating
reducing the number o5f

the need to make optional choices, (3} e
mathematical steps needzd to compute th2 tax dus, and (4) re-
ducing the distinctionz Zetween th2 different taxsavar filing
classes. Such changes would signiiicantly redica the anounzt oF
instruction material which a taupayesr must dizsst to determine
his tax liability.

The proposals we have discussed meet each ¢I thesz objec-
tives to some degree. The increase of the stancard ceduction
would enable many more taxpayers to use the standard deduction.
In addition, the proposals discussed would furthers ease tax re-
turn preparation for millions of taxpayecs by reducing the chore

to a process of addition, subtraction, and one multiplication
(number of exemptions x $750)., The elimination of the distinc-
ticns (except for married couples filing separatsly) among filing
classes for purposes of determlnlng the standard deduction would
change the need for the lengthy instructions shown in attachnent
I. Under the alternative all that need be said i1s "enter $2,2300
($1,400 if married filing separately)."

This report presents our wviews on some of the ways the 1040A
can be simplified. As you know, we nave given high priority to
efforts directed at simplifying the tax.laws and tax 1ws~tuct10ns.
We look forward to continually working with th2 Joint Committ
on these efforts and will advise you of our further findings and
recommendations on thes2 matters as v2 develop them.
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we would be pleased to discuss these matters furtier with

the Committee as well as any other assistance we can crovide
in the area of tax simolification. wWe ares sending ccries of

this report to the Secretary of the Treasury, the Commissioner
of Internal Revenue and the Directer, Cffice of Management and

Budget.

Sin y yours

a4

Compntroller Gen
of the United S

]
-
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a

Attachment



ATTACIDAENT I
* . -
Forne 1040A (1976) If you want IRS o figure your tox, cc2 pago 10 o nstructlons, Paze 2
o © | 132 Enter amount from hine | D T PRI
;,Q b i you checkcd 2 or 5, enter the grcater of ’2 100 OR 16% o( line 13a—-but not more tha - $2,300 13h -
g'g tha box { 1 or 4, enter the gredier of $1.700 OR 1569, of hne  3a-—-but not more than $2,400 '|T=m e
avg Line . . 3, cuter the greater of $1,050 OR 162, of hne 13a—hHut not moie than $l.400 , . J v
53 ¢ Subtract lire 13b frem hine 123 and enter cifferenze . P e e e 13¢ I
14  Multiply total number of exemptions claimed en line 61 Ly 8750 e e e e 14
15 Taxabie income, Subtrat.t line 14 from line 13¢c and enter diffeserice . .o e e 15 —
6 T i hne 15 1¢ £20,CC0 or u.ss find tax in Tax Table on pages 13-15 . . }
ax . e
i1 line 15 18 morc than $20.,UCO, use Tax Rate Schedule X, Y, or Z. on pare 16 16
_ 17 Enter It 20x on tine 3 '3 checued
17a Multply $35.00 Ly the numbder of ¢xermptions on line Gd I J . |____ terger s page b1 ool nsteuctinngs,
i ol
b Enter 255 of lire 15 but nut mote then $130 (330 11 hox on Line 3 clirched) |_1_7b, .. .,: 17¢ - —
13a Subtract line 17¢ from line 16 and enter ditference (but not e thean 2eta) e e . .E“._ [ JS
b Credit lor contributions to candidates for public oflice (sce page 11 of Instructions) . . . . ! 185 —
19  income tax. Subtract hne 1B8b frem line 183 and enter differenca (but ndt less than zero) . . . '’ o L
iy ,/,.,./ BT u,.’ Yz
202 Total Federal income tax withneid (attach Forms W-2 to frent) 20a ! 5 Pay smaunt oa line 22 a4/
lwo Of Merg eNUOyPryom -~ = / fall with ey returm, Mot oo
b Excecs FICA, RRTA, or FICA/RRTA tex withbcld see sege 11 o instryciions) 20 | , 77 vecial uecun'y  Aumber ea
. Py ! theca wr norey wder ard
€ 1975 eshimaled tax paymends {acilde amernt ollzwed o ocredd fram 1973 return) 20 . | *aca farasie 13 iviemal .
. 20d | i snue Sen:ca, Pd
d Earned income credit (liom page 2 of Inslructan) o o o o« e e e < I reri el A g
21  Total {2ca hines 20a through 20d¢) . R eoe e . . e 21 ’
22 if tine 19 is larger than line 21, enter DALANCE oue IRS . B S %
23 If hne 21 is larger ' 2n in2 13, epnter amcunt OVERPAID . . . A 23 }
24 Amount of line 23 1o te REFUNCED TO YOU R NP
Wt T —
25  Amnsunt of line 23 'o be sredited on 1977 esiurated tax, e | 25 | ! "‘ -

