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FORM W-4

FRIDAY, FEBRUARY 6, 1987

U.S. SENATE, SUBCOMMITTEE ON PRIVATE RETIREMENT
PLANS AND OVERSIGHT OF THE INTERNAL REVENUE
SERVICE OF THE COMMITTEE ON FINANCE

Washington, DC.

- The committee was convened, pursuant to notice, at 8:33 a.m., in
Room SD-215, Dirksen Senate Office Building, Hon. David Pryor
- (chairman) presiding.

- Present: Senators Pryor, Heinz and Durenberger.

[The press release announcing the hearing and the prepared
statements of Senators Pryor, Durenberger and Symms and a
report prepared by the Joint Committee on Taxation follows:]

[Press Release # H-7]

FINANCE SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERvVICE TO HOLD
HeARING ON ForM W-4

WasniNGgTON, DC.—The Honorable David Pryor (D-Ark), Chairman of the Sub-
committee on Private Retirement Plans and Oversight of the Internal Revenue
Service, announced today that the Subcommittee will hold a hearing on the new
Form W-4 for withholding. The hearing will begin at 8:30 A.M. on Friday, February
6, 1987 in Room SD-215, Dirksen Senate Office Building.

Senator Pryor said the Subcommittee will receive testimony from a number of in-
vited witnesses, including representatives from the Internal Revenue Service and
small business.

“This form has created nothing short of mass confusion,” Pryor said Thursday.

“The LR.S. has sent out videotapes trying to explain it. Federal employees are
holding seminars trying to explain it. And one private tax preparing service is even
s;l)ending the better part of a month providing their services for free trying to ex-
plain it.”

“And despite all this, taxpayers tell me they're coming away from some of these
seminars more confused than ever.”

“Congress asked the LR.S. to come up with a way to make taxes withheld from an
employee’s paycheck more evenly match what they actually owe at the end of the
year,” Pryor said. “But clearly there has to be a better way to achieve that goal.”

8V)



OPENING STATEMENT OF DAVID PRYOR
CHAIRMAN OF THE FINANCE SUBCOMMITTEE ON PRIVATE
RETIREMENT PLANS AND OVERSIGHT OF THE INTERNAL REVENUE SERVICE

February 6, 1987

I want to thank you, Commissioner Gibbs, for rearranging
your schedule in order that you talk with us this morning re-
garding the new W-4 form. I understand you must appear shortly
before the House Subcommittee chaired by Congressman Pickle,
and I will do everything I can to make sure you arrive on time.

Mr. Commissioner, the new W-4 form is a disaster. It is a
fiasco. Our question today is what are you going to do about it?

My suggestion is simple.

Admit: The I.R.S. laid an egg.

Admit: We can now substitute a better and more simple form
that the taxpayer' can comprehend.

In 1986, the American taxpayer kept hearing the following

report: Fair and simplified taxation is on the way!!

In 1987, the taxpayer is now seeing their introduction to
"Tax Simplification" - the W-4 form that has started a prairie
fire across America that is léading to a taxpayer's revolt.

In the Tax Reform Act of 1986 Congress delegates to the
I.R.S. the power to modify the withholding schedules and the

W-4 form.
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The purposce: to more accurately match withholding with the tax-
pavers actual obligiation.

The actual language of the Senate Finance Committee report
stated: "Neither the Form W-4 por the wage withholding tables is
to be made more complex when they are revised in accordance with
the provision of the Bill."

Mr. Commissioner, | believe that a serious breach of the
Congressional mandate has occurred. The W-4 form is a prime
example of "bureaucratic overrcach'.

The W-4 form overwhelms and intimidates the average tax-
paver of Amecrica. It is filled with tax and accounting terms
that mystify and frustrate the citizens of our country.

Am [ alone in my assessment of the W-4 form?

Even James Baker, Sccretary of the Treasury, stated it
was time to relook at the W-3. The distinguished chairman of
this Committee, Scnator Llovd Bentsen, recently said it was
time to go back to the drawing board and crecate a new form.

Seminars and training sesstons are being conducted acrvoss
America which even add to the frustration.

And ceven the 1.R.S., which gave birth to the W-4, has now
printed up 20,000 videotapes to send across the country to
explain the W-4.

The W-4's complexity has resulted in an overwhelming and
massive fatlure, and the purposce of this hearing is to reveiew

this form itself - to look at alternatives - and to receive an



update on how the I.R.S. is presently proceeding to make the form
simpler and workable. .
The public is in a quandry.
Do we throw the W-4 form in the wastebasket or fill it
out, subjecting ourselves to severce civil and possible criminal
penalties if we guess wrong?

This morning, we scck those answers.



STATEMENT OF SENATOR DAVE DURENBERGER
BEFORE THE
SENATE FINANCE COMMITTEE
SUBCOMITTEE ON OVERSIGHT OF THE IRS
FEBRUARY 6, 1987

Good Morning, Mr. Chairman. I want to commend you for
holding this hearing so early in the year. 1I'm sure that your
office has been inundated with as many letters from individuals
and businesses as my office has been on the unncessary complexity
of the new W-4 Form

Quite frankly, Mr. Chairman this entire situation should
never have arisen. Last year, when we in this Commitee adopted
the Tax Reform Bill and directed the IRS to develop a new W-4
Porm, we specifically ordered the IRS not to make the Form more
complex. Let me briefly quote to you from the Senate Finance
Committee Report at pages 215 and 216: '

"The Committee believes that increased complexity in the
current W-4 and wage withholding tables is not desirable, even if
it were designed to permit withholding to approximate tax
liability more closely. Consequently, neither Form W-4 nor the
withholding tables is to be made more complex when they are
revised in accordance with this provision of the bill.”

I cannot imagine how much clearer we could have been in our
direction to the Service. The IRS blatantly ignored our
directive and devised a Form that is far more complex than the
earlier W-4, Quite frankly, I am amazed that IRS could be so
indifferent to the demands of Congress and devise such a
convoluted tax form that only a tax accountant could understand.

We all know that if the tables were turned and a citizen so
blatantly ignored a directive from the IRS, he would be subjected

to reams of computer-generated mail which would threaten

penalties, interest charges and asset seizures.



At four pages in length, it is twice as long as the Form it
replaced and more complex than many actual 1040 income tax
returns. 1In order for many taxpayers to compute their
withholding allowances, they will have to do a variety of complex
calculations and £fill in as many as 46 separate lines of
information. That's more than twice as many calculations as was
required on the earlier Form!

Mr. Chairman, even IRS recognized the complexity of the Form
when it released the Form. The Instructions for the Form suggest
that taxpayers consult four separate IRS publications to make
sure that their withholding is correct. For Example, the
taxpa&ez may want to consult Publication 919 "is My withholding
Correct?"” Or the taxpayer may want to consult Publication 505
"Tax Withholding and Estiméted Tax.,"

This situation is just ridulous. Part of what we in the
Congress sought to achieve in tax reform was some modicum of tax
simplification. By devising this ridiculously complex Form, IRS
has breached the public's confidence in the promise of tax
reform.

When we adopted the tax reform bill we raised the amount
that taxpayers must have withheld from wages from 80 percent to
90 percent. Individuals who fail to meet the new withholding
requjrement are subject to an interest penalty charge under
Section 6654 of the Internal Revenue Code.

1 have introduced legislation (S. 350) along with Senators
Danforth, Wallop, Armstrong and Roth that would waive the
penalty/interest provisions of Section 6654 for those individual

taxpayers whose estimated tax and withholding payments satisfy at



least the 80 percent test of prior law, This waiver is
temporary; it will only apply until April 15, 1988. And it only
applies to individuals, not to corporations.

The failure of IRS to develop a simple and straight forward
W-4 Form makes it difficult, if not impossible, for most
individual taxpayers to comply with the 90 percent withholding
requirement that we adopted in the Tax Reform Act. I can assure
you that millions of taxpayers will mazke a good faith effort to
fill out the W-4, only to find out that when their tax returns
are due, they have not met the 90 percent test,

To subject these taxpayers to the penalty/interest charges
of Section 6654 would just not be fair. Tha: is why I have
introduced S. 350 It recognizes that taxpayers will inevitably
make errors in calculating their withholding only because the IRS
has not provided a suitable Form for calculating withhelding.

The 90 percent withholding requirement allows taxpayers
little margin for error. This legislation allows taxpayers
greater leeway in 1987 to assess the appropriate amount to
withhold without being subjected to statutory penalties,

Once taxpayers have had a chance to compare their 1987
withholding calculations with their final 1987 tax liability,
they will be able to recompute their withholding in 1988 to meet
the 90 percent test. In the meantime, IRS should make every

effort to redesign the current W-4,.



STATEMENT OF SENATOR STEVE SYMMS
TO THE
SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE
COMMITTEE ON FINANCE

February 6, 1987

The focus of these hearings is the incredibly complex W-4
form the I.R.S. has designed for every wage and salary earner, to
comply with the Tax Refora Act of 1986, The new W-4 fora is so
complex that every member of the Senate is already receiving hate
mail from angry taxpayers! One of my constituents wrote me a
meesage on the face of the new form:

"THIS is tex SIMPLIFICATION?!!! Thanks a lot, Senator!

Actually, I think the problem 1s not so much with the W-4 form
itself., After all, Congress mandated the I.R.S. to develop a way
to make withholding more accurate, and Congress changed the law
to enforce a 90 percent level for advance paying of tax
liabilities. The I.,R.S. has complied with the wishes of Congress
— but the wishes of Congress were poorly thought out,

Most people make adjustments to their withholding forms
whenever they get married or divorced, whenever they have
children, and whenever they figure out their taxes on Form 1040
and discover they are either receiving a very large refund or
paying a large amount on April 15,

On April 15, 1988, millions of Americans are goiug to find
that they have to pay something — rather than getting a refund.
To be sure, the new tax law "requires" everyone to file a new W-
4. That is why 1 say the problem is not so much with the I.R.S.
snd the overly complex W-4, but with the transitinn between the
nev tax rates and the old tax rates. We have to permit people
more time to become familiar with the new law.

1 have fotroduced a bill, S. 457, the "Tax Underwithholding
Penalty Amnesty"” bill, to solve this problea that the Congress
created in the Tax Reform Act of 1986 — the problea that we have
imposed a massive information burden on the average American.
This is an information burden because we have demanded that every
taxpayer essentially figure out his year’s tax liability in
advance rather than doing it between January 1 and April 15 of
the next year.
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Statement of Senator Steve Symms in support of S. 457 page 2

For the individual who files as a single person, with no
dependents and with none of the deductions we eliminated in the
new tax law, the withholding tables will work very well, Even
the new W-4 is not a problem for such a person because they only
have to f1ll out the top and bottom lines., That person can skip
the complex middle part of the new W-4 form.

But what about the married couple, with two working
parents. They have to fill out that complex middle portion of
the W-4 form -- and most horribly that table on page 4, look up
the number, copy the number back on page 2 and divide by $1,900.
Good Grief!

1 would expect most married people to throw the W-4 form
away and just let their employers enter a “2° on October ist.
But if this married couple had a few children, or some IRA
deductions that have disappeared, or the tax credit for the
working spouse that has been eliminated, they are going to find
themselves in trouble.

Why? Because the withholding tzx tables are based on a
forecast of a taxpayer’s average tax liability as an individual
whereas the actual tax liability {s computed on the marginal tax
rate of the second earner, This applies equally to someone with
two jobs,

Consider the following example: Assume a husband earning
$25,000 and a working wife earning $20,000. The husband’s
withholding amount will be based on a marginal tax rate of 15
percent and an average tax rate of 10.4 percent, The wife’s
withholding amount will be based on a marginal tax rate of 15
percent and an average tax rate of 9.2 percent,

The wife’s {ncome tax liability, however, will be based on
a marginal rate of 28 percent, because that is the marginal rate
of the couple”s joint income of $45,000. Their average tax rate
will be 14.2 percent. But the withholding for the husband was
based on a formula that computed a 10.4 percent average tax and
for the wife a 9.2 percent average tax. Roughly speaking, the
husband was 3.8 percent underwithheld and the wife was 5.0
percent underwithheld. Their extra tax liability on April 15,
1988, will be about $2,000. That is the reason why the very
precise tax table on page 4 of the new W-4 form was included --
to give working couples (and those with two jobs) a chance to
calculate their tax liabilities in advance,

Most people don“t understand the difference between the
average tax rate and the warginal tax rate, and nobody should be
ashamed 1f they don”t fully understand the issue because it {is
just one more complexity that is inherent in a progressive income
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Statement of Senator Steve Symms in support of S. 457 page 3

tax., Even with only two brackets, which we will have in 1988,
the difference between the marginal rates and the average rates
will be large in the lower income ranges -- the ranges that
include over 90 percent of all taxpayers.

This is the reason why I have introduced S. 457, because
this is the problem with underwithholding -- a failure to file
the new W-4 because it is just too complicated to figure out
taxes in advance of April 15, 1988 for a majority of Americans,
Let’s give everyone a year of experience with the new tax law
before we start imposing penalties.

In addition, my '"Tax Underwithholding Penalty Amnesty" bill
provides for a simple method for installment payments of the
amount that has been underwithheld, provided the taxpayer
certifies that a corrected W-4 form has been filed, The
hypothetical working couple I discussed above may end up owing a
lot more than $2,000 if they have lost IRA deductions and the
wvorking spouse tax credit. Why should we force them to borrow
from a bank or a credit card ‘to pay their taxes? '

Why should we force millions of working couples to borrow,
or worse (from the I.R.S.”s perspective) negotiating with the
I.R.S, to make installment payments? Let”s set up some clear
procedures for three installment payments in the law itself, as a
transition rule, for one year only. That is what S. 457
provides., It i3 a simple transition measure to get out of this
terrible mess the Congress has created for millions of Americans,
and iv is the easiest way out: simply let one year psss, and
every taxpayer will fill out a Form 1040, compute their taxes in
the nurmal way after the tax year has ended and discover in many
cases that they should change their withholding amounts; file a
new W-4 form,

S. 457 authorizes a simple procedure for solving the
current W-4 problem, literally by making it go away for one year;
giving people a chance to figure out their taxes for 1987 on
April 15, 1988; file the new W-4 they would probably be filling
out anyway; make any deficiency payments in three easy
installments (all within fiscal year 1988, at noraal rates of
interest, so the budget deficit will not be made larger); and
start paying at the new, lower tax rates we adopted last year
without a big, bad surprise at the outset to make everyone angry.

We have already had a taste of the taxpayers”’ anger. That
1s the reason these hearings are being held today. Let”s solve
this problem right now by enacting a one-year transition rule for
the average American working family.

4
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Introduction

The Senate Finance Subcommittee on Private Retirement
Plans and Oversight of the Internal Revenue Service has
scheduled a public hearing on February 6, 1987, on the new
IRS Form W-4 relating to withholding of Federal income tax
from employee's wages.

The first part of this document! discusses background
and present law relating to Form W-4. The second part
indicates the recent IRS action with respect to the new Form
W-4, The third part summarizes Senate legislative proposals
(S. 350, S. 388, and S. 457) relating to estimated tax
penalties and underpayments of tax. The appendix shows the
old and new versions of Form W-4 {as well as the attached
instructions).

1 This document may be cited as follows: Joint Committee on
Taxation, New IRS Form W-4 (Withholding of Federal Income
Tax) (JCX-3-87), February 5, 1987.
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I. Background and Present Law

Present and Prior Law

Present law, which was not amended by the Tax Reform Act
of 1986, requires the Treasury to prescribe tables and
computational procedures for determining the appropriate
amount of Federal income tax to be deducted and withheld by
employers from wages paid to their employees (Code sec.
3402(a)). Form W-4 is the form that enables that calculation
to be performed.

Form W-4 is completed by the employee, who furnishes it
to the employer. The employer uses this form to determine
the proper level of income tax withholding. The employer
does this by using tables issued by the Treasury that specify
the proper amount of income tax withholding, considering the
employee's wage level and number of withholding allowances
claimed.

The employee completes Form W-4 by determining the
proper number of withholding allowances (or exemptions) to
which he or she is entitled. Withholding allowances may be
claimed for the employee and any dependents (Code sec.
3402(f)) and for itemized deductions and estimated tax
credits (Code sec. 3402(m)). Other items prescribed in
requlations may also be claimed. The regulations issued
prior to the enactment of the Tax Reform Act of 1986
generally permitted most adjustments to income, itemized
deductions, tax credits, net losses from businesses and
farming, and income averaging, to be considered in computing
withholding allowances (see Treas. Reg. sec. 31.3402(m)-1).
Under prior law, an employee's Form W-4 generally remaineg in
effect until the employee revoked it and filed a new one,

Tax Reform Act of 1986

lGenqul effect of Act on withholding

The 1986 Act affects the wage withholding system in two
ways. First, the 1986 Act alters numerous provisions of the

2 The employer is required to furnish copies of certain
Forms W-4 to the IRS, such as those that claim more than a
specified number of allowances or that claim total exemption
from withholding (where wages are above $200 per week)
(Treas. Reg. sec. 31.3402(f)(2)-1(g)}). The IRS examines
these forms, and if, after contacting the employee, it
determines that a claim of withholding allowances cannot be
justified, it notifies the employer to change the employee's
withholding.
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Code relating to itemized deductions, tax credits, net losses
from certain activities, and other items that were permitted
to be considered in computing withholding allowances.
Accordingly, Forms W-4 that claimed withholding allowances
with respect to any of these altered provisions have become
inaccurate, For example, a Form W-4 that claimed allowances
for income averaging or the two-earner deduction (which were
repealed in the 1986 Act) is now inaccurate, in that it
claims excessive allowances. Also, a Form W-4 that claimed
allowances for IRA contributions may now be inaccurate,
depending on the extent to which the taxpayer remains
entitled to deduct contributions to an IRA. Similarly, a
Form W-4 that claimed allowances for itemized deductions of
consumer interest is now inaccurate.

Second, the 1986 Act affects the tables issued by the
Treasury that are used by employers to determine the proper
“amount of withholding., The 1986 Act affects these tables
primarily by altering the tax rates and brackets. In
addition, the 1986 Act increased the dollar amount of
personal exemptions (from $1,080 in 1986 to $1,900 in 1987),
which significantly affects the value of withholding
allowances.

Requirement to file new Form W-4

Congress determined that, in light of the major
modifications that are made in the 1986 Act to the income tax
law, the income tax withholding system needed to be modified.
Congress believed that these major changes made it necessary
for employees to file revised Forms W-4.

Consequently, the 1986 Act expressly requires that
employees file a revised Form W-4 before October 1, 1987.3
They must do so on a Form W-4 that has been revised by the
IRS to reflect the changes in the Code may by the 1986 Act.?
iIf an employee does not file a revised Form W-4 by October 1,
1987, the employer must withhold income taxes as if the
employee claimed one allowance (if the employee checked the
"Single"” box on the most recent Form W-4 that the employee
filed) or two allowances (if the employee checked the
"Married” box).

3 sec. 1581(c) of the Tax Reform Act of 1986 (P.L. 99-514),

4 1t is also permissible for employees to fulfill the
requirements of this provision by filing on a substitute Form
W-4 provided by the employer, so long as that form has been
revised to parallel the official form and the substitute form
complies with all IRS requirements pertaining to substitute
Forms W-4.
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The 1986 Act also requires that the IRS and Treasury
modify the withholding schedules under section 3402 to better
approximate tax liabiéity under the changes in the tax law
made by the 1986 Act. Congress expected that this
modification would affect at least two major items, First,
Form W-4 was to be modified. Second, the withholding tables
used by employers to determine the proper amount of income
tax withholding were also to be modified.

With respect to modifying Form W-4, Congress expected
that the [RS would make every effort to notify taxpayers that
Form W-4 has been modified and that taxpayers must file the
modified form with their employers befnre October 1, 1987,

In addition, Congress expected that the IRS would issue the
revised Form W-4 well before that date, to minimize the
inconvenience of filing new forms for both employers and
employees.

The legisliative history states® that the modified form
and tables should be designed so that withholding from
taxpayer's wages approximates as closely as possible the
taxpayer's ultimate tax liability. While ~ecognizing that it
is impossible to accomplish this goal with absolut: precision
in the case of each taxpayer, Congress believed that it is
vital to the integrity of the tax system that the amount of
tax withheld from wages closely match the taxpayer's ultimate
tax liability. While Congress recognized that substantial
involuntary overwithholding is undesirable, Congress also
recognized that substantial underwithholding would create
significant collection and enforcement problems,

The legislative history states that, while Congress
believed that the changes in the substantive tax lawv made by
the 1986 Act will permit wage withholding to approximate tax
liability more closely for many taxpayers, Congress believed
that increased cemplexity beyond that of the previous Form
W-4 and wage withholding tables is not desirable, even if it
were designed to rermit withholding to approximate tax
liability more closely. Consequently, the legislative

5 Sec. 1581(a) of the Tax Reform Act of 1986 (P.L. 99-514).

6 see s. Rep. 99-313, pp. 214-21¢ (Senate Finance Committee
Report); H. Rep. 99-841, Vol. Il (Septembe: 18, 1986), pp.
8319-820 (Conference Report}.

7 A significant portion of overwithholding appears to be
attributable to the preference of those individuals either to
assure that they will not owe any additional taxes when they
file their returns the following year or to establish a pool
of savings.
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history states, "neither Form W-4 nor the wage withholding
tables is to be made more complex when thef age revised in
accordance vith this provision of the [Act]."

Il. IRS Action

Oon November 18, 1986, the Internal Revenue Service
released the revised Form W-4., The revised Form W-4,
including attached instructions and worksheets, is four pages
long. The previous Form W-4 was two pages long. (Both the
previous Form W-4 and the newly revised Form W-4 are included
in an appendix to this document.)

The most significant difference between the new form and
the previous form is that if husband and wife both work (or
if one taxpayer holds more than one job), the wages from
these multiple jobs must all be aggregated in computing the
withholding allowances that may be claimed. This parallels
the aggregation that must be done in filing the actual tax
return. Computing the number of allowances is done using a
10-step calculation and a one-page table. The new form
states that performing this calculation is mandatory. The
previous form did not explicitly require that all wages be
aggregated (although aggregation is implied by the heading to
Table 1 on the previous form}., As a result, the previous
form may have caused underwithholding for some married
couples, thus potentially exposing them to penalties.

Another difference petween the new form and the previous
form are that the instructions on the new form are generally
more extensive, The calculation of allowances for estimated
itemized deductions and tax credits is somewhat simpler on
the new fcrm than it was on the previous form. The typeface
on the new form is significantly larger than the typeface on
the previous form,

IIT. Legislative Proposals
Present Law
Estimated tax rules
If the withholding of income taxes from wages does not
cover an individual's total income tax liability, the
individual, in general, is required to make quarterly

estimated tax payments. An underpayment of an estimated tax
installment will, unless certain exceptions are applicable,

8 see s. Rep. 99-313, p. 216 (Senate Finance Committee
Report).
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result in the imposition of an estimated tax penalty, which
is equivalent to the statutory rate of interest on the amount
of underpayment for the period of underpayment {(Code sec.
6654)., 1In order to avoid the penalty, prior law provided
that individuals must make quarterly estimated tax payments
that equal at least the lesser of 100 percent of last year's
tax liabhility or 80 percent of the current year's tax
liability. Amounts withheld from wages are considered to be
estimated tax payments.

The 1986 Act increased from 80 percent to 390 percent the
proportion of the current year's tax liability that taxpayers
must make as estimated tax payments in order to avoid the
estimated tax penalty. The alternate test of 100 percent of
the preceding year's liability was unchanged by cthe 1986 Act.
This provision became effective with respect to taxable years
beginning after December 31, 1986.

Waiver of estimated tax penalties

The 1986 Act waives these estimated tax penalties for
tax year 1986 by allowing individual taxpayers until April
1S, 1987, to pay their full 1986 income tax liabilities
without incurring any estimated tax penalties on account of
underpayments of estimated tax to the extent that the
underpayments wer2 created or increased by the 1986 Act.

Employer timetable for withholding changes

The Internal Revenue Code provides that, once an
employer receives a revised Form W-4 from an employee, the
employer must adjgst the employee's withholding no later than
a specified date. That date is the first status
determination date that is at least 30 days from the date on
which the employee gives the revised form to the employer,
The four status determination dates are January 1, May 1,
July 1, and October 1 of each year. Many employers give
effect to revised forms well before this statutorily mandated
deadline,

Payment of taxes

Individuals must pay their taxes in full by the due date
of their returns (general}a, April 15 of each year) or they
are subject to a penalty. The Code generally does not
permit individuals to pay their taxes in installments after
the due date of those taxes.

9 Code sec. 3402(f)(3)(B).
10 Code sec. 6651.
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S. 350 (Senators Durenberger, Danforth, wallog, Armstrong,
and Boschwitz)

S. 350 would extend the waiver of estimated tax
penaities another year. Under the bill, no estimated tax
penalties would be imposed on individuals for taxable years
1986 and 1987 to the extent that the underpayment of
estimated tax was created or increased by any provision of
the 1986 Act. Taxpayers would still be required to pay their
1986 taxes by April 15, 1987, and to pay their 1987 taxes by
April 15, 1988, or i?ey would be subject to a penalty for
failure to pay tax,

S. 388 (Senator Levin)

Section one of S. 388 would waive individual estimated
tax penalties for taxable years beginning in 1987 or 1988 if
the penalty is attributable to an underpayment of tax that
would not have occurred if the employer had withheld taxes in
accordance with a Form W-4 that was properly filed by the
employee. The intent of this section is to waive penalties
imposed on employees that are caused by the employer's
failure to make required withholding adjustments promptly.

Section two of the bill would delay for two years (from
taxable years beginning after December 31, 1986, to taxable
years beginning after December 31, 1988) the provision of the
1986 Act that increased from 80 to 90 percent the portion of
the current year's tax liability that may be paid as
estimated tax payments (including withholding) to avoid an
estimated tax penalty.

S. 457 (Senator Symms)

Section one of S. 457 would delay for one year the
provision of the 1986 Act that increased from 80 to 90
percent the portion of the current year's tax liability that
must be paid by individuals as estimated tax payments to
avoid an estimated tax penalty. Section one also would
extend the waiver of individual estimated tax penalties
another year.

Section two of the bill would provide that certain
individuals may elect to pay part or all of the income taxes
owed for taxable year 1987 in three equal installments. The
first installment would be due April 15, 1588; the second
installment would be due on June 15, 1988; and the third
installment would be due on September 15, 1988. Taxpayers
making this election would be required to pay interest. To

11 Code sec. 6651.
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be eligible to make this election, an individual must have
net income from sources other than wages or salary of $1,000
or less, and must certify that a properly filed Form W-4 has
been (or will be) filed with the individual's employer no
later than May 1, 1988,
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APPENDIX : FORM -4

Deperiment of the Treasury --interngl Revenue Sernce

Employee’s Withholding Allowance Certlficate

old form - page |

OMB No 15480010
Gpres 113087

1 Type or print your full name

2 Your social security number

Home address (number and street of rural route)

City or town, State, and 2IP code

Status

D Singe O Marned
3 Mantal ] [0 Marmed, but withhold at higher Single rate
Nete: tf marned, but legally separated. or spouse s 8

nonres:dent slien, check the Single box

4 Total number of sliowances you‘ou claiming (from (ine F of the worksheet on page 2)
§ Addtional amount, f any, you want deducted from each pay

61 claim exemption from withholding because (see instructions ondcheck bom below th:t opply)
a D Last year | did not owe any Federsl income tax and had a nght to a full refund of ALL income tax withheid, AND

» (s year 1 do not expect to owe any Federal income tax and expect to have a night to a full refund of
ALL income tax withheld. I both 3 and b apply, enter the year etfective and " EXEMPT" here

¢ Hyou entered "EXEMPT' on line 6b, are you a full-ime student? .

uww-::m mmnmummtommd-mnmwummmmm wﬂwmm-«wummllwm

tiad to claem
Empioyee’s signature B

Date p

.19

7 Empiloyer's name and address (Employer: Complate 7, 8, and 9 only Iif sending to IRS)

8 Office | 9 Employer identification number
code

Changes You Shouid Note.—The value of each
withholdirg aliowance has increased to $1,040
and the income tax brackets have expanded to
reflect indexing Therefore, income tax
withhoiding has decreased. If you claim
withholding aliowances for daductions and
credds, yw should check to be sure that enough
tax is being withheid

Reduction Act

you BIve your empioyer 3
certihicate, you wil be trested a3 a single person
with no withholding allowances a3 required by
law. Wa ask for this information to casry out the
Internal Revenue laws of the Unded States. We

the information to the Dept. of Justice

Detach along thes kne Gve the top pert of tvs form Lo empioyer; keep the Jower pert for your records

belng withheid than Is property allowable. In
addition, criminal pensities apply for
talse or uu‘uhm Information or

mation requiring sn

Line-By-Line Instructions

Fill i the mum e mation in Boxes | and
2 1 you are marned and want tax withheid at the
Lar rate for marred persons, check
“ “sn Box 3.  you are marned and want
tax withheid at the higher Su rate (beuuu

cradits or income averagig. skip D and E, add
Unes A, B, and C, enter the total on hine F and
carry the total over to kne 4 of Form W-4.
?ﬂ&:‘, Befors you claim ullo;:ncos und(u Dand
. total your non-wage laxable income (interest,
dimdends, uﬂompl‘gvmf wmcome, etc ) and
sudtract thrs from d deductions
you would othermse enter in D1 1f your non-
wage income 13 greater than the amount of

estimated deductions, cannot clam any
allowances uncder D. , YOu shouid take
one-third of the excess (non-wage Income over

both you and your spouse , for
check “Marned, dbut withhold at hgher Smdc
rate” in Box 3.

