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1. INTRODUCTION

Personal income taxation has been playing a sogmifi role in the economy of the
United States of America. Political and economiaraies has been affecting the whole
system of taxation throughout the history of theitéth States, and due to dynamic
changes of the last decades, the taxation systeanigea mirror of the state of the
country. The revenues for the government have baérdrawing according to the
needs of the government and therefore have be@mghhe tax brackets and changing
deductions and credits according to the needs.taeion system includes different

variations of taxation to different levels of gomerent.

The taxation system in the United States is corafgd. The U.S. federal tax code

contains over three million words — about 6,000 g&tf Every year, the changes of
the taxation system get to the Code and make ihgytem more complex, even when
politicians are trying to proclaim that the tax teys needs to be simplified. Taxes
levied by other jurisdictions, as states and citeekl other layers of complexity to the
whole tax system. Every year, Americans spendobilbf hours working on their tax

returns, using the professional services of ac@mistand tax preparers due to the

complexity of the system.

Tax policy has important economic consequencefrate economy of the country as
a whole, also for the groups within the economye Tlles of taxation can also create
incentives promoting desirable behavior and disitiges for unwanted behavior.

The main aim of this work is to put down the maikes for the complex system of the
personal income taxation, to introduce steps fdtirggethe figures in the tax return and
to show the changes of the system, mainly in teedacade, after introducing various
acts which were supposed to support the growthhef dconomy and effect with

upcoming date of the sunset provisions of one @rfnth

! ROACH, Brian Taxation in the United States.Tihe Encyclopedia of Eartfonline]. Washington D :
Cutler J. Cleveland, 2006 [cit. 2010-12-05]. Avhla at WWW:
<http://www.eoearth.org/article/Taxation_in_the tédi States>.



The system of this work is divided into four maiarts. The role of the first part is to
show the history of the taxation which led to tleelay’s personal income taxation
system, followed by second part with the explamatb system of the personal income
tax of individuals, shown in details with the difatiated statuses of subjects,
deductions, progressive tax brackets and tax cfedithe taxpayers. The third part
shortly describes personal income taxation systeitme state of Maryland to show a
different layer of the taxation system with itsasi The fourth part reflects the changes
of the tax system in the last decade, which weoaidgint by EGTRRA, with its affects
on various groups of taxpayers and the effect erettonomy of the country. These four
parts together should create a picture of the systed its functioning of the personal

income taxation in the United States of America.



2. HISTORY OF THE PERSONAL INCOME
TAXATION IN THE UNITED STATES

The tax system of the United States has been thrsiggificant changes over the years,
as it was responding to changing environment arhging role of government. The
change is significant not only with comparison Méars ago, but also 50 years ago.
These changes have been many times responsedadailsevents, changes in society,
economy, wars over legal changes where one ofifuest was the passage of thd'16
Amendment to Constitution by which the Congress grasited the power to levy a tax

on personal income.

For a long time there was almost no contact ofviddial taxpayers with the Federal tax
authorities in the USA, since the revenues wereve@rfrom custom duties, excise
taxes and tariffs. There was almost no need focthenial government to have bigger
revenue, since each colony had greater respomtigi®iand thus greater revenue needs.

States with different geographical location hadedént revenue needs.

What led England to impose series of taxes on tnemcan colonies were its wars with
France and its need for financial support. The fiteoke of English parliament was the
Stamp Act (tax on tea), first direct imposed taxtlom American colonies. “No taxation
without representation” was the main concern of &mericans which led to the

American Revolution. Articles of Confederation, ated and adopted during the
revolution did not bring any nationwide tax systanmd relied completely on donations
from the member states, which could levy tax inrttegritory according to their needs.

» 10 lay and collect taxes, duties, imposts and escit pay the debts and provide for
the common defense and general welfare of the tiStates; but all duties, imposts
and excises shall be uniform throughout the Un8éates? stated the new Constitution
from year 1789 as a power of the Congress, sire¢otimders realized that to rely only
on donations and decisions of the State governnmemist a smart step toward creating
a functional federation. Ten year period of firgedt taxes appeared in the 1790’s and
was imposed on the owners of houses, slaves, laddstates, abolished by Thomas

Jefferson as a president.

? Cornell University Law School : Legal Informatiomstitute[online]. 2002 [cit. 2010-12-05]. United
States Constitution. Available at WWW: <http://tcpiaw.cornell.edu/constitution/articlei>
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In the need of revenue for the Civil War, Revenud &f 1861 was passed by the
Congress and reestablished the former excise tamdsimposed a tax on personal
income. The income tax had a flat rate of 3% imdose all incomes above $ 800 per
year. Due to some ambiguity the taxes were refornyeithe 1862 law which stated that
to extent income exceeded $ 600, it was taxedeatate of 3%. Those earnings above $
10 000 per year we taxed at the rate of 5%. Foffiteetime a variety of deductions
were implied (e.g. losses, other taxes paid, relmbaising, etc.) and the taxes were
withheld at the employer. The original flat ratesnr@pealed by this change. Changes
came in 1872 when the income tax was abolishedlamin 1894 enacted again as a
flat rate, but quickly challenged by the U.S. SupeeCourt as unconstitutional, since
according to rules with other taxes, it was notaxppned according to the population

on each member state.

The 18" Amendment of the constitution came with a charge &llowed the Federal

Government to impose tax on individuals without @pipning it among the states or
based on census results. The Amendment was pagsgzab1913 in all states and in
the same year Congress passed a new law to makenwite diversified structure,

starting at 1% going up to 7% for people with ineohigher than $ 500.000 per year.
Form 1040 (used in a modified version also todagy witroduced as a standard form
for income tax filing. Another change brought by tAmendment was a change in
relationship of individuals and government, by giyithe government the right to know
about individuals’ economic life, which was lataryear 1916 modified by keeping the

tax return confidential.

World War |. came with a need of bigger revenuewtoch was replied by Congress
passing a 1916 Revenue Act with increasing the $otax rate from 1% to 2% and for
income higher than $ 1.5 million increased to 18%.1917, when the spending of the
government got to its highest levels at that titine, highest tax bracket raised from
mentioned 15% to 67%. Thanks to economy boom iB0E9the revenues were
increasing and Congress allowed cut of the taxesraktimes, with the lowest bracket
back to 1% and highest only to the rate of 25%. fbflewing years, taxes were a tool
for stabilizing the macroeconomic activity respomglito the government needs and
smoothing the effects, connected with wars andedsons on one side, and years of

economic welfare on the other. In the years of vaaus depressions, the tax burden was



usually on the level of 19%. Another big change enad1945 was that the income tax
was directly withheld at the employers, as it hadrbduring the Civil War.

Another element that the tax policies had to deith was the inflation, which was
persistent and rising during the 1960’s and 197@aching its top in year 1979 on the
rate of 13.3%. The effect of it was automaticalhd &ast shifting taxpayers’ income
into a different tax bracket due to higher incorbat also due to fixed exemptions,
deductions and credits. Since the income tax wagdexed for inflation and marginal

tax rates were high it led the economy to undefeper.

The situation led President Reagan to create Ecgridecovery Act of 1981. The

Reagan tax cut responded to the situation by actieduof the tax brackets by 25%
during following 3 years, lowering the top levekthracket to 50%, and indexed the
income tax for inflation Unstable situation of eoamc boom following the recession

brought the need of more fundamental tax changh efitect of being more stable,

simpler and fairer — passing of the Tax Reform 8rtl986 with decreasing the top
statutory tax rate to 28% from 50%, number of tae brackets were reduced and
personal exemption and standard deduction amouete mcreased and indexed for
inflation. Also it shifted the main tax burden frandividuals to businesses. Tax burden
rose as a share of GDP from 17.5% to 18% in betwean 1986-1990. As a reply to a
persistent increase in government spending taxeas& was imposed, and the
sinusoidal wave occurring during the war years rredd. The strong economic

performance in 1990’s, despite the higher taxes,ifdlation and low interest rate, led

to extraordinary Federal taxes share of GDP regc2in8% in 2000.

