











These adjustments in later years will have to be
made for state and local taxes as well where the state

i follows the federal income tax rules.

There are a number of arbitrary cutoffs in the bill
that seem poorly thought out. Why, for example,
should the deduction be denied to wives whose ad-
justed gross income exceeds $50,000? And why should
the deduction be limited to $10,000 per child per year?
No such limits apparently apply to the husband’s DOI
income.

A possible answer lies in one of the most peculiar
aspects of the bill. Its authors think it will raise reve-
nue. This revenue is earmarked in the bill for repay-
ment of the national debt. The expected profit results
from the belief that husbands will generally be taxed
on their DOI income at 28 percent or higher, whereas
wives will take deductions at 15 percent (if at all). I am
skeptical about the profit estimate, but if it turns out
to be true, it will be a very bad thing. Do we really
want to take child support from the mouths of babes
to pay down the national debt?

The ultimate purpose of this Rube Goldberg tax bill
is apparently simply to collect some child support from
husbands and pay it to wives. It is cast as a tax bill,
but it makes no sense as one, and despite all the
deemed this and constructive that, the proposed tax
rules do not and cannot arrive at results that are “cor-
rect” in any recognizable tax sense. So if the bill has
any merit at all, it can only be as a tool for the collection
of child support.

But if it seems desirable as a policy matter for the

§' IRS to collect child support, it should be done directly.

Nothing is gained and much is lost by distorting the
tax rules to collect child support as taxes on DOI, and
to distribute it again in the form of a bad debt deduc-
tion. If the IRS collected child support from the hus-
band and distributed it to the wife without the pretense
that it involved taxes at all, the proposal would be far
simpler and more effective.

For the wives who are most in need of help, H.R.
816 provides nothing because they probably do not pay
taxes in the first place and have no use for the “bad
debt” deduction. A wife with two children can earn up
to about $25,500 before incurring any income tax
liability at all.> Thus she would receive nothing even
if the IRS manages to collect some of her support in
the form of “taxes” on “DOI” from the husband. This
seems unconscionable.

For women with higher incomes, the benefits are
still very small and highly unlikely to make much real

°For 1999, a woman with two children filing as head of
household would need to earn more than $14,600 before in-
curring any income tax liability under the tables, without
taking into account the Earned Income Tax Credit worth up
to $3,556 and the new Child Tax Credit of $1,000. Taking the
credits into account, if the taxpayer has $25,500 of earned
income, her entire tax of $1,635 from the tables will be
credited by the EITC ($639) and CTC ($1,000), and she will
have no use for the deduction.

TAX NOTES, November 20, 2000

COMMENTARY / VIEWPOINTS

difference in children’s lives. If the average amount of
child support paid per year is $3,795,° a wife would
need nearly $29,000 of income to be able to deduct it
in full, and at 15 percent, the deduction would generate
only $569 in tax reduction, a benefit that increases her
net income after tax by less than 2 percent. This seems
hardly worth the trouble, and one suspects the real
beneficiary will be H & R Block.

If the IRS can find the husbands and get them to pay
support as “taxes,” there is no reason to collect only 28
percent of the support. Why not just collect it all, and
pay it all over to the wives? (Without the IRS charging
a 50 percent profit to pay down the national debt.) The
pretense of collecting taxes rather than child support
means that the support still has to be collected all over
again through some other agency, after which the “tax”
transactions must be undone with the absurd correc-
tive adjustments proposed under the bill. In short, H.R.
816 would be very complicated, wasteful, and
counterproductive. A much more promising proposal
would be for the IRS simply to collect and distribute
child support as child support, which S. 2288 would
do.

At present, the IRS already does collect some child
support through the refund intercept program, without
pretending it is a tax, and the program appears to be
reasonably successful. One frequent difficulty with the
interception regime is caused by the joint return. If the
husband has remarried and files jointly with his second
wife, some of the intercepted refund may belong to her.
Because she does not owe the husband'’s child support
she has a right to demand and receive her share of the
refund. This creates complications, but at least it is fair
in principle.

Consider what would happen in the same scenario
under the bad debt/DOI scheme of H.R. 816. If the DOI
is “income,” then the second wife filing jointly will be
personally liable for the “tax” under section 6013(d).
This is obviously indefensible.

Many other countries already go farther than our
intercept program and use their tax systems to collect
child support directly through the same wage with-
holding as the income tax. Australia and New
Zealand have been doing so for some years. That is
what S. 2288 would do. I do not know whether the
IRS would be able to collect support more efficiently
than the current (partially federalized) system of en-
forcement, which already makes use of wage with-
holding. But it is certainly worth considering, and
H.R. 816 is not.

¢According to Geraldine Spencer, president of the Associa-
tion for Children for Enforcement of Support, quoted in BNA
Daily Tax Report, Sept. 27, 2000, at G-4.
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