)} and a0d this > the
appropnate A’ value in Tadle 1 if determining
afiowances under £.

w:&’rumlmptmwtolmsmuw Line 4 of Form W-4 D. Ak for esth d deducth
::"%:rmwm e € Total number of ol —Usethe n;_«.munmm-m youm..y‘b:
roquees complete  Add b eet on page 2 Lo figure your o s vts et st shcwm o Schaduies C. O,
vt P byibg birogd o e e e et e {egory £ s FLF ot 10401, the st hre of Part i of
rmumuxmmyaum varumw4 Hmmw-mmmm«wm. Form 4797, mmmr':'wbuwwe"‘d
rmlmmmoduntrlyoucm o'.dyou YOu may not cigim the same allowances with modwst s (suduslluot

entered “EXEMPT" on line 6b 8l
l‘obruuylSalncnml By:orrpcuympmu
this form, you can fit the amo thheid

more than one empioyer at the same time. H you
uomndlndbﬂhmmmwouunn

from your wages to your tax Mbnmy

i you got 8 large refund Last year. you may be
having too much tax withheid If 50, you may
want {0 increase the number of your allowances

on line 4 by sny other alowances you

uommmmddbwm and how

to hgure them, are explaned in detad below.
nmmdnhmmdmhﬂyw you

may not be enough tax withheid. i 50, you
can claum fewer 3l Ionnasonml or a3k that
:\m“ | 1 be on'line 8, of

i the number of withholding atlowances you
are enttied to clsim decreases to less than you
878 NOW clauTung, you must file 8 new W-4 with
your days.

below explain how to fill in
and

more information on
Mvwmﬂﬂm most IRS offices.
For more information sdout who qualifies as

your dependent, Mmmunulw
and what tax credits you qualy for, see the
Form 1040 Instructions.

Vumuwsmnmm.m
ressonsbie basis, 8 W-4 that results in less tax

d, you may not both claim the same
asllowances with both of your empioyers at the
ame time. Tomnmohmumoomdm
wthheld, claim 0" silowances on line 4
A Personal silowancee. —You can clawm the
foliowing personal allowances:
1for
you are
Nmanmmammwmmm
not work o 15 nat s or her

, 1 you are 65 or older, and 1 if

contr
ashmony paymants, #1c.). See Schedule A (Form
xmo)mauzucitw yo;:‘m temuze on;i s'c: the
Adpstments to Income 0on on page 1 ot Form
1040 for 3 kst of sdjustments. Do not include
reimbursed 2T of IRA contribut
mace by your em| uniess income tax has
been withheld on them by your empicyer If no tax

. For detaits, see Publication 505.
The deduction sfiowed a marrnied couple when
both work s 10% of the lesser of $30,000 or the
quaihed sarned income of the spouse with the
m"“w".
0Once you have determined thess deductions,
enter the total on kne D1 of the worksheet on
np?mdf(mmmdmhhoum(
sliowances for them.

£. Alowsnces for Lax credits. —if you expect to
taka credits ke those shown on the 1984 Form
1040 (chid care, ressdential energy. otc ). use the
tadle on the top of page 2 to {gure the numbaer of
06tons] Sllowances you Can clam. You may
sstimate these credis. include the earned income
credit only ff you are not recesving
peyment of . Also, #putw«nomcm

of the reduction n
isx because of wwucmmm
security tax ‘when using the table

form W-4 (Rev.1-8%)



Line S of Form W-4

Additional amount, i any, you want deducted
from sach pay.—If you are not having enough
tau withheid from your pay, you may ask yous
employer to withhoks more by fidling in an
s0dtional amount on fine 5 Often, marned
couples, both of whom are working, and persons
with two Or more ;obs need 10 have sddiional tax
withheld You may also need to have addrt:onal
tax withhe!d because you have income other than
wages, such as interest and divdends, capital
gang, rents, akmony received, taxadle socual
secunty benehits, etc Estimate the achount you
will be underwithheid and dvide that amount by

22

the number of pay perods in the year Enter the
8641L0Na1 aMOUNt you want withheld each pay
pencdonine S

Line 6 of Form W-4

€ ption from withholding.—You can ciam
exemption from withholding only if last year you
dxd not owe any Federal income tax and had 8
nght to a refund of all income tax withheld, and
this year you 4o not expect {0 ows any Federal
income tax and expect 10 have a rght to & refung
of alt income tax withheld if you qualify, check
Boxes 63 ana b, write the year exempt status rs
etfective and “EXEMPT"’ on line 60, and answer
Yes or No to the question on in 6¢

old Form-

1 you want to ¢claim gremption ¢ -m
holding next yedr. you myst file & new W4 with
your empioyer on or betore Fedruary 15 of next
year i you are not having Federal income tas
withheid this year, but epect to have 8 tax
Liability nert year, the law requires you 1o give
your empioyer a new W4 dy December 1 of this
year If you are covered by social security. your
employer must withhold social security tax

Your employer must send to IRS any W4
claiming more than 14 withholding stlowances or
ciaiming exemption from withhoiding if the wa
are expected 1o usually exceed $200 2 week The
employer 13 to complele Boxes 7, 8, and 9 only on
copees of the W-4 sent to IRS.

Table 1—For Figuring Your Withholding Atlowan:es for Estimated Tax Credits and Income Averaging (Line E)

Estimated Salaries Head of Married Empbym (Whan | Married Empioyess (When

and Wages from Single Empioyees h hold Employees S5 ployed) | BothSp Are Employsd)
All Sources (A) (8) (A) (8) (A) (&) (A) (8}
Under $15.000 $ 90 $i60 $ 0 %160 $ 50 8130 $ 0 $130
15.000-25,000 120 260 0 260 60 180 310 180
25.001-35.000 160 320 0 320 150 240 70 230
35,001-45,000 240 390 [ 390 200 300 1,380 260
45,001-55.000 610 3%0 [} 390 200 350 2,100 320
$5.001-65.000 1.260 390 110 390 300 3% 2.890 350
Over 65,000 2,250 3%0 730 390 570 390 3,590 390

Worksheet to Figure Your Withholding Allowances To Be Entered on Line 4 of Form W-4

A Personai a.lowances

8 Special withholding aliowance (not to exceed 1 altowanco—m wstruchons on paze 1)

C Allowances for dependents
If you are not claiming any deducnons or cred:ls or mcome averagmg, sknp !mes D and E
Allowances for estimated deductions:

1 Enter the total amount of your estimated Qualified
retuement contributions including IRA and Keogh (H R. 10) plans, dodudm for # marned couple
when both work, business losses including net opoubn' 038 carryovers, moving expenses,
employee busiress expenses, penaity on uny mlhavlwa! u\nnp. and chantabie contridutions
for nonitemizers for the year . . . N 4

2 1t you do not plan to demwze deductions, enter sszoon 1ne D2. if you plan to temaze, ind your
tctai estimated salanes snd wages amaunt in the leRt column of the tadle below (Include salaries
and wages of both spouses.) Resd across to the ngm and find the amount from the column that
apphes to you. Enter that amount on hine D2. .

Estimated &Towﬂnd

Iaiaries of Housshold Marmed €
and wages frem Employees. (008 5pOuse working
a sources: (onty one jod) #and one job only)
Undor $20.000 L8100 .

$3.%00
20.000-45.000 R Y . S . 1900
45,06160.000 1% | of sbimated Lawe L
Over $60.000 1% } ™) ':'_""“"
Subtract ine D2 from line D1 (But not less than zero) .
4 Divide the amount on line D3 by $1,040 (increase any fraction lo tho nm whole numbcr) Enter here

Aliowances for tax credits and income averaging. use Table 1 above for “igunng withholding allowances

[

-

Enter tax credits, excess social security tax withheid, and tax reduction from income averaging
2 Enter the column (A) amount from Table 1 for your salary range and fulmg status (suwlc etc.).
However, enter O if you claim 1 or more allowances on iine D4 . L.
Subtract ine 2 from line 1 (If zero or less, do not complete lines 4 and 5)

Find the column (8) amount from Table 1 for your salary range and filing status .

Divide line 3 by hne 4. increase any fraction to the next whole number. This is the maximum number of
withholding aliowances for tax credits and incoms averaging. Enter here .

Example: A laxpayer who ug«u to file a Federal income Lax return 83 8 singhe person estimates annuol wages d 512 000
and tax credits of $6%0. The $12,000 falls in the wage bracket of under $15,000. The value in column (A) 1s $90
Suwmmg this trom the sstimated credits of $65C leaves $560. The value in column (B) s $160. Dinding $560
by $160 gives 3.5. Sinca any fraction 13 increased 10 the next whole numbet, show 4 oa hine €.
F Total (add Imos A through E). Enter toul here and on line & of Form W4 .

3
4
]

\‘\
=

N

NN

X

S

'If you earn 10% or fess of your total wages from other tobs

or one spouse earns 10% or less of 1he couple’s combined 1otal wages. you Can use the

“'Single and Head of Household Employees (only one jod)” or '’ Marned Empioyees (one spouse working and one Jod only)'” tadle, whichever 13 appropriste.

© US OOVEIRNUENT PRNTING OFFICE. 1084 O-42-047 131348158
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new form=- page |

Department of the Treasury Step-by-Step Instructions
'ﬂ @ 8 7 internal Revenue Service Step 1—How To Compiste Formw.4. —
Fiest, fill in the information asked for or hines
1 through J of the ferm Then, if you think

you might be exempt from withholding read

instructions for Form W-4  fofasicteziosnas

Employee’s Withholding Allowance Certificate Slend onpageg i lrom your pay. see
ARer your new Form W-4 taxes efect. you
Why Must | Complete a New Form W-4? $houkd Chack t0 see if you are having the

‘ proper amount withheld To do this, you may
The Tax Reform Act of 1986 made many changes to the tax faw that could atfect  ° 0 get Publication 919, is My

your taxes for 1987. Therefore, the amount of tax that is now withheld from your

Sy may no longer be correct. So that your employer will not withhold too much of :v,':,?m':: %'ﬁ;ﬁ‘m’;gg"{zm
too little tax from your pay, give your employer a new Form W-4. Withholding and Estimated Tax, and
When Must | File the Form? :::'t'_f::n':ﬂ” 5?,3-‘"1"1:'-1"‘"'; :'“1 986 Tax
Give your amployer a new Form W-4 as s0on as possible. While the law requires ) !

you to file 3 new form before October 1, 1987, you are urged to file early to avod f;'g‘,'gm vy caling 1-800-424-FORM
incorrect withhoiding. Note: If Your Allowances Change.—If the
What Havpens If | Do Not Complete the Form? 2:':}’.2’ gof ;v‘lmnmmw;m youdre
The amount of tax withheid from your pay may not be close to the amount of tax " r 0 fewes than the
you will owe when you file your tax return. If you do not give your employer a new "m‘::,"m’:“n::'xj”ﬁ,’;: %";x:- you
Form W-4, your empioyer will have to ignore any previous form you have filed, and Step 2—Are You Exempt From

the amount withheld will probably not be correct for your tax situation. Withholding?—You are exempt from
How Do | Complete the Form? withhoiding ONLY .

The following instructions tell you how to complete the Form W-4 on this page. L. Lastyear you did not have any Federal
Use the worksheet on page 3 to figure the number of withholding aliowances you income tax latiiity. AND

2. This year you expect to have no Federal
income tax hatulty.
Important Change in the Law. —If you

canclaimon Form W-4.

Please Note: Most employees will have to complete ONLY lines o h

A through E of the worksheet. But if you have a spouse who 1s :&%‘ﬂmk‘;&fm’;}.ﬂ:%f '
also employed, or you have more than one job at the same time, parent’s return), you may not be exempt. You
or you have nonwage income, compiete the rest of the cannot claim exempt status «f you have any
worksheet. You should also complete the worksheet if you have Nno wage income. such as interest on savings,
itemized deductions, tax credits, adjustments to income, or the and expect your wages plus this nonwage

incomae to 3dd up to more than $500
i you are exempt, go io line 6 of Form w-
4 3nd compiete the appropriate boxes Your

age or blindness deduction.

Shouid 1 Claim the Special Withholding Allowance? exempt status will remain in eHect until

Claim this atlowance if you have only one job at a time and you don't have a Fedruary 15 of the next year. if you stil

working spouse. Take ths aliowance so that you won't have too much tax withheid qQuahfy for exempt status next year,

from your pay. See line B of the worksheet on page 3. complete and file a new form by that date.
(Contnued on page 2)

............................... Ct 550ng thes g Snd Pve tha FOrm L0 FOUr SMDICYSr KOeD ING TOBT KO YO FICONIE - ncc-cev-vessroaanasnaotnnncans

o W4 Employee’s Withholding Allowance Certificate OMBNo 13430010
mvﬂ"'s':"" » For Privacy Act and Paperwork Reduction Act Notics, see Instructions. ﬂ@87
1 Type of pant your full name 2 Your s0Cial securty number
Home address (number and street of rural routs) O singe [ Marnes
3 Martal ] [ Marned, but withhoid at hugher Single rate
City or town, state. and 2P code WS |y ore: it marred, but legally separated. o spouse s &
nonresicent ahen. check the Singie dox

4 Total number of allowances you are claxming (from the Worksheet on page 3) .
§ Aadtional amount, «f any, you want deducted from each pay (see Step 4 on page 2)
6 ) clasm exemption from withholding becausa (see Step 2 sbove and check boxes below that apply).
a 3 Lastyesr | axd not owe any Federal income tax and had a right to a full refund of ALL income tax withheid. AND
8 [T Thayear i 6o not apect to owe any Federal income tax and expect 1o have 8 nght to a full refund of | Ye3r
ALL ncome tax withheid. If both a and b apply. enter the year etfectrve and "EXEMPT™ here > 1

e I entered "EXEMPT'' on line 6, are you a futl-time student? Yes No
Tnoer DEnamts of pernry. | Cortify NSt | BM ortiied 10 the Mumder of waRhiog SICwINCes Clasmed on tha certifcate o W ClImIng €LEMO1ON leom wRRO!arg At ) 2
enidied 10 Clam the c-mol’m Date b 9

‘s sh 'Y .

Tt
7 Employer's name and address (Employer: Complete 7, §. and 9 only if senéing to IRS) [] Oofgce 9 Empioyer dentficat:on number
code

i

N




Formw 4(.987)
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Page 2

Step 3—Complete the Worksheet on
Page 3.— By using this worksheet, the
amount of tax withheld from your pay
shou'd closely match your tax hability for
the year
Please claim 3!t the withholding
allowances 1o which you are entitled in
certain cases, your employer must send
copies of the Form W-4 to IRS You may
Lhen be asked to venty your allowances
Thus applies if you claim more than 10
withholding allowances, o you claim
exemption from withholding unders Step 2
and your wages are expected to usvally
exceed $200 a week
Penaity —You may be fined $500 i, with
no reasonable basis, you file a Form W-4
that results in less tax baing withheld than s
properly allowabdle. In addition, cnranal
penaities appiy for wilifully supplying faise
or fraudulent information or failing to supply
information requIning an InCreass in
withholding.
Line B—Special Withhoiding
Allowance.— The Special Withholding
Allowance 1s very mportant Claim it f you
quality for it, because if you do not, too
much tax may be withheld from your pay
Claim this aliowance if.
® You are single and have oniy one job ata
time. OR
o You are marned, have only one jobata
time. and your spouse does not work: OR
o You have two jobs at a time and cnly one
1ob paid more than $2,500; OR
o You are marnied. both you and your spouse
work, and only one job pard more than
$2.500

Line E—Should | Stop Here?—You may
stop here and enter the total from line E on
Form W-4, ine 4, onty if you 6o not need to
increase of decrease your atiowances as
explained between lines E and F of the
worksheet.

Line F—Adjustments to Income.—Enter

the totai of the following:

o Quaified reimbursed employee business
erpenses (unreimbursed expenses ac e
allowed only as &1 itemized deduction)

o Qualfied aimony payments made

o Deductible business and investment 103383

o Penaity on early withdrawal of savings

o Qualified contributions to an IRA account
or Keogh plan I either you of your
spouse. «f appicable. have an iRA and
are covered by an employer’s pension
plan, your 1987 IRA deduction may be
reduced or ehiminated o wt&ut«l
gross income 18 at least .
($25.0001f single, or $0  married filing
separately) Get Publication 590,
Individuai Retirement Arrangements
(IRAs), for details

Line G—Itemized Deductions. —Enter the

total of the following.

o Medical expenses in excess of 7 5% of
your AGI®

o State and local taxes (exclude sales taxes)

o Home mortgage interest and 65% ot
personal interest

o Qualified irvestment interest

o Charitable contributions

o Certain casuaity and theft losses in excess
of 10% of AGI®

o Moving expenses (f reimbursed, include
only if your employer withheld tax on
them)

" Miscellaneous deductions (most of these

are now deductidie only in excess of 2% of
AGi*; see Publication 553)
* In genaral, your AGI (adiusted gross income) 8 your
INCOMe lrss any acdH to NCome on
ing F of the worksheet
Line J—Additional Standsrd Deduction
for Age or Bilndness.—If you do not
expect to itemize deductions on your 1987
tax return and erther you of your spouse Is
age 65 or over or blind, use the following

table.

MESoroverer M 65 of over

bhind, enter on and diind,

1o ) enteronhne )

Single $1.210 $1.960
Head of Household  $2.610 $3.340
Marned-Jont $1.840°° $2.44Q
Marneid-Separate $1.220 $1.820
Qualityng Widow(er)  $1,840 $2,440

**1f your 3p0use 18 65 or over or blind, 33d $600 to
this amount ASd $1.200 i spouse 18 both 65 or over
ang blind

tine K—Tax Credits.— Enter the amount
of any tax credits you expect 1o claim, such
a3 the credit for child and dependent care
expenses, the earned income crednt (EIC),
and other credds shown on the 1986 Form
1040. The amount of the EIC has increased
for 1987. Get Publication 553 for detaits.
Do not include the EIC if you are receming
advance psymentof ft.

Line 0.— Round the resuit to the nearest
whole number. Drop amounts under 50.
Increass amounts from 50to 93tothe
next whole number. For example, 3.25
becomes 3, and 4.61 becomes 5.

Lines Q through T— Working Spouse?
More %ﬂn One Job? Konwage Incomel—
S0 that you will have enough tax withheld,
you MUST compiete any lines that apply to
you.

Line U—Total Withhoiding Aliowances.—
If the number on line T 1s larger than the
numbder on line P, you will probably ows
more tax when you file your return and may
have to pey a penalty unless you take further

steps to have more tax withheld from your
pay You may use the instructions for Step 4
to estimate how much addit:onal tas you
should request your employer to withhoid
each pay period. As an alternative, you may
usethe 1987 Form 1040-€8, Estimated Tax
for Indrvidusls, to make this computation.
Step 4 —Additional Amount You Want
Deducted From Each Pay.—in some
instances, you will be underwithheid, even f
you do not claim any withholding atiowarces
on Form W-4. This could occur if you have a
working spouse, more than one job ata time,
of nonwage income, AND the number on ine
T of the worksheat 1s larger than the number
online P.

To correct this prodlem, you may have
more tax v:thheld by filing in a doltar
amount on line 5 of For.n W-4. A method of
figunng this amount follows:

1. Enter the number from hne
T of the worksheet .

2. Enter the numbder from ling
Polthe [

3. Sudbtracthne 2fromhne ) .

4. Enter the amoy ot from the
tadbie below that applies to s

you . .
5. Muplynedbyhnes S

6. Omde bne 5 by the numbder
ol pay penocs each year

Enter the result hare and on
FormW4,W0eS. . . . .
Marned Workers'
Cominned Annual
Income L:ne 4 Amount
Under 34,060 $209
$4,860 - $29.860 $285
$29.86] - $46,.860 3532
$46.861 - $91.860 $665
$91.861 and over $732
Unmarned Worker's
Une 4 Amount
Under $2 440 $209
$2.440-817,.440 $285
$17.441 - $27.640 $%32
$27.641 - §54.640 $665
$54.64 1 and over $732

Privacy Act and Paperwork Reduction Act
Notice.—We ask for this information to
carry out the Internal Revenue laws of the
United States. We may give the information
to the Department of Justice for cvil or
criminal ktgation and to cities, states, and
the District of Columbia for use in
administenng their tax laws. You are
required to give this information to your
employer.
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dage 3

Worksheet To Figure Your Withholding Allowances

Note: if you have 8 working spouse or more than one 100 at 8 ime, use only one worksheet 10 hgure your total allowances, |
combinmg all ncome, deductions, and credits on the one worksheet. i

A fnter® l'htmmnunlasyouunbccumnduammmlhotmrmsmrﬂum . A
you 818 singie and you have only one job: or }

8 Special Allowsnce.—Enter “1°f: o youaromamod you have only 0ne (0D, 3nd yous $pOUsSe does NOt work; of
© wages ¢3ned by you on & $4C0nd 10b Or eanied by your spouse (or both)
are $2,500 or less.
C  Enter °1° for your spouse uniess your spouse ¢an be claimed as a dependent on another person's tax return .
0 Enter number of dependants other than your spouse that you uxpect to claim on your tax return .

Add hnes A thr entar the totgl* —R: 1Ngtructions 10 $ee if YOu should stop here >

00 =

You MUSY compiete hnes Q through T if you have total income of $950 or more from the fotlowing sources:
o AWorung Spouse ¢ More ThanOne Job o Nonwage Income
You SHOULD compiete tines F through P if you expect to have:
o Itemized Deductons @ Tax Credits e Adjustments to income e Age or Blindness Deduction
Otherwise, STOP here and enter the number from line € on Form W-4, line 4

F  Enteryour estmated adjustmentsteincome . . . . . . . . . . . . . . ¢8|
G Enter your estimated Hemizeddeductions . . . . . . . G3

$3.760 it marnied tiing jointly or quairfying widow(er)
] emr{ househoid }u’

11 $2,540 if single of head of
$1.880 if marned filing separatety
Subtract the amount on line H from line G. Enter the result, but not less than zero . B |
Age €3 or Over? Blind? Hf you do not plan to temize deductions, enter your additonal
standard deduction from instructions for line Jonpsge2 . . . . . . J
K Enter your estimated tax credits, such as child and dependent
care creddt or earned income credit . . . . K$
L if line K is 2zer0, skip to ling N. Otherwise, ont«thonumw
fromthetablebelow . . . . . SR

wmﬂu wumm Hesdof "

H your combdened Enteron] I your sstinated €nter on H your estimated tnteron
atimated wages sre—  hnel waget no— el wages ae— hnet
Al loant Bt lose then At losnt Ot loss hen A losnt Ot fees than

$0 $125%0 9 %0 $6.200 9 $0 $8.000 9
$12.500 $37500 65 $6200  $21.000 63 $8.000  $29.000 7
$37.500 $53000 35 [$21.000 $31.500 s $29.000  $44.000 .
$53.000 $110000 3 $31.500  $70.000 3 $44.000  $100.000 3
$110.000 or over 23 ]1$70.000 or over 29 | $100.000 or over 2

Multiply the amount on line K by the number on kine L and enter the total amounthers . . M $
Add inet F, |, J, and M. Enter the totsl amount here . . .. .N$

- -
|U

Nonwage Incomel—Enter the sstimated amount, if any, oulyowmnm . QL________
Working Spouse? Mere Than One Jebl-—Too littie tax may be withheid «f esther of these
situabions applies. s..upuumnnmmwummwommmw

20902

m-mmumownmmmwmm . P 8;

cC-e

Total Allowsnces.—Subtract the number on line T from the number on line P. Enwmnwnm

Drwide the amount on hne N by $1,900. Mhmmmmﬂwuv(mmmmmmcz) . bbo_
Add lines € and O and enter the total numberhere . . . . [ I

Dmunamou«tonhmswnmMhmmmtmounumW(m-mh'hrnO) . .| T

mmuh._
and on Form W-4, line 4.° If the result is 2er0 or less, enter 2ero and see instructions forlineUonpage2 . . . »l U

* if you have more than one j0d or if yOur spouse works, yOu may cisim all of your aliowences on one job o you Mmay claim some on each
100, but you may NOT claim the same allowances more than once. Your withhoiding wil usually be more accurate if you clam aN

allowances on the Form W-4 for the job with the largest wages and claim 2ero on ali nther Forms W-4.
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Instructions and Tables for Line R of the Worksheet

tomw 4 (1987)
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Senator PrYor. Mr. Commissioner, I want to thank you for rear-
ranging your schedule in order that you could talk with us this
morning in the Finance Committee regarding the new W-4 Form.

I understand that you must appear very shortly before the sub-
committee chaired by Congressman Pickle in the House, and I
want you to know that Senator Heinz and I will do everything that
we can to make certain that you arrive on time.

Mr. Commissioner, the new W-4 Form is a disaster. It is an abso-
lute fiasco. Our question today is: What are you and your agency
going to do about it? My suggestion is very simple: first, to admit
that the Internal Revenue Service has laid an egg; second, to admit
that we together can now substitute a better and more simple form
that the taxpayer can comprehend.

In 1986, the American taxpayer kept hearing the following
report: Fair and simplified taxation is on the way. One year later
in 1987, the taxpayer is now seeing their first introduction to so-
called “tax simplification.” The W-4 Form has started a prairie
fire l(t);f discontent across America that is leading to a taxpayer's
revolt.

In the Tax Reform Act of 1986, Congress delegated to the Inter-
nal Revenue Service the power to modify the withholding schedules
and the W-4 Form. The purpose was very simple: to more accurate-
'11¥ match withholding with the taxpayer’s actual tax obligation.

he actual language of the Senate Finance Committee report
stated, and I quote from the committee report: “Neither the Form
W-4 nor the wage withholding tables is to be made more complex
lv)»:llllen they are revised in accordance with the provisions of this

l .’l

That was our mandate. Mr. Commissioner, I believe that a seri-
ous breach of the Congressional mandate has occurred.

The W-4 Form is a prime example, I believe, of bureaucratic
overreach. The W~-4 Form overwhelms and intimidates the average
taxpayer of America. It is filled with accounting and tax terms that
mystify and frustrate the citizens of our country. Now, am I alone
in my assessment of the W-4 Form?

Even James Baker, the Secretary of the Treasury, stated just re-
cently that it was time to relook at the W-4 Form. The distin-
%ished chairman of the Senate Finance Committee, Senator Lloyd

ntsen, has recently stated that it was time to go back to the
drawing board and create a new form.

Seminars and training sessions are being conducted across Amer-
ica which even add to the frustration of our taxpayers; and even
the Internal Revenue Service, which gave birth to the W-4 Form,
has now printed up to 20,000 video tapes to send across our country
to explain the W-4 Form.

By the way, in the State of Arkansas, as recently as yesterday,
we attempted to acquire one of the video tapes. We found one tape;
the problem is that there is a two-week waiting list for that tape.
The W-4 Form's complexity has resulted in an overwhelming and
massive failure.

The purpose of this hearing today is to review this form itself, to
look at alternatives, and to receive an update on how the Internal
Revenue Service is presently proceeding to make the form simpler
and more workable. :
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The public today is in a quandary; do we throw the W-4 in the
wastebasket, or do we fill it out, subjecting ourselves to severe civil
and even criminal penalties if we guess wrong?

This morning, Mr. Commissioner, we desperately seek those an-
swers.