The President's Bush Tax Cut of 2001, the Econo@iowth and Tax Relief
Reconciliation Act, and all changes in the taxasgatem due to this act are explained

in the last part of this thesis.
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3. SOURCES OF THE UNITED STATES INCOME TAX
LAW

There are various sources for United States persoc@me tax law. There are divided

into three tiers:
Tier one:

* United States Constitution

* Internal Revenue Code (legislative authority, wenttby the United States
Congress through legislation)

* Treasury regulations

» Federal court opinions (judicial authority, writtey courts as interpretation of
legislation)

* Treaties (executive authority, written in conjunatiwith other countries)

Tier two:

* Agency interpretative regulations (executive autliprwritten by Internal

Revenue Service and Department of the Treasury),

* Public Administrative Ruling (IRS Revenue Rulings)
Tier three:

» Legislative History

e Private Administrative Rulings

11



4. STRUCTURE OF PERSONAL INCOME TAX

4.1. SUBJECTS OF FEDERAL PERSONAL INCOME TAX

Subjects of the federal income tax are divided imto main groups, and later divided

into sub-groups. First division is between residertd nonresidents.

U.S. citizen is an individual born in The Unitedates, Puerto Rico, Guam or U.S.
Virgin Islands, an individual, whose parents ar&.Litizen and an alien who has been
naturalized as a U.S. citizen. For tax purposeS, dational is an individual born in
American Samoa or Commonwealth of the Northern Mwexilslands.

An alien can be treated as a U.S. citizen for e gurposes once she passes the
substantial presence test, which requires beingipaljy present in the United States at
least 31 days during the current year, and a sug di8/s during the last 3 year,
including the present one and the 2 years immdglibtfore that one. To get the final
number, it is needed to add together all days ptesecurrent year, plus 1/3 of all days
one year before the current year, plus 1/6 of thgsdoresent two years before the

current year.

Nonresident is an alien considered to be engagedounsiness or trade with the United
States during the year or an alien without beingaged in a business or trade with the
United States, but with U.S. income on which theliability was not withheld at the

tax source.

Foreign Earned Income Exclusion is also possibidlfe residents, if they fulfill either

Bona Fide Residence Test or Physical Presence test.

The resident can pass the Bona Fide Residentftebie resides in the foreign country
for entire tax year (January"l- December 39 without any interruptions. Brief
vacations and trips to a different country, everitéthStates, with an intention to return
do not jeopardize the status. The person has ta ®&bject of taxation in a country
where she is taken as a resident.

For a person to pass the Physical Presence Ti&stign country, she needs to reside in

a foreign country (countries) 330 full-days in a m®nth period. Both business and

12



vacation travels in foreign country can count tbget The only exception for both
Bona Fide and Physical Presence tests is Cubangiating Guantanamo Base), which

does not qualify.

4.1.1. REQUIREMENTS TO FILE TAX RETURN

There are several conditions which determine whiedh®ubject of the federal personal
income tax should file a federal income tax retarmot. It depends on gross income,
filing status, age and whether being a dependamntobtr Penalty applies if taxpayer

obliged to file does not do so.

Filing status and gross income are explained inhéur paragraphs. For the filing

requirements for each status please see Appendixi@hart no.1.

It is also a need to file an income tax return decedent, if the person filing is her

surviving spouse, executor, administrator or legaresentative and the decedent was
supposed to file the tax return according to tliirements mentioned at the time of

death.

13



4.2. FILING STATUS

Filing status of a taxpayer determines filing regments, which tax rates and standard
deductions will apply to him/her, once she willfileng a tax return. It reflects in most
of the cases a person’s marital status on thal&sbf the tax year. There are five filing

statuses:

* Single

* Married filing jointly

* Married filing separately
* Head of household

* Qualifying widow(er) with dependent child

4.2.1. SINGLE FILING STATUS

Person who is unmarried, legally separated or dedrat the end of the year is
considered as single for the tax filing purposeas does not qualify for a different filing
status. “The IRS doesn’t recognize couples living togethexgardless of sexual
orientation or state law, as being married forrfij purposes.” It is under the ruling of

the state law to state whether person is marregmlly separated or divorced.

As it is states in the Federal Defense of Marriageof 1996, marriage is a legal union
between one man and one woman as a husband andmdgf¢he word “spouse” refers

only to a person of the opposite sex who is husloandfe.
4.2.2. HEAD OF HOUSEHOLD FILING STATUS

»You can file as head of household if you are sngt unmarried, paid more than half
the cost of keeping up a home, and had a qualifgimtyl or qualifying relative that

> TYSON, Eric, MBA; MUNRO, Margaret A., EA; SILVERMAN David J., EA.Taxes 2009 for
DummiesUSA : Wiley, 2009. No Form Fits All, p. 41.
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lived with you in the home for more than half teary * The benefits of this status are
higher possible standard deduction and lower téesraompared to filing as a single.
There are many specifications, which specify thquiements for using head of
household filing status for tax purposes. One @f,ithat the taxpayer paid more than
half of the cost of maintaining a home, where she lived with the dependent or
qgualifying person. Dependent for the tax purposesameone, who a filing person
supports financially. A child can be the dependenly of at most one taxpayer for the
tax filing purposes. If the child spends exactlg ttame amount of days with both

parents, it can be claimed as a dependent by atpaith higher income.

4.2.3. MARRIED FILING JOINTLY

Married taxpayers can choose whether they wantleojdintly with their spouse or
separately. When filing under the married filingnjty status, couples can record their
respective incomes, exemptions and deductions ersdime tax return. A person is
considered married if she is legally married onldst day of the year. In order to file
jointly, both spouses must agree to file a jointine, both must sign the tax return, and
both must accept the full responsibility for theca@@acy and completeness of the
information on the tax return. After sending the taturn, both spouses are responsible
for the tax and any penalty or interest due, evealliincome was earned by one of
them. IRS can grant a relief from joint liabilitgrftaxes through innocent spouse relief,
separation or by equitable relief.

If one of the spouses has significantly bigger meofiling jointly is the best option.
But if both spouses work and the income and itechikeductions are unequal and big,
it might be more reasonable to file separately. Diggest advantage of filing jointly is
the tax saving. Tax brackets are designed to sawe money when filing this way.
Also it is possible to share the tax credits axddiaductions, and even some deductions
are only possible when filing jointly. The disadtages of such a filing are the

* 1040.com[online].Drake Enterprises, 2010 [cit. 2010-12-05]ling Status. Available at WWW:
<http://www.1040.com/site/FederalTaxes/TaxFilingiBa&-ilingStatus/tabid/213/Default.aspx#HOH>.
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mentioned responsibility and also the need toHetdther spouse know the details of

another’s income.

If the spouse died during the year, the taxpayeoissidered as married for the entire
year, providing she did not remarry. The taxpayas to report all income for the year
and her spouse’s income up to the date of his pdéath. In the following year, the

taxpayer can file as a surviving spouse, as headudehold, or as a single taxpayer.

