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Landatory Joint ieturns

The earned income credit is in genersal equal to ten per cent of
earned net income (weges, salaries, etc.).l/ For a single taxpeyer it
is limited to a meximum of $1,400 by the rUle that not more than £1L,000
may be counted es earned income. Net incomes up to $3,000 are considered
to consist wholly of earned income, even if none of the income is actually
earned; end 53,000 of eny income, however large, is counted as eerned in-
come, even if none of the income is szctuslly earned.

For husbands and wives filing separate returns, these rules
apply as if each was a single texpayer. IThus while a husband eerning
more then 11,000 mey teke no more then the meximum (1,00 esrned incore
credit, his wife mey take an additional.$500 earned income credit on her
separste return if she has property income of 3%,000 or more. If she
has actusl earnings from weges, salaries, or business profits she mey
teks an earned income credit of ten per cent of the amount so earned up
to the $1,100 maximum. It is thus pcssible for a husband end wife both
of whon ere earning high saleries to have a combined earned income credit
of £2,800.

Until this year the same rules applied to husbends and wives
filing joint returns. But at the begimming of 1941, as a result of
Tupreme Couri decisions tending to trest a husbend end wife filing a
joint return as a single taxpeyer for the purpose of computing taxable
cepital gains, the Treasury decided thet husbands and wives {filing joint
returns should also be treated as a single texXpsyer for the purpose of
computing the esrned income credit, This meant that when the earned
income of a husbarnd exceeded $1l,000, no additionsl credit would be
allowed for the wifets income, even if that income was ectuslly earned.
Yhis change in procedure was of practical significance in the compsaratively
few cases where filing of joint returns would heve been desireble in order
to offset capital losses of one spouse ageinst the geins of the other,

T/ Tore precisely, the earned income credit is equal to ten per cent of

- net income or earned net income, whichever is smaller. XNet income
is the net income as defined for purposes of income tex, that is
to sey totel income minus deductions (such as contributions peid,
interest peid, texes paid, ete.). "Zarned net income" means weages,
salaries, professional fees, and other compensstion for personal
services minus the ordinary and necessary expenses chergeable
sgeinst esrned income. “here a texpeyer is engaged in s trade or
business in which his perscnal services sre an income-producing
factor, a ressonable allowance for his personal services, not in
excess of 20 per cent of his share of net profits, is considered
as earned income.
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To: Cheirmen Iccles -

The treatment of the earned income credit under the Vays and
lieans Committee's propossl for mandetory joint returns in the pending
tex bill gave taxpayers no reesson for complaint., It simply returned to
the pre-1941 rule of considering = husbend and wife filing a joint re-
turn ss seperate texpeyers for purposes of the carned income credit and
thus gave relief to the comparatively small group who had been adversely
effected by the recent ruling.L/

Another aspect of the proposal for mendetory joint returns was
responsible for the criticism of it made by the President and by the
Treasury. The texation of the incemes of husbend and wife as e single
income when those incomes ceme largely from property was generslly con-
ceded to be desirable as the only feasible method of preventing savoidance
through gifts made with the objective of mininizing taxes. But the texe-
tion of two incomes derived lergely from earnings es & single income was
objected to beceuse it resulted in a combined tax grester then that paid
by two unmerried persons with the seme incomes. The leadership of the
Comnrittee and meny others, however, thought thet two married persons each
of whom esrned helf of a combined income of 10,0C0 should pey the same
tax as two married persons one of whom esrned {10,000, rather then the
lower tex paid by two single persons eerning 5,000 esach,

“hile the argument for special treatment of the seperete in-
comes earned by merried persons has considerable merit, the refusel by
the President and the Ireasury to endorse the proposal unless modified
to give earned income such special treatment contributed to its defest
on the floor of the House. The practical effect is to comtinue the
present tex diserimination ageinst the vast majority of merried persons
in revor of two groups not generally regerded as deserving fevored
trestnent:

1. Those in & position to transfer property with the objective
of minimizing texes.

2. Those residing in the community vroperty states.

T/ " The Ireatment ol the earned income credit has no grest importance in

- terms of tax dollars, since it is deductible only in computing
income subject to normel tex (and the defense tex based on normal
tex). Therefore the maximum tex saving attributeble to the esrned
income credit alloweble on & seperste return would be 61,60
(Lily per cent of 10 per cent of £1!4,000). The meximum tex saving
if the income was wholly from property would be $13.20 (L.l per
cent of 10 per cent of $3,000). The savings attributeble to
rendering income subject to tex at low, rather than high, surtax
retes are, of course, very much greeter. than the sevings attributable
to the additional earned income credit chet may be claimed on a
separate return.
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