And for my constituents, from a small company in my State, I
find the general manager writing to me saying that this form is ab-
solutely incomprehensible. He concludes his letter by saying: “I am
very, very angry.” There is a lady in our State who is a small busi-
ness person, and she says: “If I am thrown in the slammer, I re-
quest it to be in the Federal penitentiary in Texarkana where they
have recreation facilities, air conditioning, color TV, and all the
good things of life that our Government requires the taxpayers to
furnish people who break the law. Today, I filled out my W-4
Form, and I am sick.”

Another letter from Stuttgart, Arkansas—and Mr. Commission-
er, these are just a smattering of the many that we have; and I
know my friend and colleague, Senator Heinz, has similar—‘“When
I saw the instructions in the worksheet for the W-4 Form, I could
not believe it. I have never seen such an unclear set of instructions
in my life. People who designed them seem to have assumed that
salaried persons and wage earners from the president of a huge
corporation to a janitor was a Certified Public Accountant. Please
see that something is done about this.”

A letter from another Arkansas company, based in Little Rock:
“We would like to be counted in the taxpayers’ revolt regarding
the W-4 Form. It is ludicrous.” And then, another small company
in our State: “What happened to the Paperwork Reduction Act?”’
In a time when the President and you and the Senators and Con-
gressmen are working to reduce the mammoth cost of Government,
the Internal Revenue Service has now managed to multiply the
Cﬁst of what was once a simple slip of paper into a four-page bro-
chure.

Mr. Commissioner, those are merely samples.

Let me, in my closing, Mr. Commissioner, state if I might a little
story from the Book of Luke, Chapter 19. This was when Jesus was
cuming into Jerricho. There was a huge throng of people, and there
was a man short of stature who was the most unpopular and unsa-
vory character in that particular community of Jerricho. As Jesus
walked into the throngs of people, he looked into a tall sycamore
tree and he saw Zachias, the local tax collector, the most unpopu-
lar person in those parts.

Jesus looked up in the tree and said, “Zachias, come down out of
that tree because tonight I am going to have dinner with you.” The
people became angry and restive. They said why would Jesus go to
this sinner’s home for dinner, and Jesus answered simply by
saying, Mr. Commissioner: “I am going to give him a chance to
repent and to seek salvation.” [Laughter.]

Mr. Commissioner, today we want you to repent, and we want to
offer you the opportunity of salvation. [Laughter.]

And now, my colleague and friend, Senator Heinz.

Senator HeiNz. Mr. Chairman, it is pretty hard to know how to
follow Luke 19. [Laughter.]
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I would suggest perhaps Moses to lead the Internal Revenue
Service out of the wilderness, or perhaps to part the Red Sea of
Government ink before it closes in on many confused taxpayers,
but I will have to defer to Senator Pryor for the actual references,
as to where those are in the Old Testament.

Mr. Commissioner, you have been Internal Revenue Commission-
er for less than a year. You cannot claim to have been the archi-
tect of tax reform and tax simplification. Are you lucky. But I do
recall about two years ago having had your predecessor before a
Congressional committee, Roscoe Eggar, and asking him whether,
if Congress did not act on tax reform until the middle of 1986,
there was any possibility at all that the rush to create regulations,
to create forms could in any way create confusion either for the
IRS or the taxpayer. Mr. Eggar stood four-square. He said, “Sena-
tor, we will do our job.” I forgot to ask him what kind of a job he
was going to do on people because this particular set of forms, the
W-4, really does a job on the American taxpayer.

Instead of the old two-page form, it is a four-page form. Instead
of the worksheet having steps numbered (a) through (f), it has steps
on the new worksheet that go (a) through (u), and one wonders
what new alphabet we would have had to invent, had it gone just a
few steps farther.

On the old worksheet, the second marked paragraph was entitled
“Privacy,” and eventually the taxpayer was warned about a penal-
ty in case they could not substantiate what they did or a worse
penalty, or criminal penalty, if they did something will:ully. On
the new form, which instructions begin on page 2, privacy has been
relegated to the very bottom of the last column on the page, and
penalty emphasizing that you can be fined and if you are criminal-
ly liable put in jail and fined even more, is put up near the top.

I would describe what has been created as a Frankenstein mon-
ster. What is a monster? A monster is usually something that is
alien, that we are totally unfamiliar with. It is usually monstrously
huge and, finally, it is extremely frightening. The new form is all
of those.

It is unexpectedly strange and alien. It is monstrously large—
twice as big as ever before. And it is making people afraid. And we
have to do something about it, and we need your help to do some-
thing about it.

My last comment is that when the American people were told
that we were enacting a tax reform bill stressing fairness and sim-
plicity, I don’t think they had any idea that they were going to be
made both fearful and confronted with greater complexity. It
would literally be easier for someone to fill out their tax return
than to fill out these W-4 Forms.

I can think of a number of problems that you need to direct
yourself to, but the immediate issue—and there is very little
time—is how to correct the problem and to do so before one of two
things happens: first, before people become confused to the point
where they are frightened of being penalized because they have
made a mistake in their W-4 Forms, or they become so frustrated
that they are going to start calling every available Government
phone number to complain.

71-781 - 87 - 2
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As Ser.ator Pryor’s reading of his mail has suggested, they are
getting pretty close to the latter right now. Mr. Commissioner, I
know that tax reform didn’t start on your watch, but it has ended
up on your doorstep; and the IRS has precious little time to get its
house in order.

Thank you, Mr. Chairman.

Senator PrYor. Thank you, Senator Heinz. Mr. Commissioner, I
want to add one more constituent comment if I might. On page 3,
line (§), the question is: “Are you 65 or over? Are you blind?”’ One
of my constituents sent us a copy of his W-4 Form and on this line
it said, “l was neither until I started trying to fill out this form,
and now I am both.” [Laughter.]

Now, Mr. Commissioner, we have had a little bit of fun today.
We want to introduce some seriousness into this hearing because it
is a very serious juncture where we are. There is a great quandary
out there, and we hope that you will help us this morning in get-
ting some constructive solutions to the dilemma and the quandary
we find ourselves in. We look forward to hearing your statement.

STATEMENT OF THE HONORABLE LAWRENCE GIBBS,
COMMISSIONER OF THE INTERNAL REVENUE SERVICE

Commissioner Gises. Thank you, Mr. Chairman. Mr. Chairman,
Senator Heinz, I am here today at your request to discuss the IRS
Form W-4, the Employee’s Withholding Allowance Certificate.

In my testimony and in answers to your questions, I will attempt
to cover the major issues that are involved in constructing the new
W-4 and in the related information on that form. I would also like
to bring you up to date with respect to the possibility of a simpli-
fied form and instructions.

As you are aware, Mr. Chairman, I have—as you mentior.ed—
another appearance scheduled on Capitol Hill this morning, sn I will
not be able to stay for the entire hearing; but I want you to know
that if there are further questions or concerns after the hearing, I
will be pleased to work with you on them.

The Tax Reform Act of 1986, which was enacted in October of
last year, made several changes to the withholding system. First, it
required every employee to file a new Form W-4 by October 1,
1987; second, 1t directed the Internal Revenue Service to make the
withholding form itself more accurate; and third, it required that
I:his new W-4 Form be developed and distributed by IRS according-
y.

As you know, in our tax system there is a constant tension be-
tween fairness and simplicity. In the world of withholding, this
translates into tension between accuracy and simplicity.

In developing the tax reform legislation, Congress and the Inter-
nal Revenue Service realized that tax reform presented a unique
opportunity to introduce more accuracy into our withholding
system. ile not perfect in each and every case, our new Form

-4 was redesigned to obtain the most accurate answer for the
largest possible number of taxpayers among the over 100 million
individual taxpayers. At the same time, it allowed most taxpayers
to comflete only a small part of the form, lines (a) through (e), as
most of them had in the past.
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It is now clear that in our efforts towards accuracy, we have pro-
duced a form which has caused concern on the part of a significant
number of individuals. Very simply, the length of the form, its lan-
guage, and the number of computations have worked against our
efforts to assist taxpayers in an early adjustment of their withhold-
ing for the effects of the new Tax Reform Law. If this is the result,
then our efforts towards accuracy are less productive; and in the
larger picture, we risk having the public’s perception of tax reform
negatively affected.

Where do we go from here? Mr. Chairman, we have heard your
concerns, as well as those of others in Congress on this issue. We
have also heard Secretary Baker’s concerns, as well as those of tax-
payers themselves, many of whom have written or spoken person-
ally to me. As you and I have discussed, Mr. Chairman, we both
share the belief that if the current W-4 Form is not working as in-
tended for many American taxpayers, then the Service should re-
spond in some fashion with a sinaplified form.

For that reason, I have sent our technicians back to the drawing
board on the instructions and related materials that accompany
the Form W-4. We do not expect to change the form itself, that is,
the small, one-third sized sheet that is given to employers by em-
ployees. We don’t expect to change that; but we are working on
ways to simplify the instructions and the worksheet information
while maintaining sufficient levels of accuracy regarding tax liabil-
ity.

Now, as we know from last year’s tax reform effort, additional
simplicity in this case may necessarily involve a trade-off with ac-
curacy. A simplifizd form will require a broad range of assump-
tions and will consequently lead to a less precise calculation. Cur-
rently, we are reviewing t})‘:e alternatives in this area to try to de-
termine how much simplicity can be achieved with adequate levels
of accuracy.

While I am not in a position to make any announcements or
promises at this time, we are committed to completing a review of
the various alternatives just as soon as we possibly can. In this
effort, I again pledge that every effort will be made to include you
and your subcommittee :n that process.

I will be glad to respond to any questions that you may have, and
I thank you.

Senator PRYor. Now, you have told us that you are back working
};‘ryinvg to come up with a new form—are you looking at a new
orm’

Commissioner Giss. We are looking at alternative ways that we
can address the problems that the form that is out there is creat-
ing; and one of those is to take a look at whether we could come up
with a form that would be simpler, in terms of its length, in terms
of its language, and in terms of its computations that are required.

Senator PrRYor. Now, Mr. Commissioner, time is of the essence.
How long will this process take the Internal Revenue Service?

Commissioner Gises. What we are finding, Mr. Chairman, is this.
We are finding that, as we attempt to construct a simple form, we
have a form that is somewhat less accurate in terms of the amount
of tax to be withheld. Certainly, one of the things that we do not
wish to do is to compound the problems that we presently face with
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a new form that, although simpler, results in under- or over-with-
holding. That is simply unacceptable because, as you mentioned in
connection with the Senate Finance Committee report, in addition
to requesting the Internal Revenue Service to simplify the form, we
were also requested to attempt to make the form more accurate in
terms of tax liability and not to have over- or under-withholding.
What we are finding, as we try to simplify the form, is that we
begin to run into problems with respect to over- and under-with-
holding.

And what we are doing at the present time is to attempt to de-
termine if we can come up with a form—a simplified form that will
have an acceptable level of under- or over-withholding, and prefer-
ably over-withholding and not under-withholding. That is what we
are dealing with, and that is what makes it difficult to give you a
time frame.

I am hopeful that within the next several weeks, we will be able
to come out with something; but I am not in a position this morn-
ing to be able to promise it. I can tell you this: We have been work- .
ing night and day and weekends on this matter and will continue
to do so until we have a solution to the problems that confront us.

Senator PrRYor. Mr. Commissioner, how do Senator Heinz and
Senator Pryor advise our constituents when they ask us this ques-
tion: What are we supposed to do now, especially in view of the
Secretary of the Treasury’s own admonition to go back to the draw-
ing board? How do we tell our constituents what to do during the
mean"time while you and your people are relooking at the W-4 situ-
ation?

Commissioner GiBBs. I have an interim suggestion, and that is
this. It is not perfect, but I would like to offer it—one alternative
obviously is to send them back to the long form.

Senator PrRYOR. Send them back to the long form?

Commissioner GiBBs. Yes, but let me stop right here and say——

Senator PrRYor. I want you to know that whatever you say right
now is going to be in several hundred letters that I am about to
send out this afternoon to constituents. So, please know that what-
ever you say is going to be quoted precisely.

Commissioner GiBBs. Senator, let's talk about the problem that
the people have in terms of the alternatives that they face. The al-
ternatives that a taxpayer faces at the present time are these. If a
taxpayer does nothing, and if at the present time a taxpayer is
being under-withheld, then a liability—a potential liability—to pay
the taxes next year is accruing, and 1t is continuing to grow.

We are concerned because that impacts taxpayers, and it also po-
tentially impacts the Internal Revenue Service, if at this time next
year we find that taxpayers have done nothing in this interim
period of time and are under-withheld. One of the ways to avoid
that obviously is to use the present W-4 Form that we have out
there. If people are unwilling or unable to do that, then another
alternative would be for them to revise their one-third fpage—the
actual W-4 Form, the little one there at the bottom. If they are
being under-withheld, and I think most of them will know because
they know whether their take-home pay went up or down after
Januarg 1, they could simply change line 5 of that form enough to
bring them back to what was withheld last year—a dollar amount
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per pay period. That way, until we get through this, at least they
would not be in the position of being further under-withheld.

Senator Pryor. Well, now, what about the penalty, the $500.00
penalty for guessing wrong under the new procedure?

Commissioner GiBBs. Let’s talk about that penalty. There really
are several potential penalties that are applicable.

Senator PRYOR. Are these new penalties?

Commissioner GiBBs. No, they are not. They are penalties that
have been in existence for quite some time. As Senator Heinz
pointed out, the wording—perhaps the location in the instructions
1s different—but the wording of the penalty provisions in the W-4
ifnstructions is identical in this form to what it was in prior years’
orms.

Senator PrYor. But you have changed the point of accuracy, I be-
lieve. You have to get within a certain, say a 90 percent, accuracy
range. Isn’t this new?

Commissioner GiBs. That is a new provision in the new law.

Senator Pryor. That is where I think you are going to catch a lot
of taxpayers—right there.

Commissioner GiBes. The $500.00 penalty is more a penalty for
intentionally failing to fill out the form appropriately. That is
something Congress aimed at tax protesters and folks of that ilk,
who intentionally disregard or ignore their withholding obligations.

For a taxpayer who does not fall within the safe harbors—one
safe harbor is to pay as much tax as in the preceding year. The
other one is to come within 90 percent, under the new law of tax
liability for 1987. If a taxpayer fails to fall within one of those two
safe harbors, then there is a penalty that is equivalent to an inter-
est charge on the amount of under-withholding that the taxpayer
had. And that is one that is simply a failure to fall within the safe
harbors.

It is not one where you have to have a bad intent, and frankly, it
is one that I think most people are concerned about, because it is a
dollar amount. I would say this for people who are concerned about
that penalty: if they have attempted to fill out our form and have
done so properly, and if there is something in our form—I don’t an-
ticipate this—but if there is something in our form that would
cause them to be in a penalty situation under the existing form,
then certainly, Mr. Chairman, we would waive that penalty be-
?ause we have caused it, if there is a flaw or a problem within the
orm.

Secondly, with respect to people who are trying to comply with
the tax law, who are trying to fill out the W-4 Form, and because
of the problems that we have discussed this morning have had
trouble doing so, I must tell you that I am sympathetic to finding
some way, working with you perhaps, to avoid a penalty situation
for those taxpayers. That is something that has been brought to my
attention.

We will look at it, and we will come back with a proposal to you.
I do not have one this morning, and I would like to—in the context
of perhaps attempting to provide a new simplified form and so
forth—address the whole area at one time. But I am sympathetic
to people who are having problems and are concerned about being



34

penalized, simply because they are trying to comply and having dif-
ficulty doing so.

Senator PrYorR. The W-4, as I understand it, Mr. Commissioner,
is not just a 1987 problem. It is also going to be of equal magnitude
in 1988 and perhaps in 1989.

Commissioner GiBBs. Mr. Chairman, as you know, we have five
tax brackets—income tax brackets—this year. Next year we will go
down to two income tax brackets. Under the new law, we have pro-
visions that phase in over a period of years deduction provisions,
tax benefits provisions, other types of provisions. We also have pro-
visions that have been in the law that will phase ont over a
number of years. When you put all of this together, I think it is
going to mean that taxpayers are going to have to review their W-
4 Forms as all of this begins to take place over the next several
years.

Senator PRYorR. Was anyone at IRS during the developmental
stages of this W-4 Form aware of the mandate in the Senate Fi-
nance Committee report that stated very, very clearly that neither
the Form W-4 nor the wage withholding tables is to be made more
complex when they are revised in accordance with this provision of
the bill? Did anyone in the Internal Revenue Service read the com-
mittee report with that mandate?

Commissioner GiBBs. Mr. Chairman, let me answer it this way.
We read that paragraph, and we also read the one that immediate-
ly preceded it, which asked us to make the form as accurate as we
could possibly make it. Because of the time constraints that we
were under to get the new form out, when we came down to it and
started dealing with the tension that I described a minute ago, be-
tween accuracy and simplicity, we opted to come up with a form
that we felt would permit taxpayers to more accurately determine
their withholding, based on their actual tax liability.

Senator PryoRr. I talked yesterday with the personnel office of
one of our Arkansas businesses. They had just sent out 8,000 W-4
Forms to employees operating in several States. Since the time
they mailed the forms out, the personnel office has done nothing
except answer inquiries and questions about the new W-4 Form.

Another business in our State with even a larger payroll called
on Monday and said they were prepared to send out, I believe,
10,000 or 11,000 W-4 Forms. ‘“Should we mail them out or should
we hold them? Is something about to happen that we can count
on?”’ We need answers quickly.

Right now, the cloud of uncertainty is almost a paralysis over
many of our companies, especially small businesses. We are goin%
to receive testimony later, Mr. &mmissioner, from the Nationa
Federation of Independent Businesses, from a CPA in North Little
Rock, Arkansas who handles the filing of small businesses and av-
erage taxpayers, and a representative from H&R Block who has,
we think, some suggestions.

I am sincerely trying to express to you to the very best of my
ability the deep frustration out there in the country relative to this
form. Now, Senator Heinz, the Commissioner has to leave shortly. I
think he has to be on the House side at 10:00 before Congressman
Pickle. Congressman Pickle is having difficulty filling out his W-4
Form. [Laughter.]
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And we want the Commissioner to be on time, but I now turn
the questioning over to Senator Heinz.

Senator HEINz. | am tempted to make some kind of a wise guy
remark about the Heinz-Pryor-Pickle problem. [Laughter.]

Or it is the Pryor-Heinz-Pickle problem. It used to be the Heinz-
Pickle-Pepper problem.

Senator PrYOR. I remember that problem. [Laughter.]

Senator HEiNz. Mr. Commissioner, what are you in a position to
say officially today about whether or not our constituents, who are
also your constituents, as to whether they are going to be stuck
with the same W-4 Form? Can you tell us and our constituents
with certainly today that there will be a revised simpler W-4 Form
or forms?

Commissioner GiBBs. Senator Heinz, let me address that this
way. The Chairman has expressed the urgency and the need for
action as quickly as possible. We understand that. We are moving
heaven and earth to address the problems that have come out with
the new form.

Because of the time pressures and because of the tension that I
have mentioned, my guess is that assuming that we are able to
come out with a new form and that is certainly what we are as-
suming at this time—my guess is that, in order to not have unac-
ceptable levels of over- and under-withholding, the form will not be
usable by all taxpayers. And that may well mean that for at least
some time to come, some of the folks ir. this country--frankly the
more affluent—would be required to cope with the present W-4
Form. We will also try to make suggestions, along the lines that I
have mentioned this morning, and come up with something in the way
of a safe harbor.

At the same time, one of the things that we are doing—and I
want you to know this—we are not simply treating this as an iso-
lated or a temporary problem. We are literally going back to the
drawing board. We are going out to taxpayers and asking them
about what they do when they fill out a W-4—what types of issues
and problems they see. And we are doing that with the idea of at-
tempting to come out later this year with something that would be
a better approach to the W-4 Form. So, it may be in several steps.

Senator HEINz. So, you are saying the following, as I understand
it, and correct me if I am wrong: you are looking for a revised W-4
Form in the short run that would respond to the complexity prob-
lems created by this form and which would apply to a substantial
number of median and below income taxpayers, but would not be
apggopriate for above median income taxpayers more or less?

cond, you are saying you do not know when you will be able to
get that revised alternative W-4 Form prepared, and you have
made no assurance that you will do it because you simply said you
are working very hard at it—and no doubt, you are working very
hard at it—but you have not made an assurance. You have simply
said that that is your goal.

The third thing you have said is that you are really going back
to the drawing board, and maybe later on this year there will be a
totally different approach to what is now known as the W-4 proc-
ess. Is that correct?
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Commissioner GiBss. That is correct. I would like to say some-
thing on the second point. The second point, in terms of the inabil-
ity to give you assurances, is not because I do not wish to do so. I
would love to be able to give you assurances, but I think that one
of the things that we feel very deeply about—and I think i)l'ou
would too—is that we don’t want to hurry to come up with a
simple one that people can understand, but that in its simplicity
has substantial under- or over-withholding.

hSe.;lator PrRYOR. By the way, let me ask you: What is wrong with
that’?

What is wrong with under- or over-withholding? I think this be-
comes a philosophical question.

Commissioner Gisss. All right. Let’s talk about that for a second.

Senator PrYOR. I hate to interrupt Senator Heinz, but we will let
him have some extra time. Excuse me.

Senator HEinz. Mr. Chairman, anybody who can quote scriptures
like you can is not somebody I would ever want to wrestle with.
Please proceed. [Laughter.]

Commissioner GiBBs. The problem with having too little tax
withheld is that, when you get to this same time next year, and
you are surprised to find that what you thought was the proper
amount was not the proper amount, then you have to come up with
the additional tax to pay to the Internal Revenue Service. If you
have too much withheld, what you are going to find is that your
pag'check-—your take-home pay—has gone down in a way that you
did not anticipate and that you find unacceptable.

Those two things underline what I think is really the key prob-
lem here. For years in this country, although we have had tax
changes, the tax changes have really not affected most middle and
low income Americans. They have been able to keep their W-4
Forms in place. They really have not had to deal with the increas-
ing complexities of the W-4 itself because, by and large, their tax
liabilities did not change.

With this new law—in taking 15 rate brackets down to five rate
brackets now and to two rate brackets next year, in increasing the
personal exemption from $1,080.00 last year to $1,900.00 this year
and $2,000.00 next year—people don’t know what this law does to
them in terms of what their tax liabilities are going to be.

And therefore, when they fill out their W-4 and they simply put
in an exemption amount, they really don’t know what that means.
- They don’t know what their tax liability is for 1987, and they don’t
know what their withholding liability is. That is why they can be
surprised, Mr. Chairman, this time next year if they are under-
withheld or when they get their take-home pay if they are being
over-withheld. ‘

Senator Pryor. How can anieperson estimate in 1987 what their
medical expenses are going to be? How can any taxpayer be expect-
ed to do this?

Commissioner GiBBs. From the standpoint of medical expenses, I
think it is fair to say that unless you have—and no one anticipates
a disaster—but unless you have an absolute medical disaster, with
the threshold as high as it is, it is unlikely unless Kou have very,
. very severe medical expenses that you are going to have a medical
expense deduction. I think the situation that we are talking about
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is much more sitting down and projecting what your income is
going to be—if you live in a house what your income expenses and
real estate taxes are going to be, what your personal exemptions
are going to be, this type of thing, to come down to taxable income
and tax liability.

Senator PrYoR. Senator Heinz?

Senator HEiNz. Mr. Chairman, thank you. Mr. Commissioner, I
want to talk for a moment about the penalties. A few moments ago
in response to Senator Pryor’s questions, you indicated that taxpay-
ers would be fined $500.00 only if they had done something willful,
and the criminal penalties were really only for very, very serious
cases.

Now, that may be your intent, but that is not what is said in the
form we are mailing out to taxpayers. What it says is: ‘‘You may
be fined $500.00 if, with no reasonable basis, you file a W-4 Form
that results in less tax being withheld than is properly allowable.”
“No reasonable basis” means to most people: I was careless. You
know, I really don’t have an excuse; I was just careless.

Now, maybe you won'’t in fact seek penalties against people who
were careless or who, in the common sense of the word, have kind
of no reasonable basis; but to say that you are only going to penal-
ize people who did it willfully is not—while maybe a commendable
statement—what this says.

Commissioner GiBBs. Senator, in describing ‘“willfulness” I am
talking about something other than that. The comment was made
in the context of whether the problems that people are having with
the form are in and of themselves a reasonable basis. I have said
that I am sympathetic to trying to do something along those lines
in terms of alleviating the burden of penalties for people who are
trying to comply and are having trouble.

And indeed, I would really take my cue from the Congress since,
in 1984 and in 1986, when the Congress passed substantial tax leg-
islation that made it, during the ccourse of a year, difficult for
people to know what their tax obligation was going to be, Congress
specifically waived any penalties for failure to estimate or have
your tax withheld properly.

Senator HeINz. I want to be very clear on something you have
just said in the previous sentence, which is this. You said, as I un-
derstood it, that if people have made an inaccurate filing of the
new W-4 Form because they were confused by the form that you
would not seek penalties against them. Did I und- rstand what you
said correctly?

Commissioner GiBBs. Senator, what I am saying is this. I think
that is the problem; and as I have said before, I will come back
with a proposal to try to address that. I am concerned about that,
yes.

Senator Heinz. I know you are concerned about it, but it is very
important that we clarify what you did say and what you are
saying now; and that is that you are not saying what you said
three or four minutes ago.

What you said three or four minutes ago—and 1 urge you to go
read the record, and I bring it to your attention because I know
you want to be very careful about what you say—sand what you
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said was that if people are in effect careless, confused, by this form,
you won’t seek penalties against them.

Just now, you hedged on that; and you said, well, that is a con-
cern. And what we are trying to do is figure out what your policy
is as of today. Now, just a simple yes or no to the following ques-
tion may put it to rest.

Will you seek penalties against people who make a mistake in
the new W-4 Form because they have become confused by this or
not? Yes or no?

Commissioner GieBs. Senator, this is what the answer is, and
this is what I was saying; it is precisely what I am saying. I would
like to come back with a proposal that would address that issue.

Senator HEiNz. As of today, you cannot answer that question, be-
cause in the future you will come back with a specific proposal?

Commissioner GiBss. Senator, what I——

Senator HEINz. I am just trying to be clear.

Commissioner GiBss. I understand, and I am trying to be clear as
well. I am trying to say simply this. I ain trying to say ‘“yes, I am
:())'(llnpa,t,;hetic in trying to develop that type of approach right

ay.

Senator HEiNz. But you haven’t got that type of approach?

Commissioner GiBss. No, I don’t, and let me——

Senator HeiNz. Here is what we are asking: Do you have that
type of approach today?

Commissioner GiBss. No, and can I tell you why?

Senator HEINz. Just tell me yes or no.

Commissioner Gisps. I don't.

Senator HEINz. All right, fine. That is what I thought that you
said, and I understand why. I don’t like it, but I understand it.

Commissioner GiBBs. Then, let’s clarify it, because what I am
saying is this: When we get to words like “carelessness,” we are ob-
viously talking about things that needed to be defined so that
people can understand it. And I want to be sure that when we say
things to taxpayers that they understand what we are saying and
we understand what situation they are going to be in when we get
to the point of having to apply whatever standards we have come
up with. That is all I am saying, Senator.

Senator HEINZ. I understand that, Mr. Commissioner. Let me ask

ou this. A number of Senators—Senator Danforth, Senator
allop, Senator Armstrong, Senator Roth, Senator Durenberger—
have introduced legislation, S. 350. All it does is to waive the penal-
ty and interest provisions of Section 6654 for those individual tax-
{)ayers whose estimated tax and withholding payments satisfy at
east the 80 percent test of prior law. As you know the 80 percent
was changed to 90 percent. That waiver in that legislation is tem-
porary. It applies only to April 15, 1988; and it only applies to indi-
viduals, not corporations. :

Given the kind of confusion that exists, should we in Congress
enact that bill?

Commissioner GiBBs. Senator, I know of no reason not to. Let
me say that I have not discussed this with the Tax Policy people at
Treasury, but quite honestly—from the standpoint of expressin%
my personal point of view—the lowering of the 90 percent to 8
percent seems to me to be an appropriate way to go.
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Senator Heinz. Mr. Commissioner, you made a suggestion a few
minutes ago—and correct me if I did not understand it correctly—
that there was a way for people on the new W-4 Form to be safe
rather than sorry. And as I understood it, what they should do is,
on line 5 where it says additional amount if any you want deducted
from each pay, to put in a number, the sum and substance of which
would be that that number would be at least as big as what had
been withheld the prior year. Did I understand you correctly?

Commissioner GiBBs. As an interim solution, that certainly is,
yes.

Senator HEiNz. That was your suggestion?

Commissioner GiBs. The question was: What do you suggest we
do between now and the time you come out with something.