4.2.4. MARRIED FILING SEPARATELY

Married couples can also choose status marrietyfseparately on their tax returns. It
is advisable to file separately mainly in the cdgbe couple has two incomes and at
least one spouse (preferably with lower income)digsificant itemized deductions that
are limited by adjusted gross income. The threetnsosmmon itemized write-offs

limited to adjusted gross income:

« medical expenses, deductable only to extent txegesled 7.5% of adjusted
gross income

* uninsured casualty losses (like hurricane damageoose, etc), which a person
can deduct only if they exceed 10% of adjustedgynosome

* miscellaneous itemized deductions, which are déalecbnly once they exceed

2% of adjusted gross income

Due to the above mentioned itemized deductions,atljasted gross income can be

lowered and therefore can lead to a tax savingteesu

To file separately, the taxpayer has to be awatbefestrictions:

if one of the spouses itemizes deductions, bothsg®must do so, or both must

claim standardized deductions

» the credit for qualified adoption expenses and eghrimcome credit does not
apply

* itis not possible to take credit for being eldastydisable unless the spouse has

lived apart for the whole filing year

« first time homebuyer credit is reduced from $ 7.50@ 3.750.

16



+ standard deduction is cut in half
» taxpayer is not eligible for any education credits

» deduction in the amount of $ 5.000 for nonworkipgusse is not applicable

Once the taxpayer files the married filing jointlgturn, there is no possibility to
change. On the other hand, once a spouse haséfmtately, the other spouse can file

an amended return and switch to filing jointly.

4.2.5. QUALIFYING WIDOW / WIDOWER WITH DEPENDENT CHILD

If the taxpayer is unmarried because the spousk wiitnin the last two years, has not
remarried and has cared for a dependent for théewlaar, she can file the tax return as
a qualifying widow / widower. This status has tleme standard deductions and tax
benefits as when married filing jointly. The widdwidower can file joint tax return in
the year when the spouse died, and for the follgviwmo years, while being qualified
for the status, file qualifying widow / widower. tiie person re-marries, she has to use
married filing statuses. After two years of usingalifying widow status, the taxpayer

has to change to either single or head of housedtatds if remaining single.

Another requirement for the status is to have &¢ktepchild, adopted child, or foster
child, whom the person can claim as a dependenttta child lived in the home of

taxpayer for the whole year for which the filingaking place.

17



4.3. TAXBASE

For the tax base in personal income taxation, gossidered to be the gross income
which an individual earns. “Gross income is allame you receive in the form of
money, goods, property, and services that is netngt from a tax”. So all income of a

taxpayer creates a base for modifications by wttiehtax assessment will be derived.

To get adjusted gross income, the trade or busieegenses of individual that were
paid out of the gross income have to be deductedexplained in further paragraphs,
“personal deductions are subtracted from adjustexsgincome in determining taxable
income. A taxpayer may take either (i) itemizedspeal deductions or (ii) a standard

deduction’®

Specific rules regarding the gross income applyaircommunity property states
(Arizona, California, ldaho, Louisiana, New Mexicblevada, Texas, Washington,
Wisconsin), where in the case of the married cayglalf of any income defined by the

state law as community income, may be considereha®f the partner’s income.

If a person is self-employed providing serviceg, ¢inoss income is considered to be all
gross receipts. In a business dealing with manufiagt, mining or merchandising,
from the gross income it is needed to deduct cbsbld goods from total sales in the

business. To this figure it is added any incomenfiovestments or outside operations.

4.4. ADJUSTED GROSS INCOME & TAXABLE INCOME

Definition of adjusted gross income is in 862 okTaode, in the meaning that adjusted
gross income is the taxpayer's gross income fromsalirces minus the trade or
business expenses. The described itemized or sthrdkductions and taxpayer’s
personal exemptions are then subtracted from adjugptoss income to get the taxable
income, which is described in 863 of the Tax Code:

> BANKAMN, Joseph; GRIFFITH, Thomas D.; PRATT, Kative. Federal Income Tax : Examples and
Explanations Fifth Edition. United States of America : Woltd¢kiwer Law & Business , 2008. 587 p.
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Taxable income defined

» In general

Except as provided in subsection (b), for purposiethis subtitle, the term “taxable
income” means gross income minus the deductiomsvall by this chapter (other than

the standard deduction).
Individuals who do not itemize their deductions

In the case of an individual who does not eleatdmize his deductions for the taxable
year, for purposes of this subtitle, the term “thleaincome” means adjusted gross

income, minus—
(1) the standard deduction, and
(2) the deduction for personal exemptions.

For purposes of this subtitle, the term “itemizeeldddctions” means the deductions

allowable under this chapter other than—
(1) the deductions allowable in arriving at adju$igross income, and

(2) the deduction for personal exemptighs

4.5. DEDUCTIONS

The US tax system is based on the idea that eneichia the best way how to measure
the extent to which a taxpayer should be beariegtsts of government. It is under the
decision of Congress of the United States to dewiut income figure should be taxed.
At the moment, the general idea is that net figsithe only appropriate measure of the

taxpayer’s income.

To get the right figure of net income, understagdas taxable income, there is a place
for deductible expenses to be taken out of thesghesome. A distinction has to be

made between personal expenditures, which taxpdyerses to make out of the wealth

® United States Code: Title 26, 6fnline]. 2010 [cit. 2010-12-05]. Taxable Incomefided. Available
at WWW: <http://www.law.cornell.edu/uscode/26/usec 26 00000063----000-.htmI>
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she has earned, and business expenditures, whadaxpayer made for earning gross

income.

§ 162(a) and 8 212 of the Tax Code set the dedwtfor all ordinary business
expenses which are aimed to for profit-seeking gsep. It is being stressed that
nothing is deductible unless that cost would suppaming gross income. As indicated,
Code § 162(a) it allows all deductions dll“the ordinary and necessary expenses
incurred during the taxable year in carrying on atrade or busineg$. Qualified
expenses for itemized deductions include: busirtem#&l away from home, local
transportation, entertainment, use of taxpayer'mdioeducation and other qualified
miscellaneous expenses. When deducting, it is wepprtant to put in front the fact of
business expenses and not personal expenses. phases have to incur while the
taxpayer is performing services as an employeaugt adequately account to employer
for those expenses in a reasonable period of tané,the taxpayer has to return any
excess reimbursements or allowances within a reddemeriod of time. Taxpayer has

to keep records to prove the expenses which wane tteducted.

The Tax Code also permits deductions that areyspkaisonal character. It is possible to
divide them into three categories. First categoiudes involuntary and unexpected
expenses, which have a large, even exhausting ingrache taxpayer’s income. It
includes large medical bills for a taxpayer or Fenily member — the capacity and
ability of a healthy family to pay taxes would baich higher than of a family with a
high medical bills. Another case is casualty losd®s which the taxpayer suffers
reduction in personal loss, including also car@mb. One of the main requirements to
apply the deduction is that the loss was not rensdal by insurance company. Second
category is highly supported and encouraged byCiwegress of the United States to
subsidize. The best example is deduction for doutions to charity. Another example
is the deduction for the homeowners for mortgager@st and local property taxes. This
is done to encourage the home-ownership, sinceethee no deductions or tax
preferences for tenants. Third category includatesind local taxes.

7 United States Code: Title 26, 6Bonline]. 2010 [cit. 2010-12-05]. Trade or BusiseExpenses.
Available at WWW: <http://www.law.cornell.edu/usa@@6/usc_sec 26 00000162----000-.html>.
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4.5.1. ITEMIZED DEDUCTIONS

4.5.1.1. Medical expenses, casualty losses

The taxpayer can deduct bills for medical and destpenses for herself, her spouse
and dependants. Therefore the Code in article 218¢t6 what is included in the

deductable medical careTHe term “medical care” means amounts paid—

(A) for the diagnosis, cure, mitigation, treatmeaot, prevention of disease, or for the
purpose of affecting any structure or functiontw body,

(B) for transportation primarily for and essentia medical care referred to in

subparagraph (A),

(C) for qualified long-term care services, or

(D) for insurance (including amounts paid as premsuunder part B of title XVIII of

the Social Security Act, relating to supplementargdical insurance for the aged)
covering medical care referred to in subparagragh3 and (B) or for any qualified

long-term care insurance contract.”

