


INDIVIDUAL INCOME TAX BILL OF 1944 27

the adjusted basis of the bonds, though the taxpayer elects the
standard deduction in lieu of such deduction for the amortizable bond
premium.

The taxpayer may avail himself of the standard deduction for the
taxable year only if he so elects; and if he does elect to take the
standard deduction for the taxable year, such election shall be irrev-
ocable for such year. In the case of a taxpayer whose adjusted
gross income, as shown on his return, is $5,000 or more, the standard
deduction shall be allowed only if he signifies in his return his election
to take such standard deduction in the manner to be prescribed by
the Commissioner with the approval of the Secretary. If the tax-
paver’s adjusted gross income, as shown on his return, is less than
$5,000, the standard deduction shall be allowed only if he elects to
pay the tax imposed by the tax table in supplement T; his election
to pay the tax under supplement T must be made in accordance with
regulations prescribed by the Commissioner, with the approval of the
Secretary, under such supplement. If the adjusted gross income
shown on the return is $5,000 or more, but the correct amount is less
than $5,000, then the election by the taxpaver to take the standard
deduction shall be deemed to be his election to pay the tax imposed
by supplement T. Similarly, a failure to elect to take the standard
deduction will constitute an election not to pay the tax imposed by
supplement T. On the other hand, if the adjusted gross incorge
shown on the return is under $5,00Q, but the correct amount is $5,000
or more, then his election to pay the tax imposed by supplement T
shall be considered his election to take the standard deduction; and
in a like manner, if he fails to elect to pay the tax imposed by supple-
ment T, he shall be deemed to have elected not to take the standard
deduction.

In the case of a husband and wife living together, if the net income
of one spouse is determined without regard to the standard deduection,
the other spouse shall not be permitted to avail himself of the standard
deduction. For example, if a husband, whose adjusted gross income
is shown on his return to be $6,000, does not elect to take the standard
deduction of $500, his wife with an adjusted gross income of $3,500
will be precluded from computing her tax in accordance with the
tax table prescribed in supplement T. The determination of whether
an individual i married and living with his spouse shall be made as
of the last day of the taxable year. If one spouse dies during the
taxable year, such determination, however, will be made as of the
date on which such death occurred.

The standard deduction is not permitted where a separate return
is made for a period of less than 12 months under section 47 (a) of
the code on account of a change in the accounting period of the
taxpayer.

Subsections (b), (¢), and (d) of this section amend sections 162, 169,
183, and 213 of the code so as to deny to estates, trusts, common trust
funds, partnerships, and nonresident aliens and eitizens of the United
States entitled to the benefits of section 251 the privilege of taking
the standard deduction.
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SECTION 10, CREDITS AGAINST NET INCOMA

This section is substantially the same as section 10 of the House bill.

Section 10 (a) amends section 25 (a) of the code by adding at the
end thereof a new paragraph to provide & normal tax exemption of
$500. In the case of a joint return by husband and wife under
section 51, a normal tax exemption of $1,000 is provided except that
where the adjusted gross income of one spouse is less than $500, the
exemption will be $500 plus the adjusted gross income of such spouse.
For the purposes of the normal tax, no credit or exemption is recog-
nized with respect to dependents.

Section 10 (b) revises subsection (b) of section 25 of the code to
eliminate references now found therein to husband and wife, and to
head of & famiiy, and to provide for surtax exemptions on a per capita
system. As a feature of the per capita exemption system the amend-
ment also changes existing law tests for credit for dependents. Under
the new provisions a taxpayer may receive credits against net mcome
for the purposes of the surtax, but not for the normal tax, in the
amount of $500 for himself, $500 for his spouse if a joint return s filed
or if a separate return is filed and the spouse has no gross income and
is not a dependent of another person, and $500 for each dependent
whose gross income is less than $500. Thus, where a husband and
wife file a joint return they are entitled to an exemption of $1,000.
IR such case neither the husband nor the wife may be claimed as a
dependent by any other person. "This is true although the wife, for
instance, has no gross income and has received more than half of her
support for the taxable year from her parent. In the husband-and-
wife situation where no joint return is filed but where one of the
spouses files a separate return, such spouse would be entitled to claim
an exemption of $1,000 provided that the other spouse had no gross
income and was not a dependent of another person. The rule under
existing law that the marital exemption may be divided between the
spouses as they choose or all claimed by one spouse on a separate re-
turn, is changed so that where separate returns are filed, husband and
wife are entitled only to their respective $500 exemptions. It is only
in the case where one spouse has no gross income and is not a de-
pendent of another person that the other spouse (having no depend-
ents) may claim $1,000 on a separate return filed by him. Similarly,
it is only in the situation where a separate return is filed by one spouse
and the other spouse has no gross income that inquiry need be made
into the question of whether the wife, for example, is supported and
claimed as a dependent by her parent. However, if the wife, for in-
stance, had no gross income and derived more than half of her support
. from an individual who would not be entitled to claim a credit for her
as a dependent (for example, a first cousin), the husband would be
entitled to the surtax exemption with respect to his wife.