Senator HEiNz. Now, that counts for what someone does with
line 5, and presumably they can get that information by going to
the W-2 Form that they have had or got for calendar year 1986;
and they find out how much their employer has withheld and they
put that in. But then, they have a little problern, which is that
they have got to figure out what it is they are going to put on line
4, which is the number of exemptions, the number of allowances,
that are being claimed.

If they put in effect what they withheld in 1986, and they put 0,
what happens if they put 0 on line 4?

Commissioner GiBBs. Zero, Senator, could cause a real problem
unless they have been claiming zero on line 4. Here is what I am
suggesting.

Senator HEINz. So, there is a problem with that?

Commissioner GiBBs. That is correct.

Senator Heinz. All right. Now, if they put a larger number than
zero—1, or 2, or 3, or 4—is there a chance that they could be very
substantially over-withheld, because don’t lines 4 and 5 amount
to—or aren’t they in a sense added together in a complex calcula-
tion and the result is the amount that you will be withheld on?

Commissioner GiBBs. Yes, Senator. Let me explain what I was
saying, though.

What I was saying is this. Many employees have an existing W-4
out there that they filled out a year or two years ago—some time
before the beginning of this year. When they filled out that W-4,
they filled in at least line 4 and possibly line 5. What 1 was at-
tempting to express was, if that is what they have done and with
the new tables that their employer began to apply to that old W-4
form beginning in January, the employee may well have found
that his take-home pay went up because the withholding went
down. This was simply because they took the old W-4, left it in
place, and the employer took the new withholding tables and ap-
plied it against the old W-4 form.

They may find that their take-home pay went up because their
withholding went down. I am suggesting that, if that is the case,
that in the interim what they may want to do to avoid under-with-
holding and therefore tax liability problems this time next year, is
to add back the amount that the withholding went down and their
take-home pay went up.
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Senator HEINz. Is there any possibility that, if they did that, they
mig};t find that they have less take-home pay this year than last
year?

Commissioner GiBes. I don’t believe so, Senator, for this
reason——

Senator HEINZz. Now, you have a lot of computers. You have been
up day and night, Saturdays and Sundays, as well as weekdays,
simulating all kinds of alternative approaches. You have made a
suggestion of a stop-gap measure until you get to some real an-
swers. Have you taken a look at the consequences to the taxpayers
of what you have suggested, because there are two consequences,
both of which are potentially bad if iy;ou achieve them.

One is for people to be under-withheld and find that they owe a

eat deal more money on April 15, 1988, when in fact they don’t

ave it. Most people tend to spend a little bit more than they earn,
anyway. The other alternative is for people to find that, in fact,
their paychecks are less, which will give them some sense of real
confidence in Government that when we say that we will reduce
their taxes, that we have done just the opposite. That is the kind of
confidence that we will build, that whatever Government says, it is
doing the opposite, whether it is simplifying or reducing taxes.

To what extent have you checked to see whether the decision
rule that you have suggested would result in either one or both of
those kinds of problems occurring?

Commissioner GiBss. I will check it. I think what I am talking
about is simply a computational matter. Let me explain again what
has happened. When an employee has given the employer a W-4
with a number of exemptions in line 4, and that is simply on file,
and the employer comes to 1987, the employer uses the new tables
that we have sent and applies those new tables to whatever is on
that old W-4 Form. | am suggesting if that happens—where the new
tables are applied to the old W-4 Form with whatever is on that
form, and there is a lowering of withholding and take-home pay—
then if you just fill out a new W-4, add the same number of exemp-
tions that you had on the old W-4 and increase line 5 by the differ-
ence, then——

Senator HEiNz. How do you know -what that difference is?

Commissioner Gias. I think most people have a pretty good idea
of whether their take-home pay has gone up or down, and what the
:r}xlagnli‘;ude of it is. Most people watch their pay close enough that

ey know——

Senator PRrYOR. Senator Heinz and I don’t know right now
whether we are in that category or not. [Laughter.]

But I don’t think it matters to Senator Heinz; it does to me.
[Laughter.]

Senator Heinz. I think it matters no matter who you are.

I have two questions for you, Mr. Commissioner. The first is:
Why couldn’t the Internal Revenue Service instruct employers to
withhold the same dollar amount from their employees at least
until July 1 or until the new forms that you say you are hoping to
get out are out? And just forget the W-4 Forms for the next sever-
al months? Put them on ice.

Commissioner GiBBs. Senator, that is an interesting suggestion. I
will be glad to take a look at it, but I think that the law in effect
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requires the employer to withhold on the basis of the information
that the employee puts on the W-4, and not what the government
tells the employer.

Senator HEINz. It might be possible for us to make through July
1 or until such time as you provide a revised form for a substantial
set of taxpayers; we might be able to give employers that kind of
relief legislatively.

Commissioner GiBBs. Yes.

Senator HEINz. I think we could get a concurrent resolution in-
troduced in the House and the Senate that would do that, a joint
resolution.

And if you and the President said, fine, we are for it, we could do
it very quickly. :

Commissioner GiBBs. That is something I would like to think fur-
ther about because you may well have situations where employees
are in the fortunate circumstances, for whatever reason, of being
willing and able to——

Senator Heinz. It will be known as the Pryor-Heinz bill because
it was prior Mr. Heinz’s bill, but Mr. Pryor will at my request in-
troduce it.

[Laughter.]

Commissioner GiBas. I would be glad to take that back, to take a
look at it, and to give you a response.

Senator HEINz. A second alternative would be, rather than
having people do all of this, just use the E-Z 1040 and subtract the
tax liability that they would estimate in the E-Z 1040 by the appro-
priate number of pay periods, and then do something with that
number.

Commissioner GiBBs. Senator, this is one of the places where we
run into some computational complexity. If you have a family with
only one wage earner, or you have a single individual who has only
one job, then that will work. What we are finding—one of the com-
plexities that is causing us problems—are situations where you
have a family with two wage earners or someone holds two jobs be-
cause, when they fill out their 1040, they stack one income on top
of the other.

When each of them—when the husband and wife, for example—
fill out a Form W-4, or when the individual filis out Form W-4 for
separate jobs, the employer does not stack the income on top of one
another. Therefore, you can have a situation where, if that is what
you do, you can have substantial under-withholding. That is one of
the computational complexities that we are dealing with.

Senator HEeINz. Mr. Commissioner, I thank you and Senator
Pryor. 1 have a meeting I have to go to, but I hope to return in
about 15 minutes. Thank you very much.

Commissioner GiBss. Thank you, Senator.

Senator Pryor. Thank you, Senator Heinz. Mr. Commissioner,
how many W-4 Forms are there out there in the country right
now? How many did we print up?

Commissioner GiBps. Just a minute. Let me check that.

Senator PrYOR. By the way, is the director of forms here this
morning?

Commissioner GiBBs. No, sir, he is back working on the simpli-
fied form.
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Senator Pryor. By the way, we are going to put on in a moment
a message from the director of forms, I think.

Commissioner GiBs. I do have an answer for that. You asked
how many had we printed up?

Senator PrRYorR. How many W-4 Forms?

Commissioner GisBs. We have printed approximately 300 million.

Senator PRYor. How many?

Commissioner Giess. 300 million.

Senator Pryor. 300 million W-4 Forms. They would go back and
forth to the moon, I imagine, with that many.

Anyway, my question is this. Now, I am serious, Mr. Commis-
sioner. Before 300 million W-4 Forms were printed up and sent out
all over this great land, how many average taxpayers did you let
look at it. I am not talking about CPAs, and I am not talking about
Internal Revenue Service employees. How many taxpayers got a
chance to test this W-4 Form?

‘ Commissioner GieBs. Mr. Chairman, we did some testing of the
orm.

Senator PrYoOR. Some testing?

Commissioner GiBps. Some testing—it was limited by the time
that we had available. We basically took the form to our service
centers, where we have many people who are not technicians; al-
though they are Internal Revenue Service emgloyees, they are not
technicians at all in any way. And we tested the form in several of
our centers.

Senator Pryor. With taxpayers?

Commissioner GiBes. With taxpayers, asking them to fill them
in. Yes, sir.

Senator PrRYor. Without advice of the IRS employee there?

Commissioner GiBss. Yes.

Se;aator Pryor. Without advice of the Certified Public Account-
ants?

Commissioner GiBBs. Yes. Now, let me also say that with the
form that we are working on now, we have already taken versions
of the form and gone out to non-IRS taxpayers. We have also been
talking to a professional firm to give us advice with respect to the
user friendliness of the form, to see how people cope with it, and
that type of thing. :

Senator PrYor. Now, Mr. Commissioner, I want to ask this ques-
tion. How much do you think that a Certified Public Accountant or
a public accountant is going to charge the average taxpayer to help
and advise him in filling out the new W-4 Form? at do you
think the going rate is going to be? You have practiced before, and
you have a general idea about these matters.

Commissioner GisBs. Mr. Chairman, I honestly don’'t know. I
have never filled out tax returns in my practice, and I don’t know
what the going rate is. I don’t even know what to guess. I don’t
know how much they are charging.

Senator PRYOR. One of them in New York—and I know in New
York they charge a lot more than they do in Arkansas, I assume—
but in New York, I talked to a Certified Public Accountant who
said that every time a taxpayer walked in there with a W-4 Form,
there was an automatic $500.00 fee attached. Do you think this is
average for our country?
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Commissioner GiBBs. I don’t know. That sounds high, but I——
{Laughter.]

Senator PrRYOR. You know, the buzz word around here lately, Mr.
Commissioner, in 1987 is “competitiveness.” Everybody is trying to
get on the competitiveness band wagon. And to be honest with you,
the business people and the wage earners and everyone else that I
have talked to lately about the W-4 say, we can’t be competitive
because we are using our energies and resources just to figure a
way to fill out this form.

Commissioner Gisss. Mr. Chairman, can I respond to that?

Senator PrYOR. Yes, sir.

Commissioner GiBBs. We recognize that. One of the things that
we are doing, if it becomes necessary to leave the existing Form
W-4 in use, is working at the present time on attempting to devel-
op a software package for it. With it, you can simply call up
screens, answer questions, and have the software package do the
computations. We'll see if we can’t come up with a way so that
people can cope with the problems that you have just been discuss-
ing.

Senator PrYor. Mr. Gibbs, I know that you have to go, and I am
going to make just one final statement. Then, if Senator Duren-
berger has a question or two, we will call on him. I know that he
and Senator Levin are going to speak in a moment.

This is my statement: The other day, I was having lunch with
some of my colleagues down in the Senate dining room, and one of
them said I see you are having a hearing on the W-4 Form, and 1
said yes. Another colleague said I also understand you had an hour
meeting with Commissioner Gibbs, and I said yes. They said: Tell
us what kind of a person he is. I said, well, you know, I wanted him
to be a person who had horns; I wanted him to be someone that I
would feel very comfortable flailing away at and someone that I
could put on a dart board and throw darts at; but frankly, after my
meeting with Commissioner Gibbs, I said, I liked the man.

I further told my colleagues, I think truly if Commissioner Gibbs
had his way about it, he would do something about this form. He
would do it now, but the problem, I think, with Commissioner
Gibbs is that he is carrying a lot of baggage in the Internal Reve-
nue Service that won't let him do it. So, I want to encourage you,
that if you want to change this form, if you want to repeal this
form, if you want to go back to the old method, if you want to take
the mandate from the Senate Finance Committee, saying that this
form shall be no more complex than the previous system, you are
going to have the backing of not only the Congress but the Ameri-
can people.

In fact, someone said, well, is Commissioner Gibbs going to re-
tract or repent and do something dramatic in the hearing; and I
said, I doubt it. They said, Why not? I said, because if there is any
way that Commissioner Gibbs wants to repeal the W-4, go back to
another system, or a simpler method, he ought to let the President
of the United States make that announcement. I truly believe that,
because I think it would be a heck of a popular move for a Presi-
dent to make that announcement, that you don’t have to fool with
this W-4 any more.
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Those are some personal observations I wanted to make, Mr.
Commissioner. And now, Senator Durenberger, you have just a
moment before this fleeing target goes over to the House of Repre-
sentatives.

Senator DURENBERGER. Now that you have held him up——

Commissioner GiBss. Mr. Chairman, could I make just a conclud-
ing remark then, sir?

Senator PrYOR. Yes, sir.

Commissioner GiBBs. I appreciate your comments. I want you
and the American public to know that the W-4 problems that we
have been discussing this morning are of real concern to me per-
sonally and to my agency. I also want you to know that our goal is
the goal that frankly was spelled out in the Senate Finance Com-
mittee report—namely, to try to come up with a form that for
most, if not all, taxpayers will be accurate and will be simple.

I am finding, personally, no interference, not any baggage from
folks within the Internal Revenue Service, Mr. Chairman. What I
am finding is that those two goals are very, very difficult to accom-
plish, both accuracy and simplicity. But I can tell you this, and I
can tell the American public this: we are going to work until we
find a way to do it, and we are going to try to do it just as soon as
we possibly can. You have my word on it.

Senator Pryor. Mr. Commissioner, I thank you. I would like to
say that the clock is running. We have very little time to deal with
this problem. There is a lot of pressure on the Congress. We, the
Congress—a great institution, I think—very seldom do we act, very
seldom; we react. We react as an institution, and that may be good
and it may be bad. But that is the way we operate.

If you don’t act, we are going to act; and we are truly reacting to
what we have labelled as a “prairie fire” out there in this country
in a sense of true frustration. You have been a fine witness. I look
forward to working with you. Thank you, Mr. Commissioner.

Commissioner GiBss. Thank you, Mr. Chairman.

Senator Pryor. I would like to welcome at this time as our wit-
nesses Senator Durenberger and Senator Levin. Senator Duren-
berger is a member of this committee. He has been involved in this
whole effort, and Senator Levin has been involved also. We look
forward to their ideas. There has been some legislation that the
two Senators have introduced, and we look forward to discussing it
at this time.

I call on Senator Durenberger at this time.

[The prepared written statement of Commissioner Gibbs follows:]
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STATEMENT OF
LAWRENCE B. GIBBS
COMMISSIONER OF INTERNAL REVENUE
BEFORE THE
SUBCOMMITTEE ON PRIVATE RETIREMENT PLANS
AND OVERSIGHT OF THE INTERNAL REVENUE SERVICE
SENATE COMMITTEE ON FINANCE

FEBRUARY 6, 1987

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

I AM HERE TODAY AT YOUR REQUEST TO DISCUSS IRS FORM W-4,
THE EMPLOYEE'S WITHHOLDING ALLOWANCE CERTIFICATE. IN MY
TESTIMONY AND ANSWERS TO YOUR QUESTIONS, I WILL COVER THE MAJOR
ISSUES INVOLVED IN CONSTRUCTING THE W-4 FORM AND RELATED
INFORMATION. 1 WOULD ALSO LIKE TO BRING YOU UP-TO-DATE WITH
RESPECT TO THE POSSIBILITY OF A SIMPLIFIED FORM AND
INSTRUCTIONS.

AS YOU ARE AWARE, MR. CHAIRMAN, | HAVE ANOTHER APPEARANCE
SCHEDULED ON CAPITOL HILL THIS MORNING, AND SO 1 WILL NOT BE
ABLE TO STAY FOR THE BALANCE OF THIS HEARING. HOWEVER, IF YOU
HAVE FURTHER QUESTIONS OR CONCERNS AFTER THIS HEARING, 1 WILL
BE PLEASED TO WORK WITH YOU ON THEM.
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IHE TAX REFORM ACT OF 1986

THE TAX REFORM ACT OF 1986, WHICH WAS ENACTED IN OCTOBER OF
LAST YEAR, MADE SEVERAL CHANGES TO AFFECT WITHHOLDING. FIRST,
IT REQUIRED EVERY EMPLOYEE TO FILE A NEW FORM W-4 BY OCTOBER 1,
1987. SECOND, 1T DIRECTED IRS TO MAKE WITHHOLDING MORE
ACCURATE. AND, THIRD, IT REQUIRED THAT THIS NEW W-4 FORM BE
DEVELOPED AND DISTRIBUTED ACCORDINGLY.

AS YOU KNOW, IN OUR TAX SYSTEM THERE IS A CONSTANT TENSION
BETWEEN FAIRNESS AND SIMPLICITY. IN THE "“WORLD" OF
WITHHOLDING, THIS TRANSLATES TO A TENSION BETWEEN ACCURACY AND
SIMPLICITY. IN DEVELOPING THE TAX REFORM LEGISLATION, CONGRESS
AND THE INTERNAL REVENUE SERVICE REALIZED THAT TAX REFORM
PRESENTED A UNIQUE OPPORTUNITY TO INTRODUCE MORE ACCURACY INTO
THE WITHHOLDING SYSTEM. WHILE NOT PERFECT IN EACH AND EVERY
CASE, OUR NEW FORM W-4 WAS REDESIGNED TO OSTAIN THE MOST
ACCURATE ANSWER FOR THE LARGEST POSSIBLE NUMBER OF TAXPAYERS
AMONG OVER 100 MILLION INDIVIDUAL TAXPAYERS. AT THE SAME TIME,
IT ALLOWED MOST TAXPAYERS YO COMPLETE ONLY A SMALL PART OF THE
FORM, AS MOST OF THEM HAD DONE IN THE PAST.

IT 1S NOW CLEAR THAT IN OUR EFFORTS TOWARDS ACCURACY WE
HAVE PRODUCED A FORH WHICH HAS CAUSED CONCERN FOR SIGNIFICANT
NUMBERS OF INDIVIDUALS. VERY SIMPLY, THE LENGTH OF THE FORM
AND NUMBER OF COMPUTATIONS HAVE WORKED AGAINST OUR EFFORTS TO
ASSIST TAXPAYERS IN AN EARLY ADJUSTMENT OF THEIR WITHHOLDING
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FOR THE EFFECTS OF TAX REFORM. IF THIS IS THE RESULT, THEN OUR
EFFORTS TOWARDS ACCURACY ARE LESS PRODUCTIVE, AND IN THE LARGER
PICTURE WE RISK HAVING THE PUBLIC'S PERCEPTION OF TAX REFORM
NEGATIVELY AFFECTED.

WHERE DO WE GO FROM HERE?

MR. CHAIRMAN, WE HAVE HEARD YOUR CONCERNS, AS WELL AS THOSE
OF OTHERS IN THE CONGRESS, ON THIS ISSUE. WE HAVE ALSO HEARD
SECRETARY BAKER'S CONCERNS, AS WELL AS THOSE OF TAXPAYERS
THEMSELVES, MANY OF WHOM HAVE WRITTEN OR SPOKEN TO ME ABOUT THE
W-4. AS YOU AND 1 HAVE DISCUSSED, MR. CHAIRMAN, WE BOTH SHARE
THE BELIEF THAT IF THE CURRENT W-4 FORM IS NOT WORKING AS
INTENDED FOR MANY AMERICAN TAXPAYERS THEN THE SERVICE SHOULD
RESPOND WITH A SIMPLIFIED FORM.

FOR THAT REASON, I SENT OUR TECHNICIANS BACK TO THE DRAWING
BOARD ON THE INSTRUCTIONS AND RELATED MATERIALS ACCOMPANYING
THE FORM W-4. WE DO NOT EXPECT THE EQRM ITSELF -- THE SMALL,
ONE-THIRD PAGE SIZE SHEET THAT IS GIVEN TO EMPLOYERS BY
EMPLOYEES -- TO CHANGE, BUT WE ARE WORKING ON WAYS TO SIMPLIFY
THE INSTRUCTIONS AND WORKSHEET INFORMATION WHILE MAINTAINING
SUFFICIENT LEVELS OF ACCURACY REGARDING TAX LIABILITY.

AS YOU KNOW FROM LAST YEAR'S TAX REFORM EFFORT, ADDITIONAL
SIMPLICITY IN THIS CASE NECESSARILY INVOLVES A TRADE-OFF FOR
ACCURACY. A SIMPLIFIED FORM WILL REQUIRE CERTAIN BROAD
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ASSUMPTIONS AND WILL CONSEQUENTLY LEAD TO A LESS PRECISE
CALCULATION. CURRENTLY, WE ARE REVIEWING ALTERNATIVES IN THIS
AREA T0 TRY TO DETERMINE HOW MUCH SIMPLICITY CAN BE ACHIEVED
WITH ADEQUATE LEVELS OF ACCURACY.

WHILE 1 AM NOT IN A POSITION TO MAKE ANY ANNOUNCEMENTS OR
PROMISES AT THIS TIME, WE ARE COMMITTED TO COMPLETING OUR
REVIEW OF VARIOUS ALTERNATIVES AS SOON AS POSSIBLE. [N THIS
EFFORT, I AGAIN PLEDGE THAT EVERY EFFORT WILL BE MADE TO
INCLUDE YOU AND YOUR SUBCOMMITTEE IN THIS PROCESS.

[ WILL BE GLAD TO RESPOND TO ANY QUESTIONS YOU MAY HAVE.
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Senator DURENBERGER. Thank you very much. I want to begin by
commending you for holding this hearing so early in the year.

The three of us, Senator Levin, you and I, began our service here
together. We also began on the (i',overnmental Affairs Committee
where normally we are used to this sort of thing—the bureaucra-
tization and the overwhelming paperwork. And when they say 300
{)neifllion forms went out, only we believe it because we have seen it

ore.

Now, in listening to your telling us how nice the Commissioner
was reminded me of how nice a person Bill Bolger was, the Post-
master General, when he proposed a nine-digit zip code. That is
when I came into the Senate. And here we are—we are no farther
ahead in the bureaucratization of this process.

Mr. Chairman, this entire situation, should never have arisen.
When we went through the Tax Reform Bill, we purposefully laid
out the admonition, if you will—or the advice—to the Commission-
er that you have thoughtfully put up there at your right rear; and
we had every expectation that it was going to be carried out.

I don’t know how much clearer any of us could have been in our
direction to the Service. So, it strikes me that, despite the commit-
ment of the Commissioner and the good humor that he brings to
this whole effort, that somehow or other the IRS has just blatantly
ignored that directive. And they have gone out and devised a form
that is far more complex than tﬁe earlier W-4.

Quite frankly, I am amazed that IRS could be so indifferent to
the demands of Congress, to devise such a convoluted tax form that
only a well-paid tax accountant could interpret. We all know that
if the tables were turned and a citizen so flagrantly ignored a di-
rective from the IRS, that citizen would be subjected to reams of
computer generated mail, threatened with penalties, interest
charges, and assets seizures.

It is four pages in length. It is twice as long as the form it re-
placed and more complex than many actual 1040 income tax re-
turns. In order {or many taxpayers to compute their withholding
allowances, they will have to apply a complex calculation and fill
in as many as 46 separate items of information. That is more than
twice as many calculations as required on the earlier form.

Mr. Chairman, even the IRS recognized the complexity of the
form when it released the form. The instructions for the form sug-
gest the taxpayers consult four separate IRS publications to make
sure their withholding is correct. For example, a taxpayer ma
want to consult publication 919, which is entitled “Is My Withhold-
ing Current?,” or the taxpayer may want to consult publication
505, which is entitled “Tax Withholding and Estimated Tax.” The
situation, Mr. Chairman, is ridiculous.

What we in the Congress sought to achieve in tax reform was a
modicum of simplification. By devising this ridiculously complex
form, the IRS has breached the public’s confidence and the promise
of tax reform. When we adopted the Tax Reform Bill, we raised the
amount of tax liability that taxpayers must have withheld from
wages from 80 percent to 90 percent.

Individuals who fail to meet the new withholding requirement
are subject to an interest penalty charge under Section 6654 of the
Internal Revenue Code. Mr. Chairman, I have introduced legisla-
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tion, S. 350, along with Senators Danforth, Wallop, Armstrong, and
Roth, that would waive the penalty interest provisions of Section
6654 for those individual taxpayers whose estimated tax withhold-
ing payments satisfy at least the 80 percent test of prior law.

This waiver is temporary. It would only apply until April 15th of
1988, and it only applies to individuals, not-to corperations. I appre-
ciate the Commissioner’s earlier apparent approval of the provi-
sions of that bill.

The failure of the IRS to develop a simple, straightforward W-4
Form makes it difficult, but not impossible, for most individual tax-
payers to comply with the 90 percent withholding requirement we
have outlined. I can assure you that millions of taxpayers will
make a good faith effort to fill out the Form W-4, only to find out
that, when the tax returns are due, they haven’t met the 90 per-
cent requirement.

To subject these taxpayers to the genalty interest charges of Sec-
tion 6654 would just not be fair. So, for that reason, I introduced S.
350. It recognizes that taxpayers will inevitably make errors in cal-
culating their withholding only because the IRS has not provided a
suitable form for calculating that withhelding.

The 90 percent withholding requirement allows taxpayers little
margin for error. My legislation allows taxpayers greater leeway in
1987 to assess the appropriate amount to withhold without being
subject to the statutory penalties.

Once the taxpayers have had a chance to compare their 1987
withholding calculations with their final 1987 tax liability, they
will then be able to recompute their withholding in 1988 to meet
the 90 percent test.

In the meantime, IRS should make every effort to redesign the
current W-4, and you have given them every reason and every op-
portunity today, Mr. Chairman, to accomplish that while under
your watch.

Mr. Chairman, that concludes my statement. I would ask the
unanimous consent of the committee that a statement by our col-
league, Steve Symms, and the reference he makes here to his own
bill, S. 457, be included in the record following my testimony.

Senator PrRYor. Without objection, Mr. Symms statement will be
put in the appropriate part of the record.

Senator DURENBERGER. Thank you, Mr. Chairman.

Senator PrYor. Thank you, Senator Durenberger. Please don’t
leave because I want you, Senator Durenberger, and Senator Levin
to see a very short moment—maybe just a minute or two—of the
film that the Internal Revenue Service has put out, a video tape.
They are sending this out across the country to advise taxpayers
how to fill out their W-4 Forms. It is truly a remarkable film, and I
hope that both of you will stay to see it.

As I mentioned earlier, I don't think either of you two were in
the hearing room at that time, but we have located only one of
these films. There are 20,000 copies going out. Only one of them
could be found in Arkansas, and there is a two-week wait for
people to get it. And I guess the presumption is that the person has
a VCR, and I don’t know how many VCRs we have in our poor
little State—just a few, I imagine.
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Senator Levin, you have done some good work in this area. We
look forward to hearing your statement.

STATEMENT OF THE HONORABLE CARL LEVIN, U.S. SENATOR
FROM THE STATE OF MICHIGAN

Senator LEVIN. Mr. Chairman and Senator Durenberger, I am de-
lighted to be here today to join you in trying to force an improve-
ment in this disastrous system. I don’t know if I am going to wait
to see that film, Mr. Chairman, because I opposed the amount of
violence we have in our films.

If my hunch is right as to what is on this film, it may cause more
violence, and I usually like to avoid that.

Senator PrYor. It may instigate a little violence; we will have to
see it.

Senator LEviN. Mr. Chairman, the W-4 Form is a disaster. It is
complex; it is confusing. It is also, if I can suggest, misleading. It
leads people on in one area that it shouldn’t, and I want to get to
that a little later on. I don’t know that it has been addressed yet.

The tax system depends on voluntary compliance. It depends on
trust. And this W-4 Form is going to do severe damage to this tax
system, which is based on voluntary compliance. The first taste
that people have of the new Tax Reform Law is that W-4 Form;
and people are absolutely and understandably bewildered by how
anybody can say that this system is supposed to be simpler and
f%irer when they first face a form such as we are inflicting on
them.

There are two parts to this bill that I have introduced. The first
part is similar to the bill that Senator Durenberger has introduced
and for the same reasons. The reasons for the provision that Sena-
tor Durenberger described to maintain the 20 percent margin of
error instead of reducing that margin of error to 10 percent are ob-
vious. We have a new, complex tax system, which has people as-
tounded and people dizzy.

It is exactly the wrong time to reduce the margin of error on
withholding. There couldn’t be a worse time than right now to tell
folks that they are going to be penalized if they are off by just 10
percent instead of the usual 20 percent. I mean, if we had to go out
and select a moment to reduce that margin of error, this would be
exactly the wrong moment to do it. It is also the wrong moment
because we are now telling people: Wait, there is going to be a sim-
pler form. This delay is itself going to increase the under-withhold-
ing.

So, for all kinds of reasons, we ought to continue the 20 percent
margin of error instead of reducing it to 10 percent at this time. I
agree with Senator Durenberger and his bill. The only difference in
that regard between his bill and mine is that my bill will do it for
two years instead of the one, the reason being that we won’t have
enough experience until March or April of next year when most
people fill out their 1987 tax returns to know how they should fill
out their next W-4 Form.