As the general rule for deductions indicates, itlisited when the expenses are
deductible, not to include expenses that are reme#iroughout the year and can be
planned by the family. It has to exceed 7.5% oftéxpayer’s adjusted gross income for
the year. A medical expense deduction is allowed for cosnsetigery if it is necessary
to improve a disfigurement related to a congeratiahormality, disfiguring disease, or
an accidental injury.?

Casualty losses permits deductions if there wagrafisant loss of a personal character
because of theft, or if the property was damaged, these damages were quick and
unexpected. Also rule of a minimum % of adjustedsgrincome applies on casualty
losses, at the level of minimum 10% in aggregakes dvaluation of the casualty loss is

the value of the property before and after the @i#gubut it cannot be more than the

 SEIDMAN, J.S. Seidman's Legislative History of Federal Income Bmdess Profis Tax Law€lark,
New Jersey : The Lawbook Exchange, Ltd., 2003. ¥844

® J.K.Lasser EditorialYour Income Tax 200@nited States of America : John Wiley & Sons,.]i2008.
816 p.
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value of the property at allUnder current law, a casualty loss deduction isnpited
only to the extent that the loss is not reimbutsgéhsurance or otherwise?

4.5.1.2. Charitable contributions

“Contributions are deductible only if made to arnganization — educational, religious,
scientific, etc. — which the statute describesrasligible donee.”**

The Tax Code allows deductions up to a 50% linfitaotaxpayer adjusted gross
income. Discussion in the Senate preceded thisideciThe generosity of the donation
at one side is argued that the higher-income taeqsagave to have a border for the
donations, so they do not put all their income hartty, lower their taxes to zero and
live out of the savings. If the donation was bigtheen mentioned 50%, it is possible to

deduct the remainder in following 5 years.

4.5.1.3. Home mortgage interest

Before the revision of the Tax Code in 1986, fopayers who were itemizing their
deductions, interest on all personal borrowings wlaductible — loans for home
appliances, vacation loan, credit cards, mortgagi®re was no distinction in between
personal or business character of the loan. Thé @8 added a specification, which
allows all deductions for “personal interest”. Butder the 8 163(h) of Code, home
mortgages are still allowed to be deducted aseamizied expense deduction. To be able
to deduct the mortgage, the total amount of thetgage can never exceed 1 million
USD.

1 BANKAMN, Joseph; GRIFFITH, Thomas D.; PRATT, Kathe. Federal Income Tax : Examples
and ExplanationsFifth Edition. United States of America : Woltdttiwer Law & Business, 2008. 587
p.

1 CHIRELSTEIN, Marvin A.Federal Income Taxatiomenth Edition. New York : Foundation Press,
2005. 456 p.
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4.5.2. STANDARD DEDUCTIONS

The standard deduction concept was introduced ar y®44 as an alternative to
itemizing qualifying personal expenses. Standamidion is a dollar amount, which
can be subtracted by taxpayer who is not itemiziag deductions. It is based upon
taxpayer’s filing status. It is not available fasnresident aliens residing in the United
States or dual-status aliens. On the other haisdcaiailable for US citizen and resident
aliens with status single, married persons, headhafseholds and widows. But a
married person cannot claim standard deduction becspouse is itemizing deduction
and they are filing separately.

There is a need to make a difference between st@ndeduction and personal
exemption. Since it is not possible to take bodndard and itemized deduction, the
taxpayer usually choose the one which lower heedamore. For the amounts of
standard deductions see Appendix no.1 - Chart no.2.
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4.6. EXEMPTIONS

Taxable income can be reduced by the amount obpaldax exemption on the tax
return. Each personal exemption the taxpayer camcbn the tax return is the
equivalent of $3.650 (valid number for 2009 and ®@ax year) tax deduction. It is
allowed to have one exemption for the taxpayer, iatite taxpayer is married, one tax
exemption for the spouse, and if having dependamis,for each dependant on the tax
return. To be able to claim the exemption for spoois tax return, the taxpayer has to
be married on the last day of the tax year. Alggarding the child, it had to be born
alive on or before December3iand all five exemption tests have to be meteahle

to exempt the amount. The five tests for tax exengdbr dependent:

 Member of household - generally child, stepchildpated child, grandchild,
great-grand child, son or daughter in law, brotbersister in law, parent,
brother, sister, grand parent, step parent, stédpérar sister, half brother or
sister, and, if related by blood, uncle, aunt, @iecnephew. The above relatives
do not have to live with the taxpayer. Also a membiethe household, who
lives with the taxpayer for the entire year.

» Gross income test — the dependant cannot receive than $3.650 of gross
income, unless it is the taxpayer’s child youndemt 19 years old, or younger
than 24 years old and full time student

* Support test — more than one half of yearly suppust be from the taxpayer

« Joint return test — the taxpayer cannot file atjoturn with her spouse, unless
the tax return is filed only for the purpose ofurd, when neither the child or
spouse is required to file the return

» Citizenship test — must be a US citizen or natipoaimust be a resident of the
USA, Canada or Mexico

To claim the dependency tax exemption for any ¢hiid child has to have either social
security number or a taxpayer identification numirethe taxpayer’s tax return.

The amounts deductible for personal exemptions hareed considerably and have
been related to the marital and filing status. 8ipear 1917, family size was also taken
into consideration, as per capita exemptions wedgnized for “dependents”. In
addition, from 1948 until 1986, there were extrarmaptions for people elderly or blind.
In year 1987, this was replaced by additional saashaleduction for these taxpayers.

“The personal exemptions and exemptions for depen@ea slowly phased out for
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higher-income taxpayers- Personal exemptions for year 2009 were reduce@%y
for each $2.500 of Adjusted Gross Income over $BD.for married filing jointly,
$208,500 for heads of households and $166.800irfigtes, but the reduction cannot

exceed $1.217 per exemption.

4.7. TAXCREDITS

Tax credit lowers the amount that taxpayer is &dblr. Tax credit directly reduces the
liability, while the deduction reduces only the ambof the income which is subject of
the tax. Tax credits are divided into two grouggundable and nonrefundable. Most of
the credits are nonrefundable, which means thatitbeit can lower the tax liability to
zero. It is needed to have some tax liability &l nonrefundable credit.
Nonrefundable tax credits:

e Child and Dependent Care Credit

» Education Credits

e Credit for the Elderly or Disabled

* Child Tax Credit

* Adoption Credit

* Foreign Tax Credit

* Residential Energy Credit

* Retirement Savings Contribution Credit
Refundable credit is a tax credit which can redtiee liability below zero, so the
taxpayer can receive a refund.
Refundable tax credits:

* Earned Income Credit

* First-time Homebuyer Credit

» Excess Social Security Credit

* Additional Child Tax Credit

e Health Coverage Tax Credit

2 CHIRELSTEIN, Marvin A.Federal Income Taxatiolenth Edition. New York : Foundation Press,
2005. 456 p.
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4.7.1. EARNED INCOME TAX CREDIT

Previously modest tax credit was largely expandethb 1993 Act. It is a subsidy that
reduces or eliminates the tax paid to low-wage wgrkfamilies. It is support for
taxpayers who are willing to work even for the coétlow salary and have parental
responsibilities at the same time, therefore fibisvorking people only.