Uncer genailizs ef seriury. | neciarg (Ral b

end Comziete. Ceciaralion of pieseief (3ihar 1han lascdvatl 3 taied sa ail nlyrmatica of

Leg TRRMINES Chug rgtus, inciuding sccompangT

BONCIGILY 80 Jtaiemitaly, arg 13 thy bes of my toze.ecsd and Selrel (Lin tue, conect.

wBCH TIENATEr NAL Ny AUwiflge.

Slgn 7" vou SgraLITe
here

Cate > Fresares s t.Neiste a3 empioyer & asme, < any vt
—— . —_
Tnme) lcqr'..iy-r( namua (' ee amstipclions) ASiress and 200 gl

F Spausa’s sgnetvie (4 hung oy, Lol mus! sign aven o only cna sl

e U8, COLRMMINT PRinEING UFICE 1976 —0-210 33

) étandard Deduction-Lins 13b

The standard decducticn is a 13t amcunt that you

may take instead of itemizing ceduclicns. Thare are

two kinds cf standard ceductions as excloined in (aY
and (b). You sheuld use the cne that will result in the

larger deduction,

(a) Percentage Standard Deduction.—=You are cer
mitted a deduction of 1654 cf your total income, sucject
to @ maximum amount. .

(b) Low-income Allowance.-~—You 3re permitied a
deducticn of & flat amount to insure that you viill not be

subject to Federal lncome tax if your income is below
certain levels,

Note: If you can ke clalméd as a dependent by your
parent(s), the standard ceducticnt is not available for use
against unearneq incomse (lines 10c and 11,. Thus, the
perc.rniage standard geduction ic 164 ¢f your earned
incoma (lins 9) cnd your low-ince.ne an,_.van.a may a3
excead line 9. (Sea "Cauticn’ on zage 11,

Enter ycur stancard de sn on line 13b as follows:

A !f you checked the box cn line 2 or 5 and line 13a

1§~

9 lLess thon 3

o 313,125 cr mcere,
1625 of line 132, _

e $17.,500 cr more, eater $2,8C

o,
cue

.

—l‘ abla

(e oy

1219

Aoty - -

5, enter $2,1C0.
but less than $17.5C0, enter

2IUAe 0

B If you checked the box line on line 1 or 4 and line

1 & sa""‘

.® Less than $10,625, enter S1,700.

® 510,625 cr mere, but f2ss than $15,C00, ent r
16¢4 o1 line 13a,

@ 313,00C or more, enter $2,4C0,

It you checked the box cn line 3 and line 13a is—

e Loss than $6,562.50, entsr $1,050. )
25

25,562.50 or more, but less than 38,750, snter
1654 of line 13a.
@ $3,750 or mare, enter $1,4C0.

Married filing separately;

If you take the 1695 standard decduction, ¢n

line 13b, your spouse must alsa take the 1875

standard deducticn, and not the $1,050.

Caution: if you checked the box below llne 12 (you

could Ea claimed as a cegencent your parent's re-
turn and har divicend or iaterast ,.f-.'..,-:o), uuz2 the fci-
lowing substitute instruction for line 13b:

13b Enter the grezter of (1) or (2):

(1) 1694 of line 9, but not mora than $2,200 i!
singleor $1, ~CO if married liling separately.
or
$1,700 If single, or . ,0S0 if mar
separataly, but not mcre than line 3,
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