If they really fill it out in January or February of next year as
they are supposed to, they are not going to have the experience—
that is, most people won't—to know what is the correct W-4 for
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1988. Since most people fill out their returns in March and April, I
would suggest that we keep this 80 percent provision through the
1988 tax year and not just for 1987.

I don't know whether that is a major difference between the two
bills. I think it is important; but the basic point in the bill which
Senator Durenberger described and in my bill is, for heaven’s sake,
keep the 80 percent provision now.

There is a second provision in my bill that I want to briefly men-
tion to the committee, and that has to do with the fact that em-
ployers are going to be overwhelmed with W-4 Forms, and they
may be slow in implementing the changes that have to be made in
withholding as a result. The sheer volume of W-4 Forms, which
many employers are going to face, particularly small business
people may result—may result—in employers not being able to
gba(li(e the adjustment in the usual period of time. which is typically

ays.

If that happens, we could find that employees who have properl
and promptly filed their W-4 Forms with their employers still
being under-withheld through no fault of their own, but only be-
cause of the mass W-4 Forms which that employer has to contend
with. So, we would waive the penalty in the law for any employee
who has a promptlg, properly filed W-4 Form but whose adjust-
ments are delayed by the employer, through no fault of that em-
ployee at all. So, that is the second point of this bill that I am in-
troducing.

Now, one quick comment, and then I will conclude.

There has been a lot said about the complexity of that form, and
I couldn’t agree with it more. It is a disaster and a horror. People
are going to delay fi]ling it out.

First of all, they don't want to pay people to help them; and we
have heard of folks charging others a lot of money to help them
with their W-4 Forms. No one should have to face that. The natu-
ral human instinct is to delay filing it. It is complex. Who wants to
face that thing?

The longer you delay, though, the greater the chance of under-
withholding and a peralty. So, the form through its complexity en-
courages delay. But it also through its actual wording may encour-
age delay, and I want to read that. This is where I think it is mis-
leading.

“When must I file the form?,” which is in the instructions. It is
No. 2. “Give your employer a new W-4 Form as soon as possible.”
That is good advice. “While the law requires you to file a new form
before October 1, 1987, you are urged to file early to avoid incorrect
withholding.*

Now, they are not told that if they obey the law and get it in by
October 1, they can still be penalized. This is a very important
point. We are telling people right there that the law says you have
got to do it by October 1. We don’t tell them clearly that, even if
they obey that October 1 deadline and get it in by then, they can
still be penalized.

As a matter of fact, the lon%er they delay towards October 1, the
greater the likelihood they will be penalized. We urge them to do it
early, but we don’t tell them we are going to clobber you if you
don’t do it early. Urging people to do it early is one thing. Telling
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them what happens if they don’t do it early—which is that they
are likely to increase their chances of under-withholding and that
means a penalty—is a very different thing. And I believe it is nec-
essary if we are going to be straight-forward with folks.

So, I would suggest that when they simplify the form, they also
be straighter with people as to what happens if they don’t get it in
as soon as possible and wait until September to get it in, which the
law allows them to do.

So, that is the change that I think they also ought to make to
make sure that they are not leading people on when they talk
about the October 1 deadline.

Mr. Chairman, let me commend you and Senator Durenberger.
You are attacking a major problem out there in all of our commu-
nities. You are doing it in your usual forthright ways and I com-
mend you for holding this hearing, and I thank you for giving me
the chance to testify.

Senator PryYor. I want to thank you, Senator Levin and Senator
Durenberger, because I think the approaches that you are taking
in both pieces of legislation are proper, valid, and justified. And I
think the perception that both of you have is correct, that this is
not just a 1987 problem. This is a 1988 problem. It is a 1989 prob-
lem. When people see this W-4 Form, they are being led to believe
that if they do this it will be the end of it. It will be unpleasant,
but over. However, it is a continuing situation, until all of the tax
bill is figured in and takes effect.

I think both of the pieces of legislation that you have introduced
deserve merit and consideration. As we mentioned to the Commis-
sioner, unless he does something very soon, the Congress is going to
respond. We are going to react. We are going to react to this up-
heaval out in this country and what the people believe to be unfair.

Both of you have been very good witnesses this morning, and I
want to thank you for coming.

Seq’ator LeviN. Mr. Chairman, if I could just add one quick com-
ment?

Senator PryoRr. Certainly.

Senator LEVIN. And I think Senator Durenberger would agree.
Even if the IRS does simplify this form quickly and does avoid any
misleading suggestion in that form or lack of clarity as to what the
penalty is, even if you file on time, this legislation is needed. Even
if the IRS acts, I think Senator Durenberger would agree that
either his bill or my bill—and there is not much difference—it is
just a matter of whether the 20 percent is reduced to 10 percent
next year or the year after——

Senator DURENBERGER. That is correct.

Senator LEVIN. We need legislation even if the IRS acts.

Senator PRYOR. It is really beginning to concern me more and
more, though, when the IRS states here this morning that they are
about to simplify this form. I don’t know if they know how to sim-
plify a form or not, and this deeply concerns me.

The other thing that worries me is that very few average taxpay-
ers had an opportunity to go through this new form and be tested
before the IRS mailed out 300 million of the W-4 Forms, creating
the present chaotic situation.
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If both of you would remain for just about two minutes, I think
we have just a two-minute segment of the IRS film. By the way,
don’t punch it yet. The reason I have the film today is because this
is the film—20,000 copies—that are going out across the country—
- and I thought that some of our colleagues might like to see how
" the IRS is attempting to explain its own simplified W-4 Form. I
have seen it.

[Whereupon, at 10:05 a.m., a short segment of a film was shown
on the W-4 Form.]

Senator Pryor. Now, you can see that if the CPAs don’t all get
rich out of this thing, the Excedrin people will, because it is very
confusing. With all due respect to the Internal Revenue Service, 1
don’t think this film is going to help to clarify the confusion that
we are all dealing with right now.

Senator LEvIN. Mr. Chairman, when he said, “‘Now take that
number on line ‘n’ and . . .”” I can just see the average viewer out
there finishing that sentence——[Laughter.]

It won't be finished in the same way he finished that sentence.
{Laughter.]

Senator Pryor. I got the subtlety of that statement. I don’t know
if everyone else did. [Laughter.]

We thank you, Senator Levin and Senator Durenberger. By the
way, I would love to invite both of you to hear our panel. We have
a panel of three good witnesses, and we would love to have both of
you participate with us, if you would like to stay.

Senator LEvVIN. Thank you, Mr. Chairman.

Senator DURENBERGER. Thank you, Mr. Chairman.

Senator PrYor. We have now Mr. John Motley, Mr. Mikel Wood,
and Mr. Al Golato. Mr. John Motley is Director of Federal Legisla-
tion, National Federation of Independent Businesses; Mr. Mikel
Wood is a Certified Public Accountant of North Little Rock, Arkan-
sas; and Mr. Al Golato is Public Affairs Director of H&R Block and
Company. We are deeply appreciative of the three of you coming
this morning. We look forward to what you have to say. We under-
stand you have a short opening statement for the record. We would
invite you to proceed formally or informally; and I think that all
three of you gentlemen have heard the testimony this morning pre-
viously given by Mr. Gibbs and also by Senator Durenberger and
Senator Levin.

We certainly look forward to your statements today and hopeful-
ly you can help us in offering some constructive solutions to the
problems that we face. Mr. Motley?

[The prepared written statement of Senator Levin follows:]
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TESTIMONY OF SENATOR CARL LEVIN BEFORE THE FINANCE
SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE
SERVICE WITH RESPECT TO W-4 WITHHOLDING FORMS

February 6, 1987

Mr. Chairman:

I want to thank the Subcommittee for offering me this
opportunity to testify regarding the new W-4 withholding
forms in general, and, in particular, on legislation -- S.
388 -- which I have introduced to deal with some problems

that are likely to arise in relation to the new W-4 forms.

The requirement that all employees file new W-4
withholding forms will, for many taxpayers, be their first
actual taste of the new tax reform law. Many are already
asking in bewilderment how the new four-page form is simpler
than the previous two-page form. Moreover, many two-wage-
earner couples who were assured that tax reform would reduce
the "marriage penalty tax" may be surprised when preparing
their W-4 forms to find out that a marriage penalty tax
still exists and is going to either reduce the size of their

tax cut or actually give them a tax increase.
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I am encouraged by Secretary of the Treasury Baker's
remarks that he will ask the IRS to look into redesigning
the form, and I am encouraged by reports that the IRS is
considering various options. However, 1 am concerned that
there is yet no committment to have it redesigned promptly.
I urge the Secretary of the Treasury to direct that the IRS
take steps immediately to simplify the new W-4 form. The
longer the delay in taking action THIS year, the greater the
risk that many taxpayers will -- out of frustration and
confusion -- take no action to revise their withholding
status, thereby increasing the probability that many will be

substantially underwithheld and, as a result, be hit with

penalties.

However, even if the new W-4 forms are simplified and
clarified, other problems will arise in relation to them
which the Cbngress should take action NOW to anticipate and
mitigate. It will be far better -- from the perspective of
both the well-being of the taxpayer and respect for the tax
code -- if the Congress acts with calm deliberation 3215,
year to address and avoid those problems instead of acting

with the frenzy of a bucket brigade next year.

I introduced S. 388 with this in mind. This

legislation has two basic parts.
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First, under the new tax reform law there is a need for
taxpayers to reconsider the number of exemptions claimed, in
part because the value of each exemption has almost doubled.
What concerns me, in the first instance, is the following
situation: A taxpayer acts conscientiously in filing a new
W-4 form and requests a change in the number of
exemptions...BUT because the employer is overwhelmed by the
sheer volume of W-4 forms that results from the requirement
that gll employees file new W~-4 forms, the employer does not
act in a timely fashion to make the requested adjustments.
The end result may be that employees may be substantially
underwithheld through no fault of their own, and may end up
owing a large lump sum paymant to the IRS on their '87

returns...AND even penalties on top of that.

I have contacted staff with the IRS and representatives
of small business in my state of Michigan. Although I have
been told that most small businesses would probably be able
to process the forms in a timely fashion, there was a

recognition that problems may arise in some firms.

Whereas, in one respect we could take comfort in
knowing that this would only be a problem in a minority of

.caseg, I am concerned about those instances in which it does

happen. How many of us will want to tell constituents who



have been penalized through no fault of their own that we
knew that this kind of injustice could arise with respect to
the W-4 form, but we didn't think it would happen frequently

enough to address in advance?

I was informed that if taxpayers saw that their
employers were not making the withholding adjustments in a
timely fashion, they could file estimated taxes ir order to
assure that they were adequately withheld. But, it is not a
practical approach for constituents who are already confused
by the new W-4 form to be told, '"Don't worry if your boss
doesn't act on your W-4, you can always file estimated

taxes."

Finally, while the current law provides that a penalty
for underwithholding can be waived if '"the Secretary
determines...the imposition of such addition to tax would be
against equity and good conscience,'" that is not an adequate
safeguard. How is it in the spirit of tax simplification to
tell taxpayers that they -- or their lawyers -- may be able
to make a case that they should be given a walver under the

genrral waiver provision?

The legislation 1 have proposed would eliminate any

penalty on an employee for underwithholding when that



59

employee properly filed a W-4 form that would have prevented

substantial underwithholding had the employer adjusted the
cenployee's exemptions on the withholding schedule in the
time period required by law, which is approximately 30 days.
This legislation would be in effect for 1987 and 1988, the
t&o years in which it is envisioned that gll employees would

have to file new W-4 forms.

The second section of the legislation I have introduced
would protect taxpayers from being unfairly penalized as a
result of 22! they fill out their W-4 form. Under the new
tax-reform law, the margin of error permitted when taxpayers
are underwithheld has been decreased. Previously, taxpayers
were subject to a penalty if less than 80% of what they owed
in a current taxable year was withheld during that year.

The tax reform law raised that figure from 80% to 90%. 1In
other words, the margin of allowable error has been reduced

from 20% to 10%.

Although this might have made sense as a measure to
improve taxpayer compliance if the tax code were otherwise
relatively unchanged, increasing the required technical
precision on the W-4 form for withholding at a time when

there are massive changes in the tax code -- and uncertainty

about the taxpayers' understanding of it -- is downright



unfair. In 1987 and 1988, such changes -- both in the rates
and in the deductions -- are under way. We have to Keep in
mind that although members of the Congress may know what's
deductible in 1987 compared with 1986 and what's deductible
in 1988 compared to 1987, the general taxpayer must be far

more uncertain.

Also, many taxpayers filing new W-4 forms in January
and February of 1988 won't yet have the full benefit of the
experience resulting from the filing of the W-4 form in
1987. Many will not yet have filled out their 1987 tax
returns and will be unaware whether their assumptions in
filing out the W-4 form in 1987 have led to substantial
underwithholding. They !2312 know this by April of 1988,
but that would be several months after they should have
filed their new W-4 forms for 1988 -- a classic Catch-22

situation.

There are added reasons for retaining the 80% figure
for 1987. Many employers are not making withholding changes
until February of 1987 at the earliest. As a result, many
taxpaygrs have been underwithheld for January. Many
employees will not file W-4 forms in February, or March, or
April, either. They are confused by the form, have heard

that there is an October 1 deadline, and, thus, will
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naturally delay. All of this -- on top of the
underwithholding that may result from taxpayers' difficulty
in adjusting to the substance of the changes in the tax law
and the new W-4 forms -~- may be enough to lead to
substantial underwithholding and a penalty. Moreover, if
taxpayers wait to file W-4 forms this year until 'new and
improved"” forms become available, then the chances for
substantial underwithholding through no real fault of their

own are further increased.

In a very real sense, it seems that the new tax law is
narrowing the bull's-eye at the same time that it is itself
shaking the target. Those who favored the tax reform bill
last year talked of the bond of trust that it was intended
to engender between the taxpayer and the government. But I
am concerned that the requirement for greater technical
precision in withholding at the same time that taxpayers are
80 uncertain about the provisions of the new law -- and how
those provisions are likely to affect them -- will create

cynicism and not trust, anger and not goodwill.

Now, it is true that under the tax-reform law taxpayers
may avoid the penalty for underwithholding if the amount
withheld in the current year is 100% of the taxes owed in

the previous year, even if the amount withheld in the

71-781 - 87 - 3
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current year is less than gg% of what turns out to be owing
in taxes in the current year. The difficulty, however, is
that we are told that most taxpayers will receive a tax cut
in the current year as compared to last year. If so, it
only logically follows that many taxpayers in the current
year will bave withheld less than 100% of what they owed in
taxes last year. Therefore, looking to the relationship
between the amount withheld in taxes in the current year
compared to the amount Bﬁiﬂ in taxes lﬁEﬁ year is not an
adequaté safeguard against taxpayers' being unfairly

penalized.

The legislation I have introduced would retain the 80%
withholding standard for 1987 and 1988, the years durin¢
which there is likely to be the greatest uncertainty about
the tax reform bill. As such, it is not at all inconsistent
with the basic thrust of the tax reform bill of improving
taxpayer compliance. It seeks to assure, however, that what
we gain in comgiiance is not at the cost of common sense and

common fairness.

And speaking of common fairness, 1 urge the IRS when it
revises the W-4 form to end using language that amounts to
deceptively lulling taxpayers into a false sense of

security. The form states on page 1 that the law requires



employees to file new W-4 forms by October 1. It also
states that employees should file the new W-4 form '"as soon
as possible" in order to avoid "incorrect withholding."
What it should state clearly and upfront is that waiting
until October 1 will increase the chances that the employee
will be hit with a $500 penalty for underwitholding. The
form should also explicitly state that the 80% withholding
requirement (or 90% if the current law stands) applies
regardless of when employees file their W-4 forms. PFiling
by October 1 doesn't avoid penalties for underwithholding.
It only avoids having taxpayers' exemptions on their
withholding forms reduced to two or one, depending on their
marital status. If the October 1 date is not going to be
changed, it is essential that taxpayers be clearly warned
that waiting until that date may mean a $500 penalty for
them on top of a big lump-sum payment with their '87 return

as a result of their being substantially underwithheld.

In summary, the current form is not only confusing, it
is misleading. It must be promptly changea in both
respects, whether or not legislation we are proposing

passes.

That legislation will have some impact on revenues and

I have asked the Joint Committee on Taxation for an official
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estimate. We must be mindful of the revenue impact and,
therefore, the deficit impact of the legislation we propose.
However, it should be clear at the outset that a Congress
which granted billions of dollars of special relief and
special privileges to specific businesses as part of last
year's tax bill simply must now find the money to provide
relief to the general taxpayer who might otherwise be

penalized through no real fault of their own.

Mr. Chairman, it is no secret that I have many doubts
about the wisdom of many aspects of the new tax reform law
and that I voted against both the Senate version and the
final conference report. It would not surprise me if during
the next few years there are calls for major changes in it.
However, at a minimum we should try first off to ensure that
taxpayers' initial encounter with it not result in their
being penalized when they have made a good faith effort to
comply. The spirit of fairness which tax reform strove to

embody requires nothing less.
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STATEMENT OF JOHN J. MOTLEY, DIRECTOR OF FEDERAL LEGIS-
LATION, NATIONAL FEDERATION OF INDEPENDENT BUSI-
NESSES; AND ABE SCHNEIDER, LEGISLATIVE REPRESENTA-
TIVE FCR TAXES, WASHINGTON, DC

Mr. MorLey. Thank you, Senator Pryor. On behalf of NFIB's
more than 500,000 small business members across the country, I
would like to thank you for the opportunity of testifying here
today. Before summarizing my statement for you, I first of all
would like to congratulate you and Senator Grassley for introduc-
ing your Taxpayer’s Bill of Rights.

I think you are probably aware that IRS is not necessarily the
most favored agency of most small business owners across this
country, and we look forward to working with you on that bill as
you proceed with it through this Congress. I think you are also well
aware that NFIB supported tax reform and the actions of the
Senate Finance Committee during the last Congress from the be-
ginning.

Our members were very interested in seeing the Tax Code re-
formed for many reasons, but one of the primary reasons was be-
cause they wanted to see a good deal more simplicity in the Code.
What they found out, and what we all found out rather quickly
was that simplicity immediately clashed with fairness and, as
usual, simplicity lost.

While we were very, very concerned about what was happening
in the writing of the tax bill, I think we all had a great deal of
trepidation because we realized that the real proof was going to ac-
tually be in the issuing of the IRS regulations that implemented
tax reform.

And I might say here that IRS was certainly not slow to disap-
point us. The first new form, the W-4 Form withholding form, that
has been issued to implement tax reform was certainly a blockbust-
er. In fact, it probably knocked the cause of simplicity back at least
a decade.

I am really not here today to testify on the particulars of the W-4
Form and the complexities of the form. Two gentlemen who are ap-
pearing with me can probably do that much better than I can; but
what I would like to stress to the committee is the strain on the
employer-employee relationship that this form seems to be causing
across the country.

From the letters and telephone calls that we have received at
NFIB, employers seem to have two major concerns. First of all,
they are concerned about a loss of on-the-job productivity and also
of the resources that they have to use to overcome some of the con-
cerns of their employees.

Second, they are also concerned about guilt or blame by associa-
tion with this new W-4 Form. Let me explain those two for a
second if I can.

First of all, it is readily acknowledged by everybody that this
form is tremendously complex and difficult to fill out. It is time
consuming and it is frustrating for most employees. Many employ-
ees turn to their emiloyers for help in this situation. So, what you
have is a situation where employees are actually taking time out of
work to get the help that they need to fill out tf:e form to give it to
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their employers. Many employers—ones that have called us—have
volunteered the use of their accountants or their in-hnuse tax staffs
to help their employees fill out this form. is a loss to the employer
in running his business.

The other thing that they seem to be extremely concerned about
is if this situation worsens, if any of their employees actually get
penalized for filling out these forms improperly, that there will be
blame by association because there is no way you can deny that the
employer is definitely connected with the filling out and the filing
of W-4 Forms.

The irony of all of this, which I think you probably realize very
well since you supported it, is that the Senate, in our estimation,
had a chance to do something about it during tax reform. Senator
Sasser offered an amendment on the Senate floor, which was
adopted, but you actually lost in conferencc, bringing IRS under
the Regulatory Flexibility Act. IRS has traditionally opposed being
included under the Small Business Regulatory Flexibility Act and
also in complying in the Paperwork Reduction Act.

NFIB believes that compliance with both of these statutes would
mean avoiding problems like the W-4 Form and the infamous auto
log flap of last year.

Let me conclude my statement by simply urging two things.
Number one, that you and your committee closely monitor the issu-
ing of any new regulations to implement the Tax Reform Act of
last year for their impact on smaller businesses. Small business
people, especially those who operate at the margin, simply cannot
afford the hidden costs that are involved in compliance and the fill-
ing out and the paperwork with some of these forms.

In addition, I would like to suggest that the committee might
like to review once again th» exemption that the IRS has to the
Regulatory Flexibility Act. Ii is the only Federal agency which is
exempt, and also its compliance record with the Paperwork Reduc-
tion Act. It is our contention that, if the IRS had complied with
both, we believe that these hearings and the flap last year over
contemporaneous auto logs would not have occurred; and these
hearings would not be necessary today.

Thank you, Mr. Chairman.

Senator PRYOR. Mr. Motley. I appreciate your coming here today,
and we respect very much the NFIB and the positions that you
take, representing small business people all over America. We are
very indebted to you for your statement today. We may have some
questions in just a moment.

Mr. MortLey. Thank you, Mr. Chairman.

Senator PRYOR. Now, we want to hear from the front line. We
want to hear from someone who has been out there in the trenches
and the foxholes with the taxpayers of North Little Rock, Arkan-
sas, in the central part of our State. In fact, one of the first times
that I ever heard of the new W-4 Form and what was actually hap-

ning and what it really looked like was from a young Certified

ublic Accountant in North Little Rock, Arkansas, who has trav-
eled here for this hearing today, Mr. Mikel Wood. This is Mikel’s
first time, by the way, in Washington, _.C. He is not only a CPA;
he is a former auditor with the Internal Revenue Service.
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So, Mikel, we look forward to your statements and your construc-
tive suggestions as to how we might proceed.
[The prepared written statement of Mr. Motley follows:]
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Mr. Chairman, my name is John Motley, and I am the Director of
Federal Governmental Relations for the National Federation of
Independent Business(NFIB). On behalf of the half million small
business owners who are NFIB members, I wish to thank you for

allowing me to appear before you today to discuss the issue of the

new W-4 withholding form.

At the outset let me say that NFIB strongly supported this
committee's efforts to reform the Internal Revenue Code, and we
supported the Tax Reform Act of 1986 (TRA). The tax reform efforts
in the 99th Congress were led off by President Reagan and his

introduction of the President's Tax Proposals to the Congress for



Fairnegs, Growth, and Simplicity. As we all know, it did not take
very long for the debate to logse sight of the simplicity part of the
bill. In fact simplicity disappeared entirely in the ensuing debate

over fairness.

A former member of the Ways and Means Committee was once quoted
as saying that equity and simplicity in the tax code were mortal
enemies. These words appear to be very prophetic for, as we are

beginning to see, the TRA resulted in very little tax simplification.

A8 representatives of small businesa, NFIB was very concerned
over the issue of simplicity as a feature in any tax reform
legislation. During the tax reform debate, we took every
opportunity to point out both to the members of the committee and to
the staff alternative approaches which could help small business by
simplifying the statutes. Some of these suggestions were partially
included in the comﬁittee's efforts, but not enough emphasis was
placed on the simplicity aspect of this bill. However, we all
realized that the real litmus test of tax reform ultimately would
come when the IRS began to issue the new forms and regulations

associated with tax reform.

As a result of IRS introducing this new W-4 form as the first

new form igsued after enactment of tax reform, the IRS hasg driven
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the efforts at simplification of our tax code back to the one-yard
line. Considering that this form should be among the simplest that
IRS will issue as a result of tax reform, the mind boggles as to

what they will do with the more complex forms.

The new exemption withholding form was mandated in the TRA. At
the time the committee members and staff reasoned that with the
dramatic changes in tax rates and exemptions, all taxpayers would
gsuffer drastic shifts in their tax liabilities. Therefore, the TRA
required IRS to issue a new W-4 withholding exemption form and
required all taxpayers to submit the new form to their employers by

October 1, 1987.

An additional incentive for making sure that an individual's
withholdings are correct was provided by narrowing the safe harbor
ugsed to determine if an individual was under-or over-withheld.
Formerly if an individual's withholdings equaled at least 80% of
this tax liability, no penalty would be assessed. In the TRA, this
figure was increased to 90%. This is a pretty narrow margin for
error, therefore new withholding forms were deemed a reasonable

procedure.

The IRS had an additional incentive for ensuring that all

employees readjusted their withholding forms. The IRS is very
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embarrassed by excessive overwithholding, which results in many
American taxpayers using the IRS as a bank. dowever, the IRS
discounts the average citizen's absolute fear of the IRS. Any
accountant will tell you that a client prefers o be overwithheld
than to have to pay additional taxes at year's end. W2 may consider

this attitude unsophistocated, but this is the prevalent attitude.

Small business became aware of the new form when the IRS began
mailing copies of the forms to all employers at the end of 1986.
Tae IRS informed employers of the requirement that all employees
refile W-4's before October 1 of this year. However, when employees

began to try to fill out the form, the problems began.

I am not going to dwell on the complexity of filling out the
form as that has been dealt with sufficiently by previous
statements. Clearly, though, the real failure of the new tax form
wag that the IRS was trying to get people to think about 1987 taxes

when everyone else just began thinking about 1986 taxes.

We would all be amazed, but the average worker will not focus on
or care about what tax reform does to him until he has to file his
taxes in April, 1988 for the 1987 tax year. Employees who were
being asked to file the new W-4's found themselves being asked a

series of questions dealing with the new tax law that they were ill
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prepared to answer. What was also unclear from the instructions is

that estimates are acceptable.

An employer's relationship with his employees is always one
fraught with land mines. Suddenly, employers are being thrust into
the role of IRS enforcers, having to threaten their employees to
ensure that they file these new W-4 forms. Failure to file a new

W-4 will result in an IRS penalty or in excessive withholding.

Many employers are forced to spend large chunks of work time
providing individual guidance to employees filling out these forms.
Many even assumed the expense of placing their company accountants

or accounting staffs at the employees' disposal for assistance.

The new forms are overly complex in their presentation of
necessary information, and the forms appear to be designed to
achieve maximum shock effect. For example, step 3, which implores
an individual to use the worksheet and claim all of the exemptions
he is entitled to, finishes with a warning of a $500 penalty for
being underwithheld and warns of criminal penalties for supplying

false information.

It is our opinion that the IRS form is 3 failure. It is overly

complex in its presentation. It requires an employee to proceed
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through a series of calculations and tables designed to come up with
a number approximating the number of withholding exemptions for an
employee. However, for anyone who has bothered to go through the
form, the results do not translate into any tangible number which
makes sense, because the instructions do not provide the basic

information necessary to understand how much an exemption is worth.

Small eleoyers are concerned that erroneous W-4 forms may come
back to haunt employees later, and the employer may ultimately be
blamed for not withholding enough. Obviously this tension places a
new responsibility on the employer for ensuring that employees

understand these new forms. This is not an employer's job.

It is ridiculous to impose the new underwithholding penalties in
the firsf year of such a massive shift in tax liabilities. Congress
should provide a one-or two-year grace period from these penalties
to allow time for employees to adjust their withholdings, which
undoubtedly will be necessary after they file their first tax

returns under tax reform.

During the Senate's debate on tax reform, an amendment was
accepted to require the IRS to conform to the provisions of the
Regulatory Flexibility Act. The amendment was introduced by Senator

Sasser and was passed by the Senate, only to die in conference due
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to staff misconceptions of the impact of this bill. At the time of
the debate on this amendment, I recall several Senators complaining,
on behalf of the IRS, that the amendment was simply an attempt at

IRS bashing.

In fact the Regulatory Flexibility Act is on the books now and
is being complied with by virtually every agency but the IRS. The
bagsic tenet of the Act is to require an agency, when promulgating a
regulation, to perform an analysis to determine if the proposed
regulation will impact on the small business community in a

disproportionate manner.

If a disproportionate effect on small business is determined,
the agency is authorized to develop a reasonable alternative to

obtain the same information.

Small business advocates strongly support IRS compliance with
this act because IRS rules affect virtually all small businesses and

are the most burdensome rules a small business faces.

Is it too much to ask the IRS, when drafting a rule, to
determine whether their information demands are unreasonable for a
small firm? The IRS has fought against implementation of this Act

and is in questionable compliance with the provisions of the



Paperwork Reduction Act. But the agency continues to impose
recordkeeping rules and paperwork requirements on small firms which
are repetitive, unnecessary, too complex, and too costly for a small

firm to comply with.