For years 2009 and 2010 only, the American RecoardyReinvestment Act increased

the Earned Income Tax Credit for workers who h&aved or more qualifying children.
“Earned income and adjusted gross income must eatdsb than:

» $43,352 ($48,362 married filing jointly) with three more qualifying children
*  $40,363 ($45,373 married filing jointly) with twai@ifying children

*  $35,535 ($40,545 married filing jointly) with onaajifying child

» $13,460 ($18,470 married filing jointly) with noalifying children

Tax Year 2010 maximum credit;

» $5,666 with three or more qualifying children
» $5,036 with two qualifying children

e $3,050 with one qualifying child

«  $457 with no qualifying childrert®

There are other certain requirements to claim tadit

« The taxpayer has to have Social Security Number,Tdxxpayer Identification
Number is not enough

« The filing status has to be single, head of houskehgualifying widow, or
married filing jointly

* The taxpayer has to be a U.S. citizen living in th&.A for more than half a
year and cannot have foreign earned income

e The investment income must be less than $3.100

B3 Earned Income Tax Credjonline]. 2009-12-28 [cit. 2010-12-05]. Tax Yead@® and Preview Tax
Year 2010. Available at WWW: <http://www.eitc.irexjcentral/Preview2009/>.
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» The taxpayer must not be qualifying child of anotperson or a dependent of
another person

* The taxpayer must be at least 25 years old andr@idgears old

The main intention of personal income tax is toleml revenue for functioning of
government. Earned income tax credit has the ofefiiect, since it is redistributing
subsidies to people just because they work. SotiQnssare being raised about the

effectiveness of the system and the credit.

4.7.2. CHILD AND DEPENDENT CARE CREDIT

Child and Dependent Care Credit is based on a sggancurred for a care for children
or qualifying person. Since 1954, however, the Code has permitted worgmgles
(and single parents) with dependent children toetaklimited nonrefundable credit
against tax for child care and housekeeping expei¥eThe support is for parents or
caretakers to enable them work or seek for emplaynieis important not to mix it
with deduction as business expenses. The amoutiteofredit is a percentage of the
amount paid for care and housekeeping expenses.

Person or organization who is providing the carestnine identifiable. Since it is also
possible that individual can be care provider, $ecial Security Number or Taxpayer
Identification Number has to be indicated. But éhisra phase-down rule which applies.
An employed taxpayer can apply for a credit agaiastof 35% on $ 3.000 if she has
one qualifying child or dependent, and on $ 6.008hie has two or more. So the
maximum credit taken is $ 1.050 for one child opeledent and $ 2.100 for two or
more. The phase-down of the credit applies, whenatljusted gross income is higher
than $ 15.000. For every $ 2.000 above $15.000peneent is taken down, but it can

go never lower than 20%.

% CHIRELSTEIN, Marvin A.Federal Income TaxatioriTenth Edition. New York : Foundation Press,
2005. 456 p.
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4.7.3. CHILD TAX CREDIT

Child tax credit reduces the tax liability for fdias, who make less than $130.000. The
full credit is limited to $1.000 per child, with pke-out starting at modified adjusted
gross income of $110.000 for married filing joint#75.000 for single taxpayers, head
of households and widow(er), or $55.000 for marfikolg separately. The reduction is
5 cents for every dollar over the mentioned lim&gice the rates for phase-out remain
the same in 2010 as were for 2009, it is more Yikieat more families will not receive
the full credit, because the inflation is not refexl in the rates. For few families, the
credit might be higher than the tax liability, $@an become refundable as an additional
child tax credit, assuming that several circumstanwere fulfilled. The credit was
increased from $400 in 1998 to $1000 for year 2@L0,debates are shifting the credit
back down to $500 for taxation year 2011. The ¢regnot be bigger than the total tax
liability, so it has to be reduced to maximum oé ttax liability when filing the tax
return form. If the credit is claimed by more thame parent of the child and they are
not filing jointly the tax return, the child willédtreated as a qualifying child of that
parent, with whom she resided more of the time, éritie time is equal for both

parents, then the child is qualifying for a panerth higher adjusted gross income.

4.7.4. EDUCATION CREDITS

There are two types of education credits The Arnaeri©pportunity Credit and The
Lifetime Learning Credit‘The two credits are allowed to the taxpayer who/$ahe
bills — the student herself, the student’s spoaséhe student’s parents if the student is
a dependent* The whole system of education incentives was intced by Tax Relief
Act of 1997.

The American Opportunity Credit, introduced in tgear 2009, is an improvement of
previously known Hope Credit. It expands the paksés to get the credit, covers not

two years of education as Hope Credit did, but fears of education, course materials

1> CHIRELSTEIN, Marvin A.Federal Income TaxatioriTenth Edition. New York : Foundation Press,
2005. 456 p.
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are also qualifying expenses, increases the anaiuthe credit and is also available to
those who owe no tax. The American Opportunity @risdlimited per student basis.
Now, the credit is worth up to $2.500, comparinghe previous one of $1.800. The
credit is refundable to 40% of its value, so up$t000. The credit is available to
people with adjusted gross income lower than $9).6tarting to phase-out at the level
of $80.000. For married filing jointly, the limis i$180.000, starting to phase-out at the
level of $160.000. The amount claimed as a credii00% of the first $2.000 of
qualified expenses of the student, and then 25%agh next $2.000, maximum to
$2.500.

The Lifetime Learning Credit is designated for smi$, who study at post-secondary
education but are not eligible for American Oppoity Credit. It is up to the student or
taxpayer, to choose which credit to take, dependumich can bring a higher tax
benefit. But the Lifetime Learning Credit is limit®ne per household, and one taxpayer
cannot claim both in one tax yeaf.He Lifetime Learning Creddan be claimed foan
unlimited number of taxable years and is availaiteg graduate as well as
undergraduate tuition and fees® The maximum of credit is $2.000 per year for all
students in one household. The amount is set tanmuax $2.000 as mentioned and
shows the 20% of first $10.000 paid for the edweatlt is available for taxpayer if her
modified adjusted gross income is lower than $60,.80arting to phase-out at $50.000,
for married filing jointly the phase out starts rabdified adjusted gross income of
$100.000 and are eligible up to $120.000 of income.

® CHIRELSTEIN, Marvin A.Federal Income Taxatioenth Edition. New York : Foundation Press,
2005. 456 p.
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5. ALTERNATIVE MINIMUM TAX

Alternative minimum tax (AMT) has its place in tbhiaited States income taxation. It is
possible to say that it is a parallel taxation eystvith the regular income taxation, or
also called second tax system. The AMT was intredum year 1969 by the Tax
Reform Act, and got into usage in 192MT was originally aimed at a relatively small
number of high income individuals exploiting taxef@rences of various kinds to
minimize their tax liabilities.*” It was intended to target 155 high-income household
which were claiming so many tax benefits that tbesed little or no income taxes at all.
AMT was originally aimed for relatively small grougf high-income families and
individuals, abusing tax preferences of variousigjrjust to decrease their tax liability.
The income brackets were not prepared for thetioflaso as the income rose in years,
AMT was effective for more and more taxpayers,iggtto the middle class as well.
This was not envisioned by Congress at the timenatting the AMT. Taxpayers now,
have to compute their tax under regular tax sysasnwell as under AMT, and the
taxpayers are liable for the one, which is highmpant to pay.