In addition to the exemption of the taxpayer himself and the possible
second exemption for his spouse under the conditions noted above, a
taxpayer is entitled, under the new section, to a $500 exemption for
each dependent. Under existing law a taxpayer may claim a credit
for any person who is dependent on him and is under the age of 18 or
physically or mentally incapable of self-support, and for whom he
furnishes the chief support. In lieu of these tests the new system of
exemptions grants a surtax exemption for every person closely related
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amount of wages in excess of the withholding exemptions subject to
the first surtax bracket rate, as shown in clause (2) of the preceding
paragraph; this amount represents an approximation of the width
of the first surtax bracket ($2,000) as prorated over the various
pay-roll periods shown in the table.

Subsection (c) of this section amends section 1622 (¢) (1) of the
code, which contains the wage bracket withholding tables for the
various pay-roll periods to be used at the election of the employer in
lieu of the percentage method, described above. This smendment of
the bill provides a new series of tables, which take into account the
repeal of the Victory tax through section 6 of the bill and the revision
of rates in the normal tax and surtax under sections 3 and 4 of the
bill. These tables are also designed with reference to the new system
of per capita exemptions as provided under section 10 of the bill; in
lieu of the headings of the columns referring to the marital status and
number of dependents, as under the present law, the columns in the re-
vised tables merely refer to the number of withholding exemptions
which an employee claims in his exemption certificate. Also, the new
tables have very much narrower wage brackets than those in the
present tables; for example, the present weekly table has $5 brackets
up to $30 end $10 brackets from $30 to $200, whereas the new weekly
table has $1 brackets up to $60, $2 brackets from $60 to $100, $5
brackets from $100 to $150, and $10 brackets from $150 to $200.
This reduction in the width of the wage brackets will make the with-
holding correspond more closely with final tax lability.

Subsection (d) of this section of the bill completely revises the
present provisions of section 1622 (h), relating to the withholding
exemption certificates. Under the amendment as rephrased by the
committee, subsection (h) (1) provides that an employee shall be en-
titled on any one day to one withholding exemption for himself, one
for his spouse unless she has in effect a withholding exemption certifi-
cate in which she claims a withholding exemption for herself, and one
for each individual with respect to whom there may reasonably be
expected to be allowable a surtax exemption under section 25 (b) (3)
for his taxable year in respect of which the tax withheld in the calen-
dar year in which such day falls, is allowed as a credit. With respect
to the latter withholding exemption, the reasonable expectation con-
templated by the amendment is one arrived at upon the basis of facts
existing at the beginning of such day. The individual in respect of
whom an exemption is claimed must be in existence and bear the
proper relationship to the taxpayer on the day in question; and, in
general, a withholding exemption may be claimed only if the taxpayer
would be entitled to a surtax exemption if such day were the last day
of his taxable year.

Paragraph (2) (A) of section 1622 (h), as amended, provides that on
or before the date of the commencement of employment, the employee
shall furnish his employer with a signed withholding exemption certifi-
cate stating the number of withholding exemptions which he claims
but which shall in no ease exceed those to which he is entitled, as
mentioned in the preceding paragraph. The certificate shall contain
such information and shall be made 1n such form as may be prescribed
by the Commissioner with the approval of the Secretary.

Section 1622 (h) (2) (B) provides specifically for the filing of new
withholding exemption certificates when any change relating to the
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withholding status occurs. In the case of an employee who is on any
day entitled to fewer withholding exemptions than those claimed on
the withholding exemption certificate then in effect, a new certificate
is required to be furnished by him to his employer within 10 da

after such day. If, however, the employee is entitled to more with-
holding exemptions than shown on his certificate then in effect, he
may, but is not required to, furnish a new certificate. Such new -
certificates shall indicate the number of withholding exemptions -
which the employee claims, not to exceed, however, the number to
which he is then entitled. L

The cormmittee amendment adds a new subparagraph (C) to section
1622 (h) (2) with respect to the case where on any day during the -
calendar year the number of withholding exemptions to which the
employee will be, or may reasonably be expected to be, entitled at the
beginning of his next taxable year is different from the number to
which the employee is entitled on such day. - To the extent and at
such times as the Commissioner may prescribe by regulations, such
employee shall furnish a new withholding certificate containing the
number of withholding exemptions which he claims, not exceeding .
the Iiu(li:nber to which he will be, or may reasonably be expected to be,
entitled.