If the IRS were complying with the Regulatory Flexibility Act
and the Paperwork Reduction Act, forms of this kind would not be
issued because an internal warning system would be activated when a
form of this kind were proposed. Nor could regulations which are
patently absurd, like the auto log rules of last year, find their

way into the Federal Register.

The IRS must realize that when it costs more to calculate tax
liability than to pay the actual tax, compliance and confidence in
the tax system are eroded. Small employers are especially sensitive
to complexity in the tax law and to the constant changes that the

tax law brings.

0263T
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STATEMENT OF MIKE D. WOOD, CERTIFIED PUBLIC
ACCOUNTANT, G. R. MASSEY & CO., P.A,, NORTH LITTLE ROCK, AR

Mr. Woob. Thank you, Mr. Chairman, for the opportunity to be
here. There is no doubt that the W-4 is far too complicated for
most taxpayers to fill out. There are a few lines that anyone can,
but then there are about half of them that tax myself and my co-
horts. I have had statements ranging from ‘“Why don’t I just send
the Government my paycheck and let them send me back what I
ought to have?” to “I am go’ng to put zero down; I don’t care.”

They also call me and say, “What do I put down? How many?”
They think I have got some magic, you know, that I can just tell
them right then. Not many of my clients can go down the form and
say what an adjustment to income is. They don’t know if they are
going to get an IRA deduction or not. They don’t know what
“qualified investment” and “business losses’ are. They don’t know
how to compute their child care credit.

For the most part, they are just saying, “I quit.” You know, “I
am going to put down zero; if it works fine, and if it doesn’t fine.”
Probably if we could have gotten a commitment out of the Commis-
sioner on the $500.00 penalty, I would go back and suggest to my
clients that they have at least as much tax withheld as prior year’s
liability; but he hedged a bit on that, and I don’t think we can
safely say that that $500.00 penalty is not going to be applied if we
use thit method. That is about the only solution that I have come
up with.

Senator PryYoR. Is your practice primarily small business and in-
dividual taxpayers?

Mr. Woob. Yes, sir. We do approximately 400 individual——

[Whereupon, at 10:20 a.m., the hearing was recessed.]

AFTER RECESS

Senator PrYoR. Thank you for your patience. I have just been
given this little candle, and I was about to light it, but I don’t
think we will need it now. But thank you for your patience, espe-
cially to our panel. Mr. Wood was in the middle of his statement, I
believe, or maybe we were in the questioning period.

Mr. Woob. Close to the end.

Senator PrYoR. All right.

Mr. Woob. 1 guess the bottom line is that all of the instruction
booklets mentioned in the W-4 instructions are in excess of 70
pages. The taxpayer is not going to spend the time to get them.
They are not going to call the toll-free number because the line is
always busy. They are not going to go get them, and then they are
certainly not going to read them. I don’t think the American tax-
payer ought to have to pay an accountant to figure out how much
should be withheld from their paychecks.

Senator PrYor. Mr. Wood, when the typical taxpayer walks into
your office—and once again, we say that you are from the trenches
and from the front lines—is the W-4 Form the first issue that they
bring up with you? Or is it among the first?

Mr. Woop. That probably depends on whether they think they
are getting a refund this year or not. If they think they are getting
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a refund, we go ahead and talk about the current year's informa-
tion. And if they think they are not, then we get to the W-4 first.

Senator PRYor. What about telephone calls into your office on
the W-4?

Mr. Woob. Probably I have had 100 at least so far on it. I am
sure the employers of these clients have had a like amount.

Senator PrYor. Do you find a lot of uncertainty out there among
taxpayers as to whether we are going to continue with the W-4 or
discontinue it?

Mr. Woob. Right now, the ones I have dealt with are approach-
ing it as if it is here to stay. They are griping, you know. “Can’t
yfguhdo anything about that? What do I pay you for?” and that kind
of thing.

Senator PrYor. By the way, are they mad at their Senator?

Mr. Woop. They preach a little bit every now and then. That
wasn’t one of my clients that went blind and 65 on line (a), was it?
[Laughter.]

Senator PrYorR. What about the penalty provision, Mr. Wood? Do
they bring this up?

Mr. Woob. The estimated tax calculation doesn’t worry them too
much, but the $500.00 that is sitting over there in the instructions
concerns most of them. And I am sure that if I fill out their W-4
¥orm for them and that $500.00 penalty got applied, they are going
to pass it on to me.

Mr. Golato of H&R Block, we look forward to your statement,
and I think you may have some solutions for us. We will just say it:
We are saving the best for last because now we are ready for some
solutions.

[The prepared written statement of Mr. Wood follows:]
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Testimony of
Mike D. Wood
Subcommittee on Private Retirement
Plans and I.R.S. Oversight
February 6, 1987

Senator Pryor, I appreclate the opportunity to give my
opinion of the complicated Form W-4 worksheet.

Aftec working thcrough a couple of examples, I found that the
wocksheet which accompanies the W-4 Form, works properly as far
a8 computing the number of withholding allowances necessary to
have ninety percent of one's tax liability withheld, if the
estimate of income and expenses are falrly accurate. However,
the average Amecrican taxpayer does not have sufficient knowledge
of our tax laws to propecrly complete the worksheet. The ones who
are knowledgable about our tax system probably don't have the
patience to fill it out.

On moce than one occasion I have heacd my clients say, "I anm
Just going to put down zeco allowances", o¢c "I am giving my
paycheck to the government and let them send me back what they
want me to have",

Going down the worksheet line by line, my obsecrvations are
as follows:

Lines A through E - straight forwacrd, moat taxpayers can
f11l out these lines with no problems, Almost everyone knows how
many dependents they have and, if they can be claimed as a
dependent on someone else's tax cretucrn.

Line P - Adjustments to Income - the instcructions for the
worksheet say to enter the total of:

1) qualified reimbursed employee business expenses,

2) qualified alimony payments made,

3) deductible business and investment losses,

4) penalty on early withdrawal of savings,

5) qualified contributions to an IRA account ocr Keogh Plan.

Most people would have no problem with two and four, but
would be fairly uncectain of how to compute one, three, and five,
Number five 1s especially complicated for most taxpayers. The
people I have heard discussing their IRA situation either think
that no one will be allowed an IRA deduction oc that they are
entitled to a deduction when in ceality they are not. They do
not understand the phase out of the deduction due to the adjusted
gross income limits and covecrage by an employec's pension plan.
The instructions say to get Publication 590 focr details. Most
people are not going to get a publication and spend the time
requicred to understand it.

To get an Intecrnal Revenue Secvice publication, you have to
g0 to an IRS office and pick one up or if there 18 not a local
office, you must call a toll free numbecr to ocrder it., Some of my



79

Page 2

clients have, on occasion, tried to call the toll free numbecr
with 11ittle success. The line 1is busy every time they call. So
even 1f a pecrson is willing to invest the time to understand the
tax laws, the taxpayec service system usually fcrustrates them so
much that they give up.

Line G - Itemized Deductions - Part of this section {is
simple enough for laymen to understand, but how many people know
what qualified investment interest 18? How many taxpayecs can
accurately compute a casualty loss of theic miscellaneous
itemized deductions fo:r 1987? The instructions call for
Publication 553 to fully understand what miscellaneous itemized
deductions ace, and that only the amount of these which exceed 2%
of adjusted gross income are deductible.

Again, most people are not going to go to an IRS office to
pick these publications up and they probably will give up trying
to order these publications after the third time they get a busy
signal on the IRS toll free lines. Even if they acre persistent
and get the necessary publications, filling out the W-4 becomes a
start and stop kind of chocre with a "now where was I?" frame of
mind accompanying each new start.

Line J - Allowances for 65 or over, and/or blind - It takes
a considecable amount of time to decide which amount to add 1if
this section 1s applicadble, but it 18 not overly complicated.
Many people will not try to figure this line out because, at this
point, they are intimidated and ovecrwhelmed by the worksheet,

Line K -~ Estimated Tax Ccedits - Child care credit, earned
income credit, and business credit carcyfocrwards, are the main
items involved here. I think the average taxpayer would have a
great deal of difficulty in computing any of these.

Line R - Working spouse? More than one job? - In reality
f1lling in this line is not difficult, but it does require time
and concentcation on doing this step by step. Table A i3 a
little confusing. It would probably test the patience of the
average Amerlcan taxpayer.

If line U 18 zero or less, then you must go back to the
instcuctions and go through a six line formula to come up with a
dollar amount of additional tax to be withheld even though zeco
allowances are claimed.

I have given some thought to trying to find an easier way of
coming up with the necessary numbecr of withholding allowances. I
came up with a solution, but there are potential problems with
code section 6682,

Code Sectlon 6682 applies a $500 fine to anyone who files a
Foem W-4 that results in less tax being withheld than is pcroperly
allowable, 1f there is not creasonable basis for the way the Form
W-4 18 filled out. Reasonable basis 18 not defined.

In the absence of Code Section 6682, having as much tax
withheld as one's 1986 total tax liability would be my
suggestion. In other words, arcive at the necessacry dollars to
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be withheld and back into the number of withholding allowances to
put on Form W-U4 by reading the appropriate withholding tables.
This method would not be very accurate for someone whose income
fluctuated sigrificantly between 1986 and 1987. Working spouses
would have to be sure that they had sufficient withholding
between the two of them.

My overall opinion of the Porm W-8 worksheet, 18 that it 1is
much too complicated for most taxpayers to complete. They should
not be expected to get the necessary publications and study them
to get the knowledge necessary to fill this form out.

Even for accountants to fill them out propecrly, the
estimates of income and expenses must be faicly accucrate. Many
of my clients want me to fill out their W-4 for them. I am
reluctant to f1ll them out, because to estimate within ninety
peccent of one's tax 1iability is difficult. Even though it 1s
ar estimate, I foresee many problems with estimated tax penalties
and the blame for them being passed on to the accountants. The
$500 fine, under Section 6682, would probably also be passed on
to the accountant if it wecre applied. It would only take a few
of the $500 penalties to make me look for another profession.
Even if I enjoyed filling out these worksheets, the American
taxpayers should not have to pay an accountant to figure how much
to withhold from theicr paychecks.
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STATEMENT OF AL GOLATO, CORPORATE DIRECTOR OF PUBLIC
AFFAIRS, H&R BLOCK, INC., WASHINGTON, DC

Mr. GoraTo. I don’t know if we have any solutions, but thank
you very much, Mr. Chairman. I am Al James Golato, the Corpo-
rate Director of Public Affairs for H&R Block. I appreciate the in-
vitation to present testimony for your committee’s consideration
about this form.

I doubt whether I can add anything new to what has already
been said, but I think it is important for you and the record to
show that my comments are coming from this type of an organiza-
tion, representing this many people.

H&R Block, which is headquartered in Kansas City, MO, is the
nation’s largest income tax preparation service with close to 8,000
company-owned and franchise offices, employing over 45,000 com-
petent men and women in their respective communities throughout
the country.

Block employees last year prepared over nine million Federal
income tax returns. That is almost 10 percent of the returns—the
individual returns—received by the Internal Revenue Service. And
we also prepared millions of State and local income tax returns.

Aside from the Internal Revenue Service, we deal with more Fed-
eral income taxpayers than any organization or individual. As a
result of this close association with many average taxpayers—and I
emphasize that because you and the other Senators earlier were
concerned about that—we have a good perspective about their
v}ilews on taxes are probably one of the best sources to articulate
them.

Now, I understand well the Internal Revenue Service’s challenge
in trying to develop simple forms and instructions to implement
usually unavoidable complexity in the tax laws.

As a matter of fact, I was there, so I know the problem. We at
H&R Block also know well the difficulties the masses of average
taxpayers face in trying to cope with the forms and instructions
while trying to comply with these laws.

So, we are not too surprised, either with the new W-4 tax with-
holding form, with its worksheet and instructions, or with the pub-
lic's negative reaction to them. As employers began distributing
them to employees last month, our offices began to get a flurry of
phone calls and visits for help.

Soon, the calls and the visits became a steady stream of confused
and anxious taxpayers. Since it was too early for our regular tax
retuin preparation business, our company-owned offices and par-
ticipating franchises offered to prepare the W-4 free for anyone as
a public service until February 1.

Now, although we don’t have the final count—and I checked just
this morning on that—the fact is I can tell you that we were very,
very busy, both on the telephones and in person in our offices
throughout the United States. During January—and this is an-
other perspective—I traveled throughout the country visiting many
of our offices and appearing on over 45 radio and television shows
and being interviewed by over 12 news reporters. This is just for
the month of January.
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In every single appearance, the first question I was asked either
bﬁ' the media representative orel()fr a viewer or a listener on talk
shows—many of which I appeared on—and the question was: Why
was the new W-4 so complex? So, you see, these are not isolated
problems, and this comes from, as | say, a source that deals with
numbers.

Now, in all my years in the tax and public affairs business, I
have never observed such widespread negative public reaction on a
single issue within such a short time.

Mr. Chairman, I will now briefly summarize four specific con-
cerns about the new W-4 that we have perceived during this one
month’s concentrated involvement. -

One—and some of these, of course, I don't even have to say
them—but there is almost unanimous public opinion that it is too
complex, especially for average taxpaf'ers. Oh, sure, you will have
some people say: 5h, yes, we can deal with that; but these are so-
phisticated accountant types.

I am sure I don’t need to expand on this because your commit-
tee's hearing actually was motivated in part by the mass confusion
the new W-4 caused. Item two. Many taxpayers are anxious about
bein nalized, not only if their W-4 results in less tax being
withheld than is required, but also if more tax is withheld than is
necessary to meet the correct tax obligation at the end of the year.

Now, I know the instructions do not say so, but the anxiety is
there nevertheless because of the comprehensiveness—If I may use
that word instead of ‘“‘complex’’—of the forms.

Three. Some smaller employers, we have been told, refuse to
accept the new W-4 from employees who wish to claim zero allow-
ances. Now, I have been unable to determine the reason for this,
but it is a relatively frequent allegation by people coming to some
of our scattered offices. Now, again, that may be due to being
unable to comprehend the penalty provisions, but that is something
which is rather unusual.

And four, many taxpayers who have used the tax withholding
system as a forced savings plan by deliberately claiming fewer al-
lowances on the W-4 Forms are now concernedv that the new work-
sheet will prevent them from exercising that option. This year’s
confusicn will turn to disappointment next year when they don’t
get the refund they have become accustomed to getting.

Since an overwhelming majority—close to 80 percent, as a
matter of fact—of taxpayers in the past received refunds after
filing their tax returns, it can be safety assumed that many will
want to continue that practice even now.

We are pleased, of course, that the Commissioner of Internal
Revenue is responding to the public reaction and to your commit-
tee to the new W-4 Form and is going to try to have his staff con-
sider alternatives. We in our offices have developed our own work-
sheet, but the worksheet, Mr. Chairman, is not the type that is
used by the public. It is a type that will permit our people to help
those who come in to prepare their W-4; and it helps to accommo-
date those people who insist on getting a refund, so we built that
into the calculation.

And it is a t of calculation which is not as precise in its at-
tempt to reach the dollar figure as the Internal Revenue Form; but
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we don’t think in calculating average taxpayers’ tax liability in ad-
vance that it is that necessary to be that precise, especially when
many of them—or most of them—want refunds.

Now, we think issuing two versions is a good idea: one, a much
simpler if less precise, optional short form type, and another a
more precise type, perhaps the one already issued for those who
are willing to cope with or who are going to have professional as-
sistance anyhow.

The important thing is to assure that the simpler version be-
cause of its possible impreciseness should slant towards slight over-
withholding and a possible refund at the end of the year, rather
than under-withholding and a balance due.

This would also make taxpayers electing to use the simpler W-4
calculation feel more confident that they are not skirting a penalty
for under-withholding. We suggest that the simpler version, if
adopted, also be a different color of paper for speedy selection and
isolation and separation.

We also think that Congress should expand the safe harbor or
tolerance gap between the tax obligation and the amount withheld
from 10 percent to 20 percent, temporarily before having a penalty
assessed, by the way, as Senator Durenberger and Senator Levin
and others have proposed. We think that would be very important,
and it would rebuild public confidence.

As a final note, Mr. Chairman—and perhaps not really directed
to solving this problem, but I think it is an observation that is in-
teresting if nothing else—some will say that the W-4 worksheet
issued by the Internal Revenue Service effectively gets employers
to do what banks objected to doing, and that is to withhold taxes
from dividends and interest. Mr. Chairman, I will be pleased to
answer any of your questions, including by the way, if you are in-
terested, what our company’s charges are for these things.

Senator Pryor. I would be curious, Mr. Golato. What would the
charges be?

Mr. GoraTo. The charges will be—and I think it is important
merely because of what we heard this morning. Our company will
charge now, after doing it free for a month—but now we have
gotten so busy with the regular tax preparing—$3.00 for anyone
who comes in and has done their regular tax return and they want
the W-4 also prepared; that will be %‘3‘.00. For those who come to us
not to prepare their regular tax return but only the W-4, we will
charge $10.00.

If they return later to have their regular return done, we will
give them a $7.00 credit.

Senator PRYoR. That is a lot more reasonable than the $500.00
that we talked about this morning.

Mr. GoraTo. Yes, sir.

Senator PrYor. Now, did the Internal Revenue Service, Mr.
Golato, run by the H&R Block Company this proposed W-4 in its
earlier stages to see what you or your company might think of it?

Mr. GorLATo. No, Mr. Chairman, they did not.

Senator PrYor. Had they done this, let’s say back about Decem-
ber 1 or mid-December, what would have been the response of
H&R Block?
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Mr. GoraTto. It is hard to say whether we would have caught
whatever problems they have gotten involved in and short-circuited
it; but the fact that our people, while doing it free over the past
month, came up with a calculation sheet that takes only perhaps
20 minutes—or 15 minutes—to do it, even though it is built in with
a bit of impreciseness—very little, but favoring the refund—then I
think that perhaps we would have at least been able to say that
these are problems you are going to encounter, and you should be
aware of the average taxpayers.

Too often, Mr. Chairman—too often—the Internal Revenue Serv-
ice and people who deal with potential problems on forms and in-
structions receive advice, and they have been coming to us with
regular forms—something relatively new over the past three
years—but too often they seek advice of highly sophisticated tax
practitioners who are interested more in fewer issues, but more ele-
gant, than they are in the mass types of problems that the average
taxpayer gets involved in. There are millions out there.

Senator PrYor. Mr. Golato, it is my understanding—and I may
be wrong—that you are a former employee of the Internal Revenue
Service?

Mr. GorLATo. Yes, sir. I am a former revenue agent, and then I
became the National Director of Public Affairs, and I was assistant
- to three Internal Revenue Service Commissioners.

Senator PrYoRrR. Were you here this morning when we showed the
tidbit from the film the },RS has sent out across the country?

Mr. GovraTo. Yes, sir. :

Senator PrYoR. Did that surprise you?

Mr. GoraTo. It is embarrassing.

Senator PrRYOR. Don’t you also think it is confusing?

Mr. GoLaTo. Yes, there is no guestion about it. The excerpt that I
saw there is about as confusing as the form itself is. As a matter of
fact, it is more so. When you have the form, you can keep going
back to it. When you look at that, it is pretty difficult to keep
switching back and forth, you see.

Senator PrYoR. It kind of reminds you of a flea jumping around
from place to place, the way they are instructilr\ldg us to do it. One
final question. I visited recently by phone with Mr. Henry Block in
Kansas City, and he was talking about the issue of refunds; and I
think you mentioned refunds today.

You know, refunds have almost become—I don’t want to say it—
but a way of life. Mr. Block stressed this fact to me, and I guess I
had never thouﬁ:\t of it before. It is a forced way of saving. And
this is why I asked the IRS Commissioner earlier in the hearing:
What about his philosophﬁ? What is wrong with refunds or under-
payments? I don’'t know that we received an answer that was very
clear; but I am wondering what might hap(l)en if, say, you over
withheld $1,000.00 or $2,000.00; and you paid interest to the Gov-
ernment on that amount for that period and went on about your
lt)lt:siness. I think thatgone of the complaints that we have had in

e past.

And conversely, if you have overpaid, then maybe the Govern-
ment could %?ly the taxYadyer interest for the money they have had
for that period of time. I don’t know whether that would work. Has
that ever been considered?
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Mr. GoraTo. I don’t know whether it would work to pay the in-
terest simply because most of these refunds are being issued, and
they are attempting to issue them immediately. Therefore, they
gave themselves—the Internal Revenue Service—some space there.
However, I think it is important.

We often hear from people presumably who know a lot about fi-
nance that you don’t want the Internal Revenue Service to hold
onto your money; it is better in your pocket. The fact remains, and
we know this through extensive experience: we are not talking
about dollars and those figures where the loss of interest means
that much. We are talking about amounts in loss of interest that
could be $15.00 to $25.00. You pay more than that for a credit card.

The fact remains that this system, that many taxpayers insist on
using, which is a forced saving, is nothing more than a modern-day
old Christmas club type of thing; and furthermore, most people
were they to get those extra few dollars in their paycheck would
not in fact put it aside. So, when April or next June comes up, they
would have in effect a vacation fund. And many people do use this
process for a vacation fund.

Senator PrRYorR. Among those clients that your company serves,
have we created, let’s say, a new wave of fear of the IRS and the
penalty provisions, that you have to go within the 90 percent accu-
racy range or you are going to be penalized? Are we building in a
whole new atmosphere of fear of the Internal Revenue Service?

Mr. GorATo. It would be presumptuous of me to state unequivo-
cally whether we are or not, but let me merely state a couple of
items for your attention.

One is that we see these employers refusing to accept a zero al-
lcwance. What motivates that? We hear people say that they want
to continue to get refunds even if that means over-withholding, and
yet we have gotten the definite impression that people are con-
cerned that they can’t do that because they feel they will be penal-
ized, and they will not.

And then we have the other who, because of the tolerance
amount narrowed from 20 percent to 10 percent, very many people
now are concerned about that as well, because of the penalty provi-
sion and the tightening of it. And I am sure you have heard; many
people are starting to say that there is a great deal of tightening
and turning of the screw on a lot of Internal Revenue Service pro-
visions.

Some people are starting to say that, instead of using it more as
a compliance instrument, it is being used as a fund raising instru-
ment. So, having said that, I think you can draw conclusions.

G Slenator Pryor. You have been a very splendid witness, Mr.
olato.

[The prepared written statement of Mr. Golato follows:]
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TesTIMONY OF AL JAMES GoLATO
CorPORATE DIRECTOR OF PuBL1C AFFAIRS,
H & R Brock, Inc.
BEFoRE THE SENATE FINANCE COMMITTEE'S
SUBCOMMITTEE ON PRIVATE RETIREMENT PLANS
AND OVERSIGHT OF THE INTERNAL ReEVENUE SERVICE
HEARING ON THE NEW ForM W-4 FOR INCOME TAX WITHHOLDING

FrRipaY, FEBRUARY 6, 1987

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

1 am AL James GoLATo, CoRPORATE DIRECTOR oF PuBLIC AFFAIRS FOR

H & R BrLock Inc.

I APPRECIATE THE INVITATION TO PRESENT TESTIMONY FOR YOUR COMMITTEE'S
CONSIDERATION ABOUT THE NEW FORM W-U4, FOR WITHHOLDING INCOME TAX

“ROM WAGES AND SALARY.

H & R BLock, INC. HEADGUARTERED IN KANSAS CITY, MISSOURI, IS THE
NATION'S LARGEST INCOME TAX PREPARATION SERVICE WITH CLOSE TO
8,000 coMPANY-OWNED AND FRANCHISE OFFICES EMPLOYING OVER 45,000 -
COMPETENT MEN AND WOMEN IN THEIR RESPECTIVE COMMUNITIES THROUGHOUT
THE UNITED STATES.

BLoCK EMPLOYEES LAST YEAR PREPARED OVER NINE MILL!ION FEDERAL
INCOME TAX RETURNS--ALMOST 10 PERCENT OF TKE INDIVIDUAL INCOME
TAX RETURNS FILED WITH THE INTERNAL REVENUE SERVICE. WE ALSO

PREPARED MILLIONS OF STATE AND LOCAL INCOME TAX RETURNS-.

AsSIDE FROM THE INTERNAL REVENUE SERVICE, WE DEAL WITH MORE FEDERAL
INCOME TAXPAYERS THAN ANY ORGANIZATION OR INDIVIDUAL. AS A RESULT
OF OUR CLOSE ASSOCIATION WITH SO MANY TAXPAYERS--NOT ONLY IN

PREPARING THEIR TAX RETURNS BUT FREQUENTLY IN THEIR CONTACTS WITH
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THE [RS--WE HAVE A 600D PERSPECTIVE ABOUT THEIR VIEWS ON TAXES

AND ARE PROBABLY THE ONE BEST SOURCE TO ARTICULATE THEM.

WE UNDERSTAND WELL THE INTERNAL REVENUE SERVICE’S PROBLEMS IN
TRYING TO DEVELOP SIMPLE FORMS AND INSTRUCTIONS TO IMPLEMENT THE

USUALLY UNAVOIDABLE COMPLEXITY OF TAX LAWS.

WE ALSO KNOW WELL THE DIFFICULTIES THE MASSES OF AVERAGE TAXPAYERS
FACE IN TRYING TO COPE WITH THE FORMS AND INSTRUCTIONS WHILE

TRYING TO COMPLY WITH THESE LAWS.

SO WE ARE NOT T0NO SURPRISED, EITHER WITH THE NEW W-4 TAX~WITHHOLDING
FORM WITH ITS WORKSHEET AND INSTRUCTIONS, OR WITH THE PUBLIC'S

NEGATIVE REACTION YO THEM.

As EMPLOYERS BEGAN DISTRIBUTING THEM TO EMPLOYEES LAST MONTH, OUR
OFFICES BEGAN TO GET A FLURRY OF PHONE CALLS AND VISITS FOR HELP.
SOON, THE CALLS AND VISITS BECAME A STEADY STREAM OF CONFUSED AND

ANXIOUS TAXPAYERS-.

SINCE IT WAS TOO EARLY FOR OUR REGULAR TAX RETURN PREPARATION
BUSINESS, OUR COMPANY~OWNED OFFICES AND PARTIC!IPATING FRANCHISES
OFFERED TO PREPARE THE W-4 FREE FOR ANYONE AS A PUBLIC SERVICE
UNTIL FEBRUARY 1. ALTHOUGH WE DO NOT HAVE A FINAL COUNT OF THE

NUMBER OUR OFFICES PREPARED, | CAN TELL YOU WE WERE VERY BUSY.

DurRING JANUARY, | TRAVELED THROUGHOUT THE COUNTRY, VISITING 32 OF
OUR OFFICES, APPEARING ON U5 RADIO AND TELEVISION SHOWS, AND
BEING INTERVIEWED BY REPORTERS FROM 12 NEWSPAPERS. I[N EVERY

APPEARANCE, ONE OF THE FIRST OUESTIONS | WAS ASKED--EITHER BY A
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MEDIA REPRESENTATIVE OR BY A VIEWER OR LISTENER ON TALK SHOWS--

WAS WHY THE NEW W-U WAS SO COMPLEX. [N ALL MY YEARS IN THE TAX

AND PUBLIC AFFAIRS BUSINESS, | HAVE NEVER OBSERVED SUCH WIDESPREAD
NEGATIVE PUBLIC REACTION ON A SINGLE ISSUE WITHIN SUCH A SHORT TIME.

MR. CHAIRMAN, | WILL NOW SUMMARIZE FOUR SPECIFIC CONCERNS ABOUT THE
NEW W-U4 THAT WE HAVE PERCEIVED DURING ONE-MONTHS CONCENTRATED

INVOLVEMENT.

1. THERE 1S ALMOST UNANIMOUS PUBLIC OPINION THAT IT [S TOO COMPLEX
~ ESPECIALLY FOR AVERAGE TAXPAYERS. I’M SurRe | DON'T NEED ToO
EXPAND ON THIS SINCE YOUR COMMITTTEE’'S HEARING WAS MOTIVATED
IN PART BY THE MASS CONFUSION IT CAUSED.