The difference between regular federal income takAMT is that AMT has in general
wider definition of taxable income, personal angpalalency exemptions are added to
computing AMT, but the AMT exemption amounts do meflect the number of
dependent children of the taxpayer. Also if a tggpas a subject to AMT, some of her
itemized deductions are eliminated, so the taxemses. For example medical expenses
are able to be deducted only if they exceed 10%dpisted gross income, and home
mortgage interest deduction is only possible to @h®unt of interest on purchase
money mortgages for a first and second residerte¢e,3ocal and foreign taxes are not
deductible.

AMT is nearly a flat tax, comparing to the regulacome tax system. The similarity
with regular system is that rates and exemptiong with the filing status.

For the figures of Alternative Minimum Tax amourits 2009 see Appendix no.l -
Chart no.3.

The AMT has gone thru significant changes during time, mainly in years 1978,
1982, 1986, 1990, and 1993. The most significarst waear 1982, which we can call a

Y CHIRELSTEIN, Marvin A.Federal Income Taxatiol enth Edition. New York : Foundation Press,
2005. 456 p.
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base for the today’'s AMT. Further changes were madgear 1986, including many
definitional changes.

»Butin 1986, when President Ronald Reagan and jbatties on Capitol Hill agreed to

a major change in the tax system, the law was ypulithnged to aim at a wholly
different set of deductions, the ones that everygets, like the personal exemption,
state and local taxes, the standard deductionatexpenses like union dues and even
some medical costs for the seriously ill. At theedime it removed and revised some of
the exotic investment deductions. A law for untapield investors was refocused on
families who own their homes in high tax st&té8t was not in the news, since the
former act affected only small percentage of thepagers. But after the change, $1.7
billion was raised in the first year of 1986 Act.

Determining whether one is subject to the AMT cardifficult. “According to the IRS's
taxpayer advocate, determining whether someone tvee8MT can require reading 9
pages of instructions, and completing a 16 lineksbeet and a 55 line fori. It is

needed to file form 1040 for regular income tax alsh a Form 6251.

¥ JOHNSTON, David Cay. The untaxed rich, found arehttost.New York Timegonline]. March 7,
2007, 66, [cit. 2010-12-05]. Available at WWW:
<http://www.nytimes.com/2007/03/04/weekinreview@dnston.html>.

19 National Taxpayer Advocate : 2006 Annual ReportCiongress. InNational Taxpayer Advocate
[online]. United States of America : Internal RewenService, 2006 [cit. 2010-12-05]. Available at
WWW: <http://www.irs.gov/pub/irs-utl/2006_arc_vol dover_ _section_1.pdf>.
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6. TAXBRACKETS

In the United States, as in most countries, indi@ldncome tax taxes its taxpayers
using the tax brackets systeni.he overall system of taxation in the United Stades
progressive. By a progressive tax system, we menthie percentage of income an
individual (or household) pays in taxes tends twéase with increasing inconié&’

The tax brackets have changed with time since 1@h&n they were introduced. The
top rate in 1913 was 7% and during the World Wae @ top rate rose all the way to
77%. The most outstanding value of the tax bracketsin year 1954, when there were
24 different income brackets, ranging from 20% 16

As of 2008, there are six brackets for personadtiéx income, ranging from 10% to
35%. As mentioned in previous sections, US taxgagee not taxed on every dollar
they make as they are allowed a standard deduotican itemized deduction if the
amount of the itemized deductions together is higfnen the standard deduction.

For year 2010, brackets include a very low inflatrate for year 2009 in the United
States, which was only at the level of 0.19%, camngato 4.26% in year 2008. The
cause of such a low inflation in year 2009 is tlh&bgl economic recession, low gas
prices which extensively affect United States ecoyothe depressed consumer
spending and much higher unemployment rate thg@newious years. As a result, many
brackets remain the same for year 2010 as they wer2009, with only slightly
changes.

For tax brackets for tax years 2009 and 2010, plsas Appendix no.1 - Chart no.4 and
no. 5.

%0 ROACH, Brian Taxation in the United States.Tine Encyclopedia of Eartfonline]. Washington D :
Cutler J. Cleveland, 2006 [cit. 2010-12-05]. Avhla at WWW:
<http://www.eoearth.org/article/Taxation_in_the tédi States>.
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7. HAUSER’S LAW

Hauser’'s law shows that federal tax revenues (lpa&itsonal, corporate and social
security) in the USA will always equal to 19.5% GDP, not changing with the
changing top brackets. The idea was firstly saidabyinvestment economist Kurt
Hauser from San Francisco, who saibto"matter what the tax rates have been, in
postwar America tax revenues have remained at ab®5% of GDP*** In year 2008
Wall Street Journal published a graph, which prothesl Hauser’s law, because they
were comparing rates between years 1950 and 2@dwebn different highest values of
the brackets between 28% and 91%. There was aiquestked to Mr. Hauser, what
happens if the taxes raise, he replidgiaising taxes encourages taxpayers to shift, hide
and underreport income. . . . Higher taxes reduwoe incentives to work, produce,
invest and save, thereby dampening overall econantieity and job creatiofi®?

It was interesting, that a year after publishing gnaph in the Wall Street Journal, the
tax revenues got only to 15% of the GDP, whictheslbwest value in the last 50 years,
which is being explained as an effect of recentldveconomic recession. Of course,
there are opponents of this law, who mainly ardwa the components of tax revenue,
should not be taken together as one, because &npmg the percentage of corporate

income taxes went rapidly down, while the socialusiy went up.

>l HAUSER, W. Kurt. Taxation and Economic Performanc&tanford University, USA : Hoover
Institution on War, Revolution and Peace, 1996p34

22 The same
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8. MARYLAND PERSONAL INCOME TAX

8.1. State personal income taxation

Income tax may be imposed on taxpayers also byiohahl U.S. states and is added on
top of the federal tax. Depending on how much #&xpayer earns and where she lives,
part of her income belongs to state government. Biggest income from all taxes to
the states’ governments is the personal incomé@nake states where the state personal
income tax is imposed). In addition to the state tacal tax may be levied as an
additional income tax. Fortunately, both state Eal income taxes are deductible for
federal tax purposes. Seven states have no simetax: Florida, Alaska, Nevada,
Texas, Washington and Wyoming. Tennessee and Newpktare impose income tax
only on dividends and interest income. There aretin® same brackets for all other
states, and the tax does not have the same graduBight states: Colorado, lllinois,
Indiana, Massachusetts, Michigan, New Hampshirejn®gvania and Tennessee;
impose single tax rate for all taxable income.dme states, the state personal income
tax is imposed on very low income, starting withGR® in Alabama and discussed
Maryland. In two states, Connecticut and Mississifie difference between the lowest
and the highest tax bracket is only 2%. Credits@extlictions applied to the income tax
lead the tax system to progressivity.

8.2. Maryland Tax Environment

Maryland’s personal income tax system includestesgparate brackets with a top rate
of 6.25%, which is applied on an income higher tBah million. Among the states
which levy personal income tax on their citizensarjland is ranked as ?thighest
nationally. Collections of personal income in y2806 were in the amount of $ 1.762
per person, which was thé“highest in the United States. For the 2010 Mag/lan

income tax rates, see Appendix no.1 - Chart no. 7.

Tax freedom day comes in Maryland on Aprif®.®oth for years 2009 and 2010. Tax
freedom day means that Americans have earned emoaghy to pay off their total tax
bill for the year. Maryland is rankedhfnationally. The neighboring states of Maryland
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ranks as follows: Delaware, April £(ranked 28); Pennsylvania, April 12 (ranked
11™); West Virginia, April £' (ranked 48); and Virginia, April 18' (ranked 8)).

Comparing Maryland with its most connected neighigprstates Virginia and
Washington D.C., Maryland taxes its lower and low&ddle income families more
than Virginia, while Virginia on the other hand éaxits taxes its middle, upper middle
and upper income families more than Maryland. istf Columbia taxes its taxpayers
higher in every filing status.