Under section 1622 (h) (3) (A), as provided by this section, the with-
holding exemption certificate first takes effect as of the beginning of
the first pay-roll period ending on or after the date it is furnished,
if no previous certificate is then in effect. With respect to wages
paid without regard to a pay-roll period, such a certificate first takes
effect as of the first payment of wages made on or after such date.
However, in cases where a previous certificate is in effect, paragraph
(3) (B) provides that a new withholding exemption certificate shall
take effect with respect to the first payment of wages made on or after
the first status determination date occurring at least 30 days from the
date on which such certificate is furnished. The status determination
date, as in the present law, means January 1 and July 1 of each year.
At the election of the employer, the new certificate may be made.
effective with respect to any payment of wages made on or after the
date of furnishing such certificate. The committee amendment inserts
a new clause in this paragraph (3) (B) providing that a certificate
furnished under the provisions of paragraph (2) (C), discussed above,
shall in no event become effective with respect to any payment of
wages In the calendar year in which the certificate is furnished.

Paragraph (4) of section 1622 (h), as revised by this section of the
bill, provides that a withholding exemption certificate which becomes
effective under section 1622 (h) shall continue in effect with respect to
the employer until another certificate takes effect.

In view of the changes made by the bill, particularly those relating
to the exemptions for the normal tax and the surtax, it was deemed
necessary to require new withholding exemption certificates for use
under the new law. Therefore, subsection (e) of this section of the
bill provides that all withholding exemption certificates which are fur-
nished under the present law shall be ineffective with respect to the
new withholding provisions. Thus, all certificates which are now in
effect or which may be put into effect with respect to wages paid before
January 1, 1945, will become ineffective when the amendments to with-
holding become applicable, i. e., with the first payment of wages-made
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on or after January 1, 1945. Subsection (e) also requires every em-
ployee to furnish his employer with a new withholding exemption cer-
tificate on or before December 1, 1944, or if he commences his employ-
ment between such date and January 1, 1945, on or before the date
he commences such employment. Under the amendment as rephrased
by the committee, the number of withholding exemptions which the
employee may claim on such new certificate shall be the number which
he would be entitled to claim if the day on which such certificate is
furnished were January 1, 1945. 1If the certificate is furnished within
the time prescribed, it will be given effect with the first payment of
wages on or after January 1, 1945. However, if the new certificate
is not furnished on or before December 1, 1944, but is furnished prior
to January 1, 1945, it shall take effect in accordance with the provi-
sions of section 1622 (h) (3) (B), as added by this section of the bill,
unless it is furnished on or before the date of commencement of em-
ployment. Therefore, in such a case where the new certificate is fur-
nished during the month of December 1944, but not on the first day
of such month and not on or before the date of the commencement of
employment, the new certificate shall take effect with respect to the
first payment of wages made on or after the first status determination
date occurring at least 30 days after the furnishing of such new certifi-
cate. However, at the election of the employer such certificate may
be given effect with respect to any payment of wages made on or after
the date on which it is furnished, except that it shall not be made
effective-with respect to any wages paid prior to January 1, 1945. The
provisions of section 1622 (h) (3) (B) will also govern the situation
where a new certificate is not furnished until on or after January 1,
1945, and is not furnished on or before the date of the commencement
of employment, provided a certificate was in effect with the same em-
plczier on December 31, 1944, under the provisions of section 1622 (h)
without regard to the amendments made by this bill. )

Through the elimination by section 10 (b) of the bill of July 1 as the
status determination date for the personal exemption and credit for
dependents under section 25 of the code, it is no longer necessary that
under section 1622 (h) (1) an employer be prevented from giving effect
to changes in the status of his employees occurring after July 1.
Therefore, section 22 (f) of the bill amends section 1622 (h) (1) so as
to permit the employer, if he so elects, to give immediate effect to any
withholding exemption certificate with respect to wages paid after
* the date of furnishing it to the employer. Tﬁlﬁ amendment is effective
only with respect to wages paid during the calendar year 1944.
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