2. MANY TAXPAYERS ARE ANXIOUS ABOUT BEING PENALIZED, NOT ONLY IF
THEIR W-U4 RESULTS IN LESS TAX BEING WITHHELD THAN IS REQUIRED,
BUT ALSO IF MORE TAX IS WITHHELD THAN IS NECESSARY TO MEET
THEIR CORRECT TAX OBLIGATION AT THE END OF THE YEAR. | KNow
THE INSTRUCTIONS DO NOT SAY SO, BUT THE ANXIETY IS THERE

NEVERTHELESS »

3. SOME SMALLER EMPLOYERS, WE HAVE BEEN TOLD, REFUSE TO ACCEPT A
NEW W-U FROM EMPLOYEES WHO WISH TO CLAIM ZERO ALLOWANCES. WE
HAVE BEEN UNABLE TO DETERMINE THE REASON FOR THIS, BUT IT 1S
A RELATIVELY FREOUENT ALLEGATION BY PEOPLE COMING TO SOME OF

OUR SCATTERED OFFICES-

4. MANY TAXPAYERS WHO HAVE USED THE TAX WITHHOLDING SYSTEM AS A
FORCED SAVINGS PLAN BY DELIBERATELY CLAIMING FLWER ALLOWANCES
ON THEIR W-4, ARE NOW CONCERNED THAT THE NEW WORKSHEET WILL .
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PREVENT THEM FROM EXERCISING THAT OPTION. SINCE AN OVERWHELMING
MAJORITY (CLOSE TOo 80 PERCENT LAST YEAR) OF TAXPAYERS [N THE
PAST RECEIVED REFUNDS AFTER FILING THEIR TAX RETURNS, IT CAN
BE SAFELY ASSUMED THAT MANY WILL WANT TO CONTINUE THAT PRACTICE.

WE ARE PLEASED TO KNOW THAT THE (COMMISSIONER OF INTERNAL REVENUE
IS RESPONDING TO THE PUBLIC REACTION TO THE NEW W-4 AND IS
HAVING HIS STAFF CONSIDER ALTERNATIVES.

WE THINK ISSUING TWO VERSIONS IS A GOOD IDEA; ONE A MUCH SIMPLER
“SHORT FORM”, AND ANOTHER, PERHAPS THE ONE ALREADY ISSUED. THE
TAXPAYER WOULD THEN HAVE A CHOICE. THE IMPORTANT THING IS TO
ASSURE THAT THE SIMPLER VERSION, BECAUSE OF ITS POSSIBLE
IMPRECISENESS, SHOULD SLANT TOWARDS SOME SLIGHT OVERWITHHOLDING
AND A POSSIBLE REFUND AT THE END OF THE YEAR, RATHER THAN
U“DERHITHHOLDING AND A BALANCE DUE. THIS WOULD ALSO MAKE
TAXPAYERS SELECTING TO USE THE SIMPLER W-4 FEEL MORE CONFIDENT
THAT THEY ARE NOT SKIRTING A PENALTY FOR UNDERW!THHOLDING.

WE ALSO THINK THE [NTERNAL REVENUE SERVICE SHOULD DISSEMINATE
SOME TARGETED INFORMATION TO OFFSET THE PUBLIC MISUNDERSTANDINGS

TO WHICH | REFERRED EARLIER.

MR. CHAIRMAN, ['LL BE PLEASED TO ANSWER ANY QUESTIONS YOU OR THE

OTHER MEMBERS OF YOUR COMMITTEE MAY HAVE.
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Senator Pryor. Now, I am going to ask a question of Mr. Golato
and go to my left and ask all the panelists this question.

Among the hundreds or maybe even thousands of phone calls,
letters, or whatever contacts with clients that you have been serv-
ing, have you had one person or one individual say to you: This W-
4 is the greatest thing that has ever come down the track. I think
it is finally time that our country did this. Have you had that posi-
tive response?

Mr. GovrAaTo. No, sir.

Senator PrYor. Not from one individual, one business?

Mr. GoraTo. Not one.

Senator PrYor. What about you, Mr. Motley?

Mr. MotLEY. The chairman has a great sense of humor. No, Mr.
Chairman.

Senator PrYor. And Mr. Wood?

Mr. Woop. No, sir.

Senator Pryor. By the way, I would like for the record to show
that Mr. Abe Schneider, who is with the National Federation of In-
dependent Business and he is the representative, I guess you would
say, for taxation in that field, is here immediately behind the panel
this morning. We welcome him. We also welcome Peggy Hudson in
the Legislative Affairs Department at NFIB. We are very pleased
to have both of you.

Now, I have no real questions further to ask you. I want to thank
each of you for coming today. Mr. Wood, you were kind of cut off a
while ago in our moment of darkness, and I wonder if there is any-
thing that you would like to add or say?

Mr. Woop. I am just sorry I blew up the system. {Laughter.]

Senator PrRYOR. They would be proud of you back home for doing
that, I imagine.

Mr. Woop. They would.

Senator PRYOR. You have traveled a long way, and we deeply ap-
preciate that. Mr. Motley, do you have any comments? I thought
your comment about the strain that this whole issue is causing
tween the employer and the employee was very perceptive and I
don’t think that has been brought up. And I think that is some-
thigg we are going to see growing and not lessening as the months
go by.

Mr. MotLEY. Mr. Chairman, it really follows very much upon Mr.
Golato’s comments. One of the reasons that people over-withhold,
whether they be small business owners or whether they be individ-
ual taxpayers, is that they don’t want to hassle with having to deal
with IRS, if something comes up. They would much rather just pa
their taxes, get their refund, and not have to worry about any deal-
ings with the agency at all.

ow, you have gone the other way in saying that if they over-
withhokf’ or if they are outside that 90 percent, or that 10 percent
area, they are going to be hassled. Ansp I think this is causing a
great deal of concern.

Then when you translate that concern to the relationship be-
tween an employer and an employee, you are talking about strain.

Senator PrYoRr. You are very, very perceptive. If there are no
more comments, we again want to thank the panel for coming and
those who have attended this hearing.
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I think it has been constructive. I must say I am still somewhat
frustrated, even though I think the Commissioner of the Intermal
Revenue Service, Mr. Gibbs, proceeded in good faith this morning;
but I don’t know that he has the full backing of the rest of the staff
at the Internal Revenue Service, and that concerns me.

So, 1 don’t know exactly what the Congress is going to do after
the recess, but we are going to do something. We are not just going
to sit here and not do anything; and I hope, whatever we do, we
won’t make matters worse, but we are going to act. We are going to
react, if I might phrase it that way.

And the testimony that you have given this morning is going to
be very meaningful and very important as we proceed in trying to
find the answer to this dilemma that we are in.

We thank the panel. We thank all of you. The hearmg is ad-
journed.

Mr. GoLaTo. Thank you, Mr. Chairman.

[Whereupon, at 11:04 a.m., the hearing was adjourned.]

[By direction of the chairman the following communications were
made a part of the hearing record:]
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Tax Division
of the

American Institute of Certified PulLlic Accountants

Written Statement Relating
to the

Hearing on Form W-4

Submitted to the
Senate Finance Subcommittee on
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We commend the Senate Oversight Subcommittee for respoanding to
the pudblic concern over the perceived complexity of the new W-4
form. At the same time we want to commend the IRS Tax Forms
Coordinating Committee for doing an outstanding job of fulfilling
their most difficult mandate to design a form which would assume
that all employees would pay at least 90 percent of their tax
through the withholding mechanism. Any form which would
accomplish this goaul for all employees with their myriad of
different situations would inevitably be complex.

However, it is now apparent that large numbers of taxpayers are
not able to handle the complexity necessary to meet the TRA 1986
mandate to achieve a high degree of precision. We agree with
your Oversight Subcommittee that some type and degree of
simplification is necessary. Our Tax Forms Subcommittee has
studied the new W-4 form and offers the following suggestions for
accomplishing a reasonable degree of simplification while still
achieving, to a significant degree, the goal of more closely
matching withholding and the actual tax liability. Our
suggestions are discussed below under the following headings:

How c!g the Employee’s Withholding Allowance Certificate be
simplified?

(a) Overhaul the current format.

(b) Decrease the scope of the form.

(c) Create two forms to replace the W-4: one for persons
who have relatively simple tax estimation situations and
one for the more complex situations,

Suggestions for overhauling the current format:

There is about one inch of unused space on Page 3 that could be
used to include more information for various line items.
Specifically:

(a) Line F of the new form says, "Enter your estimated
adjustment to income."” The old form spelled out the
adjustments, i.e. IRAs, keoghs, alimony, etc. The old
version is preferred because a taxpayer can immediately
determine whether the item applies to him. The new form
requires him to refer to the instructions for even a
minimal understanding of the line.

(b) Line G of the new form says, "Enter your estimated
itemized deductions.” The old form spelled out what
deductions were to be included and lumped then in with the
estimated adjustments. Minimizing look-backs to
instructions would give people a sense of simplification.

(c) Table A of the new form has 22 entry points on the
horizontal axis and 29 entry points on the vertical axis.
The large number of entry points is required in order that
the withholding be at least 90 percent of the tax
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liability. The accuracy in estimation would be only
alightly diminished if the number of entry points were
considerably reduced. For this table to work precisely,
the taxpayer and the spouse would have to have a close
estimation of their wagea. Since this is often not
possible, a greater degree of imprecision could be
tolerated--especially at high income levels. Another
approach to simplification of the table would be to have
the contents of the table in whole withholding allowances.
This would reduce the appearance of complexity and reduce
the numbers in the table to one or two digits.

Suggestions for decreasing the scope of the form:

(a)

(b)

(c)

Decrease the discussion, explanations, and space devoted
to use of the withholding system to meet the tax liability
of income not subject to withholding. Taxpayers are not
required to decrease exemptions or to have additional
withholding for outside income. They can make quarterly
1040ES payments. For the W-4 form to work for outside
income, the amount must be known at the beginning of the
year and tax withheld for the entire year based on the
amount. Few people want to psy all year on large amounts
of income they may receive in the latter part of the year.
Taxpayers will want to wait and pay the tax after they
receive the other income. The W-4 Certificate should
allow for additional withholding; however, encouragesent
to use this method and the provision of detailed
instructions on how to estimate the tax liability could be
eliminated or minimized.

Eliminate moat of the calculations for credits. The only
significant credits for taxpayers who have credits are the
¥arned Income Credit and the Child Care Credit. A small
table or an arbitrary decision to give one special
allowance for anyone who expects to receive over $300 in
Earned Income Credit and one special allowance for each
taxpayer who expects to have over $1,000 of child care
expenses would . be less precise than the current method.
However, this would harm few people and would be much
easier for users to understand.

Eliminate most of the material on second jobs. A flat
statement that the taxpayer should file for zero
exemptions on the job that pays the least amount of wages
and claim his exemptions on the job that has the higher
wagas would cause little harm. 1[It is less precise than
the -urrent system, but few people would be seriously
underwithheld by its use.
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Suggestions for the use of two forms to replace the W-4.:

The use of two forms for claiming exemptions would make it much
easier for many people. The "short form" could be used by
individuals who do not elect to have extra allowances for
credits, itemized deductions, etc. The form could have a
simplified table to consider the effect of a working spouse.
This solution has some appeal. The main obstacle is that it
would be a distribution nightmare. Employees would not know
which form they needed. Detailed instructions would have to be
published describing who should use what form. Most employers
would probably adopt a practice of giving each employee both
forms. Is this simplification? Taxpayers would start one form
and then have to shift over to the other one. 1If both forms were
included in the same package, the forms and instructions wouild
increase from four to five pages.

VYhat is the major problem with the new W-47?

Most taxpayers never used the old W-4 in the manner thast it was
designed. Most taxpayers claimed exemptions based on the actual
nuaber of dependents and then "fine tuned” the number of
allowances claimed based on whether they owed additional tax or
they received a substantial refund in the prior year. The
publicity on requiring new W-4s haa caused large groups of people
to focus on the form for the first time. To properly prepare a
W~4 form from the ground up requires a mini tax return to be
prepared. Such an effort is neither desirable nor practical
solely for the purpose of estimating withholding tax.

What should be done now?

|
Prompt attention to the suggestions noted above would result in
useful improvements in the W-4 form. However, before releasing,
they should be tested on tax practitioners and the public.
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DQ A MEMBER OF ARTHUR YOUNG INTERNATIONAL

3000 K Street NV

Arthur Young e S Foacr

February 12, 1987

¥illiam J. Wilkens

Staff Director

Committce on Finance

205 Dirksen Senate Office Building
Washington, D.C. 20510

Dear YMr. Wilkens:

We would like to submit the enclosed examples as written
testimony to the Finance Subcommittee on Oversight of the
Internal Revenue Service with respect to the hearing on Porm W-4
held on Pebruary 6, 1987. Most of the testimony at the hearing
focused on the complexity of the Form ¥-4 and the
underwithholding that results when taxpayers delay in filing the
new form. We have found that in many cases the filing of a
correct Form W-4 (effective for January 1, 1987) may result in
signtficant underwithholding and exposure to the underpayment
penalty.

Example 1 illustrates the case of a married couple with one
wage-earner and $6,900 of itemized deductions. Claiming the
proper number of withholding allowances (five as computed on Form
¥-4), will result in the couple owing $115.92 of tax at April 15,
1988. They will not have paid in 90 percent of their Pederal tax
liability, and unless they had paid an amount equal to last
year's tax liability they will be liable for the underpayment
penalty under $6854.

Example 2 illustrates the case of a married couple, both of
whom work, wiih 89,100 of itemized deductions and two children.
Claiming the proper number of withholding allowances (seven as
computed on Porm W-4) will result in the couple owing $620.72.
Since this is less than 90 percent of their Federal tax
liability, unless they had paid an amount equal to last year's
tax liability, they will be liable for the underpayment penalty
under $§6654.

If you have any questions, please do not hesitate to call me
at (202) 956-6086 or Tracy Kaye at (202) 958-6492.

Very truly yours,
James B. Conley

Enclosure
JBC/sm
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1987 Federal Income Tax Withholding Worksheet

Example #1

Single or

Spouse 1 Spouse 2
Number of withholding Allowances ) 0
Number of Personal Exemptions 2
Filing Status (l-single 2-MFJ) 2
Semimonthly Salary 760.00 0.00
Less: Withholding Allowances 399.85 0.00
Net Semimonthly Taxable Salary for W/H 364.15 0.00
Semimonthly Withholding 37.92 0.00

Annual Salary 18,240.00
Other Income/Loss 100.00
Deductions for AGI 0.00
Adjusted Gross Income 18, 340.00
Less: Itemized Deductions

Taxes 1,850.00

Home Mortgage Interest 4,000.00

Other Consumer Interest 650.00

Charitable contributions 400.00

Miscellaneous Deductions 0.00

Total Itemized Deductions 8,900.00

Standard Deduction or Total Itemized Deduégi;;; ----- 6,9800.00
Personal Exemptions 2 @ 1,900 3,800.00

Taxable Income 7,640.00
Federal Income Tax '--;:558766‘
Federal Withholding 910.08
Tax Due / (Refund) 116.92
90X of Federal Income Tax 923.40
Federal Withholding 810.08
Penalty may apply if Positive 13.32

71-78% - 87 - 5
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Fxample 1

fomw-4(198))

~e 3

Werksheet Te Figure Your Withhelding Allowances

Note: If you heve 8 workung SPOUSE Of MOre then ond j00 at & bme, Use only 09 worksheet 10 hgure your fotal silowances,
combrung sl MICOMe, GAUCHIONS, 8nd CrecHs on the one worksheet.

A Enter *1° for yourself uniess you can be clavmed 83 8 GepEndent On ENOthEr PErson’s tax return . RN
® you are ungie and you have only one job; o¢

®  Special Alewance.—Enter “1°1f. @ you 8re marmed, you have only 0ne 10b, 81d yOur 5p0USS doss not work: o
© wages earmaed by you on & 86cond job or 8amed by your $pouse (of bath)
are $2,500 or less.

Entu'l'hwwummrmmumuammmm'swmm R

Enter number of ependents other than your $pouse thet you expect to ciewm on your tax returmn . . . .

o0

A theoy g . dstoohers B

You MUST compiete knes Q T 1f you have total income of $950 or more from the followng sources
o AWorlung Spouse  ® More Than One Job @ Nonwege Income
You SHOULD compiets ines F through P «f you expect to have:
o ftemaed Deductions o Tax Creorts ¢ Adustments to income o Age or Blindneas Deduction
Otherwise. STOP here and enter the number from bne € on Form W4, ne 4.

rmmumwum..............'!_______
G Erteryour esbmated Womised Goductions . . . . . . .@% 6,900
{n.rso-mm-cmmuwmm-)} 3,760
M Enter.{ $2.540 4 single or hesd of household e
$1.880 f mamed tkng separately 140
Subtract the smount on e H from ke G. Enter the resul, but notless thanzers . . . . | 8 3190
muuwrmnm«mmwmm,wmm
standerd 6educton from instrucbons forbne Jonpege2 . . . . . . . . - . . .3 3
K Enter your estimated tax credits, such as chid and dependent
carscredtoresmed incomecreat. . . . . . . . K&
L N bne K s 2010, siup to kne N. Otherwse, eater the number
from the table below
Merried o o
J“:", Singse or Married Filing
Wyouwr combned  Enteron It your estimated Enter on M your estimated Enter on
astmated wages sre— hrel |  wages sre— L1 wapes sre— hne b
Al oant Ot loss hen M toast But lons pn At loast Bt lose then
0 312%0 9 0 820 9 0 300 9
512500 $37900 6% | $6200 321000 6% 90000 329000 7
7500 435000 3% [s21000 1310 33 | $800  suon 4
2

- -

$58.000 $110000 3 $31.50  $70.000 3 $44000  $100.
$110 000 or over 29  |$70.000 or over 29 ] $100.000 or over

Muttipty the smount on hine K by the number on kne L snd enter the total amount hers . "h-nu'——
AddinesF. 1. ), and M Enterthe totsl amounthere . . . . . . . R | } L
MWMMWNE]’I.W.Mﬁm“mm(&mww?)

Monvage Inceme? —Ener the estimated amount, «f any. of all your nonwage ..Q8 10
mwrmmmut—mmumumawudm

situshons apphes anmmnmmwwmmmm

OOtOrONIBNNG . . . . . . . e e e e e e e e %______.
Add smounts on knes Q 8nd R and enter the total amounthers . . . . . . . . .88 __J00 |
DmmnmmmlmSwllsoo.MMNWMW(MMMMO). NP
tumm—mmnmmmrmmwwmr.mmmm
andonrormWA.lmc.‘ummuthmah..mmmmmmmu«\pqz R

A\ 4

RO VOZXE

cC-e

)

U s

’nmmnmomnmmudwwmmmmﬂdmmmmmummmmmm
100, Mmmwfmmmmmmnm. YwMﬂMkmmmed

sllowances on thw Form W4 for the 100 with the lergest wages snd ciewn 2010 on alf other Forme W-4.



Formw & (1987) Instructions and Tables for Line R of the Werksheet e 4

1. Enter wages from the HIGHEST peyng 10b (of ether spouse, 4 ) $ 6. Enter wages from the NEXT HIGHEST peywng job
2. . $1.900 7. M marned g osntly. use Table A Otherwae, use Table 8.
3. Enter the numbes from kne P of Workshestonpage3 = . . X : 8. Read ACROSS the table and find the cohsmn for the kne 5 smount
4. Multply e 2 by kne 3 Enter the result here R .3 9. Read DOWN the left column and fnd the row for the ne 6 amount.
S. Subtract hne 4 from kne | i 200 or less, enter 2000 $ 10. Enter on kne R of the Worksheet the smount in the table where
the column and row meet
A
Yable A—For larried Couptus Fiing Joimt Roturms 7
Arvgunt From Amount From Line 5 Above - -
Lne € Abowe $4000 $1800 £20.000 $22.000 $24.000 $24.000 LI8.000 £30000 $32.000 $34.000 336000 $30.000 $40.000 342.00p $44.000 $46.000 $46.000 $30.000 $35.000 $60.000
A ‘x Aol L d L ] [ ] At Ang g A g Ay A g Ang At ot o Ang
M Suttem| Une  Undw Unr  Unde  Usgw  Ungr Uniiv Usdir Usdr  Undor  Unfir Unir  Undor Usdr  Undr  Undr  Undwr  Umder  Usgor  Unger  $70.000
Lesst- Tiwe- | 34000 $12000 $20.000 $22.000 $24.000 $26.000 $20.000 $30.000 $32.000 $34.000 £36.000 $10.000 340,000 342000 $44.000 $46,000 $40.000 $30.000 $55.000 $80.000 $70.000 Ov Ower
o o 0 o o o 0 0 0 0 0 0 0 0 0 [} o 0) 0 0 [ 0
O 30 30 300 300 0 300 %00 O 0O O O O 0 00 MO O WO O O 00 IO
0O 80 SO S0 00 00 fUOO 1800 1800 1800 180D 1800 1800 31800 1800 2100 2100 23100 2000 2100 200 2100
O S0 800 SO S0 1000 270 2000 2800 2600 2800 2800 2600 2800 300 3X0 3 1X0 30 JX0 3X0 320
0 0 0 $00 100 2700 30 170 X0 3P0 300 3700 H700 4000 4400 4400 4. 4600 4400 4400 4400 4400
0O 800 000 1000 2700 4400 460 AGDD 400 4600 4600 460D 4900 S400 S300 3300 5300 5900 5300 3300 300 8900
O 800 1000 270 44D S600 5600 S600 5600 3600 3600 3900 6600 6700 &0 670 &0 &M0 60 670 0O &0
4,090 O SO 2700 440 6200 6500 6300 6300 €300 6300 €600 7300 GO GO0 EOO 7800 BOD 800 700 JAOD )00 79O
16,080 O B0D 460 €J00 7400 400 2400 J400 2400 70D 8200 8700 9000 9000 9000 9000 9000 9000 90O 9. 2000 9300
sia000 O 600 6200 7300 &0 @O AXO &0 6700 9200 9700 10100 10100 10100 10,100 10000 10.100 10100 10100 10.100 10300 10800
20,000 322,000 O 1000 7500 9300 9300 9300 9300 9600 10100 10600 11100 11200 11200 11200 11.200 11200 ‘117200 11,20 11200 11200 11.200 12000
J72.000 SPA.000 O 2700 9600 10200 10.X0 10200 1030 11000 11900 12000 12400 12400 12400 12400 12400 12 12 12400 12600 12400 12400 13200
JM.000 524,000 O aam0 11000 11100 11100 (1400 11900 12400 12900 13400 13300 13 130 13300 1330 13300 13500 43300 13300 13300 13300 14400
S20.000 520,000 0 €200 12100 12100 12400 12900 13400 13900 14400 i4X0 14700 14700 14700 14700 14700 14700 1400 14700 14700 140 14700 13600
O 7300 13000 13300 1100 14300 14800 13300 13600 13000 15800 13800 15600 13600 13800 IS0 IS0 13000 15800 15800 13800
32,000 O 8600 13700 14200 14700 13.00 13700 16200 16300 16300 16500 16300 16300 16300 16500 16300 16 14.300 16300 34500 G800 17,700
SIZ000 34909 0 8600 14200 14700 15200 13700 16200 16700 16 16900 16300 16900 16300 16300 JGI00 160 16300 MO I6WO WO 17.400 1AXD
234950 136,000 0 8600 14XO 130 1SN0 160 M. 17200 17300 17300 17300 17.300 17300 12300 17.300 17300 17300 17,300 17.300 17.300 14000 8800
20000 L3000 O G600 13200 13700 16X0 1670 17200 17700 7700 12700 17700 17700 17700 17700 12700 17700 17 17700 12700 17800 18800 19.300
e O 9200 15700 16200 16200 17200 17700 1R100 18100 14100 18100 18100 18100 14100 IAIOD 1GI00 1L1CD IKi00 AAIO0 14e0 1970 19900
40000 942900 0 10200 16200 700 17.200 17.700 18200 18500 18900 19300 18500 18300 IR300 18300 18300 18500 1R300 JAS00 16900 19000 19800 20400
$42.000 fod000 0 11100 16700 17200 17700 18200 16700 18900 18900 18900 IS0 IGO0 16900 18900 18900 18300 18900 1AS00 19100 (9600 204D 20
244000 46008 0 12000 17200 17000 18200 iS00 19200 19300 19300 19300 19300 1930C (9300 19300 19300 19300 19.300 19.400 19700 21000 21300
04,000 340000 0 12900 17.70 W00 19200 19700 19700 9700 19700 19700 19700 1900 19700 19700 19,700 9200 19.900 20300 21,500
000 900000 0 12900 17.700 18200 1870 19.200 19, 19700 19.700 19700 19700 19700 19700 19700 8700 9700 19300 2000 X300 21.000 2170 22.200
930080 $30.008 0 12900 17.700 18700 19.200 19700 19700 19700 19200 19700 19700 19700 19.700 19.900 20.100 20.300 21300 22.00 22300
955,009 900,099 | 0 123500 17700 18200 |\ 19200 19700 19700 19700 19700 19700 19800 20000 20.200 20400 20600 21000 21300 21800 22600 3.000
900,000 379,000 0 12900 17700 18200 18700 19200 19700 19700 19900 20100 20, 20500 20700 20900 21100 21.300 21500 21.700 22,600 23.000
7000 O 1290 I8X0 19100 19.800 21000 21200 21400 21600 21.800 22000 22200 22400 22600 22,800 D200 23600 2100 M0 73000
Table B—For ANl Others
Aot Frem Amount From Line 5 Above
Ume & Above $10.000 $12.000 $14.000 $16.000 $18.000 $20.000 $22.000 $24,000 130,000 340,000
[ ) Aot e o () Ang [
- Sutlaw| Unger Undee Undwr Ungs- Ungor Undor Under Uretor Uner' Under Uneter
Lot~ Wae- |310.000 $12.000 $14.000 $1600Y $18.000 $20.000 $22 000 324,000 $30.000 $40.000 300,000 m
Py ] [ [ o 0 0 o (] 0 (3 0
-. 90,800 H H '3 0 1.000 1.000 1,000 1.000 1.400 1.400 1.400 1800
=~ LIV ° o 0 1.500 1,900 1,900 1500 2100 2000 2600 2000 250
WO80 $16.000 [ 0 1.900 2900 2500 2900 3000 3500 3.700 21700 170 4000
SIS0 $17.000 o 1300 2300 3500 3800 3500 4.400 4300 4300 4300 4300 2,300
312000 $14.000 v 1.0 4700 4700 490 S 400 3900 6.000 6.000 6.000 4200 €.900
$14.000 $)0.000 0 $.000 3,700 3500 6300 [ 7.200 7.20 7.200 720 7.900 7.700
16000 $18.000 1900 6.000 €200 7200 2700 0.200 430 8300 0300 300 [T 89500
$18.000 1300 €900 7.000 7.900 8.400 2900 4,500 2,900 8900 9000 9600
[~ 200 ) a0 9,400 99500 10,100 10,100 10,160 1100 10,400 11.200 11.200
fus

66
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1987 Federal Income Taux Withholding Worksheet

Example #2
Single or
Spouse 1 Spouse 2
Number of withholding Allowances 7 0
Number of Personal Exemptions 4
Filing Status (l-single 2-MFJ) 2
Semimonthly Salary 1,350.00 800.00
Less: Withholding Allowances 554.19 0.00
Net Semimonthly Taxuble Salary for W/H 795.81 800.00
Semimonthly Withholding 10287 103.30
1987 Tax Computation
Annual Salary 51,600.00
Other Income/Loss 400.00
Deductions for AGI 2,000.00
Adjusted Gross Income 50,000.00
Less: Itemized Deductions
Taxes 900.00
Home Mortgage Interest 8,000.00
Other Consumer Interest 0.00
Charitable contributions 200.00
Miscellaneous Deductions 0.00
Total Itemized Deductions 9,100.00
Standard Deduction or Total Itemized Dedugg;;;; ...... 9,100.00
Perscnal Exemptions 4 @ 1,900 7,600.00
Taxable Income 33,300.00
Federal Income Tax 5,564.00
Federal Withholding 4,943.28
Tax Due / (Refund) 620.72
90% of Federal Income Tax 5,007.60
Federal Withholding 4,943.28