With an example of low income family with a yeancome of $ 20.000, in Maryland
would the family pay $ 562 in personal income tegmparing to Virginia with an
average of $ 410 and Washington D.C. with a taxidurof $ 896 which is the leading
number of the whole United States of America. Théamal average of that family
would be $ 285.

Comparing lower middle income families toward m&dhcome, defined in the
category of income between $ 25.000 and $ 45.060 highest personal income tax
would be on the burden of taxpayers form Washin@d. The number $ 2.078 is with
a gap in front of Maryland with $ 1.236 and Virgir$ 1.166. All this numbers seem up
in the clouds comparing with the national averafgg &75.

High income families which are to compare in thesidered states comes to very
similar number, with $ 2.287 in Virginia and $ 241 Maryland. Washington D.C.
even enlarges its tax burden in category of $ 45:0p65.000 taxing at the amount of $
3.886.

In even higher category, Virginia surpasses Maldne to different tax policies.

The Maryland state income tax deadline falls onil&&" every year, as well as for the

federal income tax returns.

8.3. Maryland Residency

The taxpayer is considered as a legal resideshafwas domiciled in Maryland on the
last day of the taxable year or has a place toifivdaryland state and was present there
for more than six months of the year. The residealbyays has to be considered
together with the above mentioned condition fanglstate return. If the taxpayer has
lived in Maryland only for part of the year, shartean 6 months, she might be required
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to file a different tax return (502), but still payaryland’s income tax. But still
according to some other states, taxpayer migheqaired to pay income tax also in a
state of her residency, applied according to trst fule.

If a taxpayer lives in Maryland, but works in Vinga, Pennsylvania or Washington
D.C., she is still a resident in Maryland and hasfite the return there. Different
situation is when a person residing in Maryland kgom Delaware. She has to file
returns for both states, but can get a creditdgrpaid in Delaware while filing special
form (502 CR) together with standard Maryland peasdancome tax return.

Even nonresidents have to file tax return in Marglléorm 505) in certain cases, when
the income of the taxpayer is derived from: permégelocated tangible property
which may be real or personal in Maryland; a preif@s or occupation, trade or
business undertaken in Maryland; and winnings fgambling derived from Maryland
sources, mainly from Maryland state lottery.

If the taxpayer on the other hand works in Marylantlis a resident of a West Virginia,
Washington D.C., Virginia or Pennsylvania, all proical tax states, the taxpayer can be
an exempt from Maryland withholding.

Nonresidents who work in Maryland and cannot bergteaccording to the rule before,
are subject to the tax bracket appropriate accgrtirthe Maryland income tax rate for

her income level, as well as to the special nodesgitax rate.

8.4. Requirements to file Maryland tax return

It is required for a person to file a tax retufnshe is a Maryland resident, required to
file federal tax return and the Maryland gross meas equal or exceeds the minimum
amount for her filing status to file tax return.e8fl requirements apply to taxpayers

who are non-residents, but are still obliged to byyland personal income tax.

When a person does not fulfill requirement to féderal tax return, she might still have
the duty to pay state income tax, when modificatiadded to person’s gross income
exceeds the filing requirements for the filing s&atlt is important to use both additions

and subtractions into account.
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8.5. Filing status

The same rules apply to the filing status at tlageskevel as at the federal level; the
division of the status as well as the requireméatgeach status.

The requirement to file a state personal incomerédrn is set to a minimum gross
income, which changes every year and is issuethdptate tax authority for every tax
year. To see the figures for the requirement ®diktate personal income tax return, see

Appendix no.1 - Chart no. 6.

8.6. Personal Exemptions

Taxpayer of personal income tax in Maryland canntléghe same exemptions on
Maryland tax return as on the federal return, Inet amount is different than on the
federal level. If the taxpayer does not have te &l federal return, but has to file
Maryland return, the exemptions are similar as teyon federal level. The exemption
is valued at $ 3.200 for every single exemptiom,tfe taxpayers who have adjusted
gross income up to $ 100.000 and $ 150.000 fardfijointly, for which is eligible the

taxpayer on the federal return.

8.7. Child and dependent care expenses

There are two separate benefits that Maryland saatgion offers regarding the child or
dependent care. Subtraction and tax credit. Acatdd before, subtraction reduces the
taxable income and tax credit reduces the amoumhefax that is owed to taxation

authority.

The amount of the subtraction is calculated indame way as for the federal return,
and from the actual child or dependent care exmeis@ossible to subtract up to $
3.000 for one child and $ 6.000 for two or morddriein.

Tax credit, if eligible for at the federal leve§ available for the taxpayer also at the

state level in Maryland. The credit starts at 32.6f4he federal level of child and
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dependent care credit. The credit is phased outhirtaxpayers with higher federal
adjusted gross income than $20.500 or $41.000lfog fointly if married. The ceiling
for the credit is adjusted gross income of valub.#20 or $50.000 for married filing
jointly. There is no affect of child care credit the subtraction of child care costs.
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9. ECONOMIC GROWTH AND TAX RELIEF
RECONCILIATION ACT (EGTRRA)

Economic Growth and Tax Relief Reconciliation Acasvpassed in June 2001, but
different affairs were forgone the Act and shifteohto direction in which the Act took

place. One of the things was a recession, whidheatto United States in year 2001.

9.1. Recession of 2001

This recession differed from all other recessianseveral ways. It was quite mild in
terms of associated contractions in consumptions @rtput. Another way was that
even though the total hours worked fell sharplg, phoductivity of labor was remaining
at relatively high level. Furthermore, the fixedréstment was sinking rapidly, even
more than in a typical economic recession, thestment of individuals and purchase
power of durable goods remained, despite the reggsstrong. It was very unusual
process of the recession, usually the investmenindividuals into durable goods
decrease or even collapse, often leading to impathe economy for several quarters.

Another fact that was effecting the recession i012Was the presidential election in
2000, where the two candidates were coming cryciifferent approach to taxation
and therefore the solution for the recession. Withike democratic candidate promised
tax cuts that would leave the tax brackets witreout essential changes, and presented
the tax cuts mainly in a way of tax credits for tmalar economic activities, the
republican candidate George W. Bush presentedthizaincome tax rates would be

reduced across all income brackets.

The outcome of the presidential election in yead@promised to have a large impact
on the tax rates that household and businessesiViee in the coming futureAt the

time, Mr. Bush and the Republican leaders of Cosgteelieved they were rewriting the
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tax code permanently, but the laws they passedbygigave the cuts an expiration date
of the end of 2010%®

Cutting individual income taxes was a major prigripromoted both to stimulate the

economy and to simplify the tax system.

9.2. Sunset provisions

The EGTRRA was enacted under the reconciliatioresiuiwhich meant that the
provisions were scheduled to sunset the lateshatend of year 2010. Until the
beginning of December 2010, there was no subsedggistation passed, which would
extend the provisions past 2010. One of the fitsstjons arises here and that is the
effect on taxpayers and on the recession, oncé&c¢h&vas passed only as a temporary
one. ‘Individuals respond more strongly to a permanedefal tax rate reduction or
other permanent tax incentives than to a tempofaderal tax reduction or a federal
tax rebate. Thus, the duration of a federal taxuctn affects how much it can

stimulate the economic growtt*

The administration of president Bush has arguedtli@er exclusion of the sunset
provisions included in the Act. The administratistated that it was a way how to
increase certainty and mainly, the effectivenessheftax cuts. The great uncertainty
existed from the decrease in revenues and increasbe spending, which have
produces the great deficit of the country’s econohimg believe in and certainty of the
taxpayer and national spenders is not increasede dhey see the tax cuts are
unsustainable and are changing dramatically urtt@t period of time.