Penalty may apply if Positive 64.32

P
==ZZ3==3=2=3s



101

Fxample 2
Formw-4(1947) ~p 3
Worksheet To Figure Your Withholding Allowances
Nete: If you have 8 working 500use Of INOM than oNg )00 8t & DING. USe ONly BNe worksheet [0 hgure your tolal sHowences,
COMdining all INCOME. JETCHONS. 8d Cracts on INe ong workiheet
A Enter "1 for yourself uniess you can be cia.med a3 § Gependent 0N 3NOINEY PErON s tax return . AL _’
€ yOu 4re 3:NgIe BNY YOuU have Only one 10b. Or
B Special Allowance. —Enter 1711 @ you #re Marred. you have only 0ne 10b. 81d YOur SPOUSE GORS N0t WOk, OF }
® wages earned by you 0N & $0¢ON JOb Of 64/Ned Dy yOu! $p0uSe (Of DOLA) | S
are $2.500 or less. 1
C  Enter 1" for your spouse uniess your $p0use Can De Claimed 83 3 GEDENdent on another person’s tax retum [
D Enter number of dependents other than your 3p0use thet you SXPECt t0 CLewm On your tan return o2
A througn nter I* —Re [ wn o ol g 4
You MUST compiete ines Q theough T if you have total income of $350 or more from the followng sources
o AWorking Spouse ¢ More ThanOne jod @ Norwage Income
You SHOULD compiete hines F through P if you expect to have.
o itemized Deductions @ TaxCredits e Adustments to income o Age or Bundness Deducton
Otherwise, STOP here and enter the number trom ling Eon Form W4, Ine 4.
F  Enter your estimated adjustments te income o oL . pg2.0cc
G Enter your estimated itemized deductions . el 9,100
{53,760-fmarmdfdw\'pmnyaouhfyu‘mu)} 1.%€0
M Enter { $2.540 f single o head of household He -
$1.880 1 marned fiing separatety <
I Subtractthe amount on ine H from ine G Enter the result, bt notless hanzero . . . . ) 8. 50340
b} uusuo'urlmmyouoomwnzonmmmmm
$tandard deduction lrom instructions for ne Jon( 'ge2 . . . 1 3
K Enter your estimated tax cradits, Such a3 chid and Jependent
care credit or e3rned income Credit x$
L e K s zero. skip to ne N Otherwise. enter the number
from the tabie below L
Marrad F
o dion e g o Moy e Hoad of Housaetd
it your combined Enteron|  If your estimated Enter on W your est:mated Enater on
SUMItEO wages pre—  hnel wages ae— hne L wages de— Lo 1Y
Al gast Duliets than At ioast B lows then Allsost Ot toee than
$0 $12 500 9 0 $6 200 9 0 $8.00C ]
$12 %00 837500 6% $6200  $21 000 (1) $8.060  $29000 ]
$37 %00 $59 000 3 $21 000 $31.500 38 $29.000 $44.000 4
$53000 3110000 3 $31%00  $70000 3 344000  $100.000 3
$110 000 or over 2% ]$70 000 or over 29 | 4100000 o over 29
M Muitiply the amount on Iing K by the number on kne L and enter the total amaunt here . M
N AddNinesF.1 ). ana M Enterthetotal amounthers . . . . ng 340
o D-vmthumoumonthbySlwoandhmmwhdnmbu(uommsmmcz) . 4b (-] 4
[ 4 Mdl-maiaMOaMnntc:tMl«nlmmm . . . [ L]
Q 1=—Enter the estimated amount, -!mydummm . Q!_____
L] Vlortmg!pm"hnMMM?—lemmMNdedM
situatons apphes See page 4 for hne R msummwmmtmmmto fon
enter on this line . e
S Mamntsmth.wﬂmmtutwmm .o . . 8, 1,700 )
T  Dwvide the amount on ine $ by $1.900 RoundlomomthW(uo-mtmmlaiwnO) .. [ 1 L
U Totsl Withhelding Allowances. —Subdtract the numder on hne T from the number on bne P. lmuthoruunm ”
and on Form W-4, 1ing 4 ° If the result 13 2010 Of less, enter 2000 8nd 900 Nstructions for me Uonpage2 . . . . B| U

 If you hatve more than one jod o if your 3p0use wOrks, you Moy clewm sl of your sliowences on one Job of you My Clkim some on eech
100. but you may NOT claim the same slowences more then once. Your avthhoiing will ususlly be more accurate if you ciswm olf

llowances on the Form W-4 for the 100 with the larpest wages snd clawn 2ero on all other Forms W4,
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Instructions and Tables for Line R of the Werkshest

Tamw 4 (1987

g 19,200

e column ond row mest

T g_15,200
L. s X
Yabto A—Vor Warvied Couptos Piling Joint Woturne 7

7. W marviod Ming jowdly, vee Tobie A. Otharwise, wse Tabie 8.

& Resd ACROSS the tabie and find U Column for the bne S asmeunt.
Q. Read DOWN the left column and ind the rew fer the ine § ameunt.
30, Enter on by R of the Werkshost e smpunt in the tatte where

€. Enter wages from the NEXT HIGHEST paying jsd

=y

1. Enter wagns tram the MIGHEST paywg jsb (of ether spouse. if mervied) $ 32,400

2

3. Enter the rumber fvom bne P of Workshost onpage 3 .

4. Mulpiy g 2 by e 3 Enter the rosult hore .
S. Subtract bne 4 from bne | 7 2970 or tesa, enier re

3
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Jan.3,1937.
b

William J,. Wilkins

R>om S. D. 205%

Dirksen 3.3g.

Wwashington, D.C.
20510

Dear Sir;

enclosed is a copy of a pablished ¥ letter to the

editor”that I wrote in regards to the new W-4 form. Since I
wrote that letter,many things have happened. More and more

of our taxpayers money has been spent ( wasted ) on trying

to educate the public to be able to fill this monstrosity out!
There hava been seminars, video tapes,people on T.V. and radio,

trying to explain this four page confusing W-Li!?27
why not use some of that money to try to put together a
simple no mumble-jumble form like we had before. My own

Company ( Bless thE;r Corporate Heart ) wants nothing to do
with helping employees to fill out this mind-boggeling form.
Thier answer is "don®t bother us,call your tax preparer.” For

sone of us who try fo prepare our own taxes, that means a
special and expensive trip to see a C.P.A. RIDILULOUS! !
Thank you for your time and efforts.

Sincerely,
A. Bertlow

14830 Clayton Road d. W

San Jose, Ca $5127
(403) 251-4139
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STATEMENT ON NEW W-4 FORM

As a hard working United States tax-payer, I request that the members
of this committee launch an investigation into the way the Internal
Revenue Service arrived at the new W-4 form, now being pushed onto
the American public. They apparently want us all to be fortune tellers.

This W-4 Form they have developed is totally unappropriate. I have
several sources of outside income and never know till years end
what the amounts will be. I have talked to an accountant and he

said there is nc way it can be filled out.

The Internal Revenue Service is trying to quiet this great public
outrage by holding seminars on filling out their little form. Well

that won't work.,

The only solution to this whole fiasco they got us all into is to
waste some more tax dollars and come up with a new form that makes

some sense.

Perhaps the Internal Revenie Service can hire some better qualified
people from one of *he pre-schools in the Washington area.

Jt is suggested that you people in Washington take a look at what's
happening back home jover this W-4 thing. The entire country is in

an uproar over this and we want some action, not a bunch of seminars.

We are in favor of tax reform, but with a little reason to it.

Thank you:

7’%7 Y Sran

Harry N. Blount
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BOSTON COLLEGE

CHESTNUT HILL, MASSACHUSETTS 02167

FAYROLL 1EFARTAE T
WD ) T

February 6, 1987

William J. Wilkins

Staff Director and Chief Counsel

United States Senate Committee on Finance

Room SD-205 4
Dirksen Senate Office Building

Washington, DC 20510

Dear Sir:

This letter concerns your committee’s hearing on the
new W-4 form. I am the Payroll Manager at Boston College,
where we have a total of 5,000 employees, including many
student employees.

My initial comment is that the problem lies, not
with the form itself, but with the complicated and confusing
instructions on filling it out. Students in particular are
having difficulty with the form. For example, on Page 1,
Step 2, there is a section headed "Important Change in the
Law," which deals with exempt status. Previously, students
were allowed to earn almost $3,500 annually before owing
federal tax, and many of them claimed to be "exempt" on
the W-4. The new form states that they may not be exempt
if they can be claimed as a dependent by someone else, but
no guideline is given on what the break point would be.
Then there is mention of a $500 limit for nonwage and wage
income combined. The impression is given that students
will be taxed if they earn more than $500, yet the tax tables
indicate that they will be taxed on even lesser amounts.
(As an aside, I would add that it seems unfair to impose a
heavier tax burden on students, who are already struggling
to meet high college expenses.)

In short, there should be more information pertaining
to the status of students, both undergraduate and graduate,
since in many cases their situations will be different from
previous years. Line 6c of the form itself asks, "If you
entered "EXEMPT" are you a full-time student?® -- yet
nowhere in the instructions are students mentioned. Wwhat,
then, is the reason for that question, students ask themselves.
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Febrvary 6, 1987
Page 2

Many non-student employees find the instructions
so complicated that they are simply claiming 1 or ¢
allowances, "just to be safe." For many employees,
however, that will result in far too high a tax withholding
and will require a refund in 1988. In some cases employees
are intimidated by the "Penalty" clause (Page 2, Step 3 of
the instructions) which states that they would be fined
$500 if too little tax is withheld, but doesn't specify
what threshold could trigger a fine. Are they to be
penalized if they are underwithheld by $10?...$50?2...$5002...%
When the instructions are unclear and overly complicated, it
is the taxpayer who suffers,

I hope these comments add support to your efforts to
devise a simpler form.

Sincerely,

Ruth J. Chobit
Payroll Manager

P.S. At the bottom of Page 2, reference is made to the
"Paperwork Reduction Act." Is this intended to
convince us that the IRS has a sense of humor?

RJC/dgc
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OEvim 8.0AVIS
4009 CAONDALL OR.
SACRNEETO, CA 95828

¥))

February 2, 1987

William J. Wilkins
Room S.D. 205 Dirksen Bldg.
Washington, D. C. 20510

RE: W-4 forms

Dear Committee:

We are MNOT psychic!

The W-4 form is an invasion of privacy, a bureaucratic night-
mare and impossible for anyone to fill out honestly. 1Is that
the purpose, so you can penalize each person $500.00?

People have NO idea how much they will sell, how many jobs
they bid will profit, how much medical attention or hospital
time they will need, whether or not they will receive bonuses
or other compensations,

It is as ridiculous as the Senate and Congress who passed this
humongous tax increase. It is time for another Boston Tea
Partyl

Get rid of the W-4 form.

Disgusted, Dismayed

‘/OL{Q . Kﬁh 43. AéDézuoq;
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MEMQ

Un Decemper 3ra. | announced a campalgn against the "new, impcroved,
ane: simplifiea” [PS Form W-4. This Is the form that most citizens
ti1i out when starling a yob, and determines the amount of money thelr
enuioyers withnola from their weekly pay.

Tne ola torm was one sheet, instructlions and form included. The
Ntw torm is tour pages iong, with a compllicated table, indeci!pherable
tnetructions, a worksheet, and the form to be filled in.

itoie A NOHSTERSY (] ve tried twice to qet through 1t, ana can‘t)
ine IFS aomits it i3 a mess: The Commissioner, on Novempber 19th, sald
1t s "compiex...confusing": the IRS has THREE publications to “"help"

ger tnrough it: they are releasing Videotapes to help get through |t
(.ine-py-line): they are scheduling Semlnars throughout the country
to explain it: and - NOTICE - they are allowlng 10 months to get them
nt

If an empioyee fails to submit a NEW form, the empioyer fllls one
out for him -- listing the empioyee as Single, with une allowance or
Married, with two allowances. Whether the employer or the employee
filis it out, it had BETTER be pretty close to accurate...if the tax
withheld isn‘t enough (90% of total)...there could be a $500 FINE!

Information to be used in your ESTIMATE includes: Primary lncome,
income from a second job, spouse’s income, Investment lncome, business
expenses, medical expenses, moving expenses, theft...YOU’LL HAVE TO BE
A  PSYCHIC- TO GUESS WHAT 1987 WILL BE LIKE...¢#!

Ara. since the laws change again |In 1988, you’ll have to do It all
over again. Anag, |f YCUR sltuation changes, you may have to do it all
over again, again, again.

it is a monster. but it Is stlll a bapy-monster. [ am ucrging
eseryone to KiLL the monster before the forms arrive, or are malled
mack, 3nd petore it is a tull-grown MONSTER, and Impossibie to killt

write to: The President...Both your US Senators...Your
rPepresentative in Congress...Editors of Newspapers...Columnists...and
the to: 10Wing peopie:

Senators Robert Packwood and Pete Domenicl:
Representatives Pete Stark, George Mifler, Barbara Boxer, and Jim
Wriont.

And. send a special letter to (the only Senator who has spoken out
about the W-4 Monster) Senator Robert Kasten, Madison, Wisconsin.

Fight it NOW, or it will be too late!!!?

SLAM THE DOOR ON THE W-4...11000a0v1 4t
Jim Eason
KGO Radlo

San Francisco
CA - 94111
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JOHN S. FULTON
1167 POLLK AVENUE
SUNNYVALE CA. P42 SH

29 January 1987

Mr. William J. Wilkins
Room SD2@5

Dirksen Building
Washington, D.C. 20518

Dear Sir:
The "improved” W-4 form is an abomination!

I am writing this to you to ask for proceedings to stop
this kind of foolishness in the name of "Tax simplification
and tax reduction®.

My key observatidbns and complaints are:

1. The increasing complexity of tax preparation is
unnecessary, bureaucratic, and unacceptable.

2. We were adequately taxed by the former W-4 procedure
and are often unable to provide even approximations
of our 1987 projected incoae, as required by the new W-4
form. How can | possibly guess whether my wife will lose
her job...or get a bettor, higher paying job?

3. The implied penalties for mis—-estimating one’s future
income forces a defacto tax increase through over-with
holding. This 18 a tax reduction? Revenue by fear?

4. How can a government "of the people" give us
such gobbledegook that only lawyers and tax preparation
businesses can compret.end?

5. 1 am sure that we reqular-salaried wage earners can
provide sufficient revenue thoughout the year to
run our government on a BALANCED BUDGET basis.
Taxes on variable incomes could be collected after the
end of the tax year for those with 1ncome legally outside
the with-holding requirements of regular salaries.

6. Please recognize the overwhelming mandate given our
current administration to reduce the costly mumbo jumbo
that governs our current tax preparation ¢iasco.
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-4

. It 1s ridiculous to have such a large percentage
of tax pavyers forced to use tax preparation services
to comprehend the yearly updated incomprehensible
tax laws and forms.

8. Don’t tell us that "your qgovenrment is doing everything
possible to give us tax simplification”.

9. Let’s run the congress though one of the IRS 3-hour
training courses on the new W-4 form. Perhaps they
can recognize what the public is complaining about.

This letter 1s respectfully submitted as my personal
feelings about some of the foolish planning rampant
throughout our government.

erely,

Jokn S. ;;;§E;:—“



112

General Mills, Inc.
General Offices

Post Office Box 1113
Minneapolis, Minnesota 55440

February 3, 1987

Mr. William J. Wilkins

staff Director and Chief Counsel

United States Senate Committee on FPinance
Roam SD~205

Dirksen Senate Office Building
Washington, D.C. 20510

Dear Mr, Wilkins:

I enclose a copy of a letter I recently sent to the St. Paul District IRS
Office concerning wha: we believe to be an outright error in the 1987 Form W-4.

I bring this to your attention as part of the February 6 hearing on Form W-4,
and the February 12 deadline for submitting written comments.

Very truly 8,
R. D. Mueller

Tax Manager

RDM:clb
Encl.

General Offices snd Betty Crocker Kitchens at 9200 Wayrata Bouleverd
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Post Office Box 1113
Minneapolis, Minnssota 55440

General Mills, Inc.
& General Offices

January 28, 1987

Ms. Myrna Bergstram
IRS Outreach -~ Stop 26
316 North Robert Street
St. Paul, Minnesota 55101

Dear Ms. Bergstram:

This letter is a follow-up to the hrief conversation you and I had at a recent
W-4 training session at Ft. Snelling, and our subsequent telephone conversation.
My caments then, and now, deal solely with the instructions on the 1987 Form
W-4 for handling moving expenses as an itemized dedu~tion.

At the outset let me again conmend you on the excellent job you did at the
training session. At a Tax Executive Institute dinner meeting shortly after
the Pt. Snelling session, District Director C. Dudley Switzer and several
members of his staff were present, I mentioned to Mr. Switzer that I had
attended cne of your W-4 training sessions and had complemented you on the
excellent job you had done. He was pleased to hear that camment,

As I have mentioned to you, we believe the instructions on the new W-4 form for
1987 are incorrect as pertains to moving expenses. On page 2, in instructions
for Line G, "Itemized Deductions®, this statement appears:

"Moving BExpenses (If reimbursed include only if your
employer withheld tax on them)."”

We believe these instructions are incorrect, and are exactly opposite to what
they should be. If implemented as written, an employee could unwittingly
overstate expected itemized deductions, and as a result, could be under-
withheld for the year.

A quick review of aplicable law and regulations would be helpful. Under Sec.
82 (unchanged by the Tax Reform Act of 1986, “TRA"), an employer is required
to include in gross incame of an employee all amounts paid to or on behalf of
the employee in connection with moving fram one location to another. Under
Sec. 3401(a)(15) (also unchanged by TRA) the employer excludes from wages

for withholding purposes those reimbursements for moving expenses which at

the time of payment the emplcver reasonably believes the employee will be able
to deduct under Sec. 217 (also unchanged by TRA).

Thus, the employer will withhold tax fram those reimbursements for moving
vhich the employee cannot deduct, and the employer will not withhold tax from
those reimbursements for moving expenses which the employee can deduct.
Instructions on the new W-4 lead the employes to believe that the employee can

deduct those moving expenses from which the employer has withheld tax - exactly
the opposite result,

General Offices snd Betty Crocker Kitchens st 9200 Wayzsts Boulevard
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The TRA does make changes in the manner in which an employee handles deductible
moving expenses. Under TRA, qualifying moving expenses are included in itemized
deductions. Under prior law, such expenses were deductions to derive Adjusted
Gross Incame (AGI). As a result, under the TRA rules, whether ar not an
employee can deduct moving expenses is dependent upon many factors unrelated
to whether the expenses qualify under Sec. 217. The consequences of that are
that it will be much more difficult for an employer to rezsonably determine
whether or not an employee will deduct moving expenses, thus making it more
difficult for an enployer to determine whether or not to withhold taxes.

Nonetheless, even though the employer's task of determining whether or not to
withhold is more complex under TRA, the fact still remains that the W-4
instructions as presently written lead to an incorrect answer.

At the risk of suggesting alternative language which might be equally confusing,
the following is one options

"Moving Expenses (If reimbursed, include only if your employer
has not withheld tax on them).®

Because of the aided complexities under TRA, this may or may not lead an
amployee to the correct answer, but it should be a more correct answer than that
which the existing instructions produce.

We respectfully request your review of this matter and if possible, we would
appreciate an opportunity to discuss it with you or your associates. Thank
you for your oconsideration.

Sincerely,

R. D, Mueller
Tax Manager

RDM:clb
Encl.

oct D. J. Willfams - 38
R. Lesniak - 38
C. Collie - (ERC)
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STATEMENT ON REVENUE PROVISIONS OF BUDGET
Re: Treatment Group Term Lifellnsurance (GTLI) as Wages Under
FIC

In Behalf of Employee Benefit & Relations Committee of
The Council of State Chambers of Commerce

February 10, 1987

Currently, GTLI is added to Block 10 (wages, tips, other compensation) on
the employee's Form W-2., Since the employer has until January 31 to issue the
W-2, the GTLI can be added to salaries ard wages paid during the year after the
final salary payment in December and before {issuing the W-2, There are no
income taxes withheld. FICA 1{s a completely different matter since both
employee and employer taxes are due on FICA taxable wages. Since the amount of
GTLI may not be known in time for the last paycheck in December, the employer
has no paycheck from which to deduct the FICA tax. This sfituation will also
happen in the case of lay-offs, quits, discharges, death and retirements prior
to year end, {.e., since the GVTLI {s determined at year end and there is no
paycheck, how is the employer to deduct FICA tax.

Another complexity will arise 1f GTLI will also be included for purposes of
state and federal unemployment compensation taxes. Here, the problem is the
difference in definitions between federal and state unemployment compensation
taxable wages, further aggravating this situation.

This proposal would create additional problems for employers at year end,
and in summation, I feel that the administrative expense wil) not be worth the
additional revenues to the social security trust funds.
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4357 Dale Drive
Napa, CA 94558
January 30, 1987

Mr, William R, Wilkins
Roor. SD 205 Dirksen Bldg,
Washington, D.C, 20510

Dear 3ir:

I understand that your committee is willing to consider
tho problems accompanying the IRS issue of a new and morec com=
plicated W-4 Form,

1 definitely favor a revision of this form for the following
reasons:

1, The instructions are too complicated for the ordinary
citizen to read and follow,

2. Tho IRS offers seminars to exprlain the new forms, but
this demands too much time from the ordinary citizen and is an
added expense which could better be used to reviss the form,

3. My income was variable during the year 1986, and the
new form wculd have made my life miserable attempting to bring
together 'anticipated income with actual income,

I wish to ask the committee to consider a return to the
old and time-nhonored short W-4 Form, It has worked well and can
continue to be utilized under the new tax program. Also, I wish
to ask the committee to consider a revision in the proposal to
heavily fine or penalize taxpayers who underestimate income, I
believe that the Government already had utilized withheld income
for the purpose of drawing huge amounts of interest before that
money was due to be paid in the form of taxes, I do not believe
that a taxpayer should be penalized an additional amount for money
they inadvertently owe in taxes until such time that the tax
1iability is ovor due,

Thank you for your consideration on this issue,

Sinceraly yours,

Robert Hampel
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TO: ALL EMPLOYEES
FROM: , WILLIAM BARR, DIRECTOR OF Pzasoxxm/fv’
DATE: JANTARY )0, 1987

SUBJECT: 1987 W-4 FORMS

The new tax laws for 1987 re3juire that prior to Ostober 1, (98-,
all emsloyees must file a new W-1 form. The new form 1s attached.
If we do not receive a new W-i form from you by October |, 1987,
the District wiil automatically withhold t withholding allowarce

1f the current W-4 shows single status, and 2 withholding allow-
ances 1f the W-{ shows married status.

This office is not permitted to give tax advice to employees,
therefore, if you have questions regerding your tag liability,
you should contact your tax advisor or the I.R.¥,

Please return the completed form to the Business Office.

Thank you.
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2121 Homewood Way
Carmichael, CA 95608
February 3, 1987

Mr. William J. Wilkins
Room SD205

Dirksen Buflding
Washington, D.C. 20510

Dear Mr. Wilkins:

1 am writing to express my strong opposition to the new W-4.
I find it very unsettling that we Americans are expected to
predict our financial situations for the year. It is an
almost-impossible task.

In my case, I plan to go to work this year. I don't know
exactly when I'll get a job. I may choose temporary, part-
time, or full-time work. And, of course, I cannot know what

my income will be.

1 could cite more examples of poasible financial fluctuations
for my family as this year progresses, but the variables are

too many.

People simply do not have control over all the possibilities
for change during the coming year that may affect their
personal finances.

Please do all that you can to rid us of the W-4 monster.

Sincerely, )
Marilyn yPrio{)] Ao/
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January 30, 1987

William J. Wilkins

Dirksen Building

SD 205

Washington, D. C. 2051¢C

Dear Mr. Wilkins:

The new W-4 forms for reporting tax deductions allowable
are a mess,

My hope, the hope of the citizens of this country, and I
believe the hope of Congress was to simplify the filing
of necessary forms to report our taxes. This form has
made our lives more difficult. I had to call my accountant
to help me fill out the form.- He has not called me back

as yet.

Please do something.

Sincerely,

p
flolacte b b

Natasha Surchek
5 Corte Encanto
Greenbrae, CA 94904
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Jerry & Barbara Taggart

3122 14th street

San Pablo, Calif. 94806
415-235-4998

1/31/87 T

william Wilkins

Room S. D. 205

Dirksen Bldg.
washington, DC. 20510
Dear Mister Wilkins,

I am writing to you 1n the hope that you can use your influence Lo SLAM
THE DOOR ON THE W-41 As you know, the {.R'S. has a “new and improved”
w-4 form which all Americens are expected to fill out. This new form is
too compticated and requires us to "estimate” how much in the coming year
we might l1oose or spend due to burglary, investments of any_king, medical
bills etc. | am supposed to guess whether or not i or any member of my
family will go blind or become disabled and all this under threat of a fine
of up to $500 if | guess wrong The new W-4 is too complicated (i can't
figure the thing out) and it will have to be redone over and over 8gein 8s
time goes by.

Please do what you can to make the I.RS simplify the w-4 before it is

too late.

Thank You,

Jerry Taggert

/W

iy dr N/ /17/44"
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W

1220 DOUGLAS AVENUE, SUTTE 103
LONGWOOD, FLORIDA 2779
TELEPHONE (305) 7881343

JACK O. WILLIAMSON
ACCOUNTANT

ENROLLED TO REFRESENT TAXPAYLRS
BLFORE THE INTERNAL REVENLE SEAVKE

January 22, 1987

The Honorable Lloyd Bentsen
The U. S. Senate

Sernate Office Building
Washington, DC 20301

Dear Senator Bentsen

While I am not in vyour constituency, I have read in the
newspaper that we share at least one very important concern,
1 applaud your remarks last week when you told the IRS, ". .
that the new W-4s should be junked and replaced with a
simpler substitute.”

The new W-48 will be impossible for the majority of the
working people in the United States to properly complete.
The W-4s will cause great frustration for aemployees,
employers, and tax practitioners, To present auch a form and
then add the possibility of a $300 penalty for improper
completion of it is slmost unconscionable.

1 have been s0 concerned with this problem that [ have
devised a substitute form. This is based on “dollars” of
withholding tax rather than "number" of exemptions. There
would be no need for withholding tables. The employer would
withhold income tax based on the prior year’s total federal
tax liability of the employee. Attached you will find a copy
of this form, It certainly may need to be improved upon, but
! feel that 1t is a more logical approach to this problem.

Last week | sent this to Commissioner Lawrence Gibbs. 1 felt
up you might be interested in it to. Thank you for vyour
concerns for the warking class people of this country.
Sincerely yours
’ -
ack 0. Williamson

OW/mw
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L TOTAL TAX LIABILITY PREVIOUS YEAR
2. ADJUSTNERNTS

A PRIOR VITHHOLDING THIS YEAR

» ESTIMATED TAX PAID IN THIS YEAR

c. TOTAL 2(A) AND 2(B)
3. SUBTRACT LINE 3(C) PROX LINE | ‘

4. TOTAL NUNBER OF PAY PERIODS IN THIS YEAR
3. TOTAL PAY PERIODE IN 2(A) ABOVE

I

6. SUBTRACT LINE 3 PRON LINE 4
7. DIVIDE LINE #3 BY LINE #6 (ROUND TO NEAREST 10 CENTS)

R

8. ADDITIONAL VOLUNTARY VITHHOLDING PER PAY PERIOD —_—

9. TOTAL FEDERAL VITHHOLDING TAX PER PAY PERIOD )
N
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January 31, 1987
To this committee:

Without getting into how "Tax Reform" will leave my family with less money
per month, I will try to confine my remarks to the impossibility of avoid-
ing a $500.00 fine by filling out accurately the new W-4 form.
How can I know what my "Adjustments to Income" (line F on the worksheet)
will be. Particularly, how can I, in January, know what my losses in the
Stock Market might be through December? Likewise how can I know what my
"Nonwage Income” (line Q on the worksheet) will be? Specifically, how can
I, in January, know what my gains in certain securitfes might be in 19877
I am not a psychic. However, it does 1ot take a mental giant to see that
many, many citizens either will be paying an extra $500.00 in fines when
their withholdings prove to be insufficient at the end of the year, or they
will be losing buying power and interest on the money they will have had
over-withheid in order to avold this $500.00 fine.
My suggestions number only two:
1)Drop the threat of a $500.00 fine for being unable to predict the
future. And,
2)Hold accountable the Commissioner of the Internal Revenue Service himself,
Lawrence Gibbs, for allowing this impossible form with its attendant
penalties to be foisted on us. He should be fired!
%’Effe Y ain
hn S. Wise
. 3230 Ensenada Dr.

San Ramon, CA
94583
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William J. Wilkins January 30,1087
Room SB 205

Dirksen Bullding

Washington, D.C. 20510

Dear Sir:

Have just recelved the new W-4 form. I find it more difficult

to fill out than the 1040 tax form itself, in fact, I only got
part way through when I gave up in disgust. I have decided

that since my employer (see incl) won't help me I just won't
£111 one out. My impression of the new tax laws was that things
would be simplified and the tax preparer's would be put out of
business. Seems to me that with the introduction of the new

W-4 form they will more busiress,.

Sincerely,

Pete;‘/zm
13707 Monte Bello

Castroville, CA 95012

O

71-781 (132)