> The New York Times : Times Top[csline]. 2010 [cit. 2010-12-05]. Bush Tax CutsvaMable at
WWW:
<http://topics.nytimes.com/top/reference/timestefsiabjects/t/taxation/bush_tax_cuts/index.html>.

2 SAXTON, Jim THE EFFECTS OF THE DURATIONOF FEDERAL AX
REDUCTIONS:EXAMINING THE EMPIRICAL EVIDENCE. InJoint Economic Committenline].
Washington, DC: United States Congress, Febru&@22[cit. 2010-12-05]. Available at WWW:
<http://www.house.gov/jec/tax/duration.pdf>.
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9.3. Changes by EGTRRA

“The EGTRRA saved taxpayers about $1.35 trillioerathat 10 year period®. It is

disputable, and it will be discussed later, whogfiafit the most on the Act.

The main regulations of EGTRRA brought in force:

* Reduced income tax brackets and steepened theepsdgty of individual tax
rates. A new 10% bracket was created for singbegfilvith income up to $6,000,
joint filers up to $12,000, and heads of househafal$o $10,000, and
» 15% bracket's lower threshold was indexed to the 8% bracket;
= 28% bracket was lowered to 25% by 2006;
= 31% bracket was lowered to 28% by 2006;
= 36% bracket was lowered to 33% by 2006;
=  39.6% bracket was lowered to 35% by 2006.

e Child tax credit was doubled from $500 to $1.000geld

* Eliminated the so-called “marriage penalty” and @@ married couple filling
jointly a standard deduction twice the amount cirggle filer. Also EGTRRA
adjusted tax rates for joint filers to remove tie@alty.

* Provided greater tax deductions for education esgeand savings.

* Increased the amount of tax deductibles contrilbgtithe taxpayer could make

to IRA accounts.

The main aim of the administration of that time whas intention to uplift the ailing
economy patrtially through the reduction of the nraatax rates, which was supposed
to put more money into hands of American taxpayé@tse recovery of American
economy was planned to be done by increasing thehasing power and consumer
confidence of the taxpayers. The results of thectdx did not meet the main aim.

> AMADEO, Kimberly. About.com : Impact of EGTRRA on the U.S. Econfomijne]. 2010 [cit. 2010-
12-05]. Economic Growth Tax Relief Reconciliation ctA . Available at WWW:
<http://useconomy.about.com/od/fiscalpolicy/p/EGTRRmM>.
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9.3.1. TAX BRACKET CHANGES

“Under current law, the 25%, 28%, and 33% individuacome tax brackets expire at
the end of 2010. Upon expiration, the rates bec2&%, 31% and 36% respectivel§f”
The most discussed change was the division of E9htacket into a new ten per cent
rate bracket. Although the rate was a base foeation of a new tax rate for personal
income taxation, the 15% bracket did not receive raduction that increased over the
time, as did the bracket of 28%, 31%, 36% and 39.BB& four mentioned brackets
received a one percentage point reduction in y@&@&1-2003, another one point
reduction in 2004-2005 and a final point reductioryear 2006. The highest bracket
rate received not one percentage point reductidhdrfinal stage in 2006, but by 2.6%,
which meant the total reduction from 39.6% to 3%Pthis was applied also to the 15%
bracket rate, it would lower down to 10.5%. The taits provided therefore greater
benefits for the top bracket that for the newlyateel lowest tax bracket of 10%. One of
the main questions of EGTRRA arises here and th&bri whom was the act mainly
passed. Not only this question goes along withattiebut also questions of profitability

for different social groups as well as the readityupport and boost for the economy.

%® TURNER, Trish.FoxNews.confonline]. December 02, 2010 [cit. 2010-12-05]. Kégnate Democrat
Unveils Middle Class Tax Bill . Available at WWWhttp://politics.blogs.foxnews.com/2010/12/02/key-
senate-democrat-unveils-middle-class-tax-bill>.
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9.4. Equality of the tax cuts

The act was enacted mainly to increase spenditigeoAmerican families, and also by
creating the ten percent tax rate, to increasedspgiof the lowest income families. The
president showed in the perspective of the newtlaat,it will bring a reduction of about
$1.600 to the average family. The plan was mada asmulus and a marginal rate
reduction for low-earning taxpayers, because theyldévreceive the income tax cut,
increased child credit, marriage penalty reductard the charitable contribution
increase. The president, despite the fact he wegublican, and to get approval of both
parties, argued that the distribution was fair,aduse the greatest percentage reduction
went to low-income families. This became the ma&gsue of the whole EGTRRA. The
fairness claims met with a resistance on the leftl@ecame a crucial political issue. The
proclaimed biggest tax cut for low-income taxpayensd mainly families were
overridden by a factual thing of money. The biggasount of the tax cuts by dollar
amount went to the wealthy taxpayers.

Another equity issue arose with the provisions bage-out the overall limitations on

itemized deductions. The phase-out was done irethtages, first one took place in

years 2006 and 2007, followed by a second one ansy2008 and 2009, and with the
final after December 31, 2009. The limitation otback adjustment began only with

person with high adjusted gross income, so theydctemize even more. This was

obvious that only taxpayers with earnings in exaddbe stated adjusted gross income
limit could benefit from this repeal. Additionaltg this, also the same rule applied to a
phase-out of restrictions on personal exemptiohss @lso directed the benefits of the
tax cuts to the higher-income families. After caesation of these two so-called

benefits for all taxpayers, it was even harderdaxspade the opposing Democratic party,
that the EGTRRA was aimed to help all taxpayerssaimulate the whole economy.
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9.5. Distribution of wealth

The structure of the tax brackets has a big impacthe distribution of wealth in the
United States. The tax cuts were therefore a lggference in the wealth distribution.
Form theUrban — Brookings Tax Policy Centre Microsimulatidodel from end of
year 2@2 it is visible, that almost half of distributiaf income tax change go to the
top twenty per cent of the taxpayers, with lesstbae per cent to the lowest incomers.
This shows the big difference on what amount obme goes to which group. And this
does not add up the idea of the equality to the RRA provisions. From reading
between lines, even though president Bush trieanfmact in good all incomers and
taxpayers, it was not really possible when lookaigthe wealth distribution among

different groups.

Here again comes the argumentation, that to impawre lower-income families, it
should have been done by a different and more tdm@cess of wealth distribution to
the specific income groups. According to the aboentioned facts in this paragraph,
the cuts only failed o give equal treatment to Ibimeome taxpayers. This tax cut was
distributed neutrally among all groups, and doessamange the distribution of wealth
once there is the same percentage change in akéndome.

“If the intent was to increase spending, the cutsrbt seem to distribute resources
efficiently, given the fact that lower income hdudds are more likelz to spend a
greater percentage of their inco® People with higher income value their
consumption more than lower incomers who must cmesomost of their income in the
period they receive their money. Thus, money rebeaidower incomers would result in
higher percentage increase in consumption thameif tvould be rebated to the higher-
incomers. With the current distribution, the tax cuts wikdly have a small effect on
economic growth in the short teriff Again the question of equality arises, sincénat t
same cost in the lost revenue, the government dwand received much greater benefit

” BOEER, Matthew; DR. EARLY, Dirk Individual IncomeaX Rate Structure Changes. Hiffects of
EGTRRAonline]. Texas, United States of America : Sowktern University, April 21, 2004 [cit. 2010-
12-06]. Available at WWW: <http://people.southwestedu/~earlyd/public/boeer.pdf>.

28 WILLIAM, Gail; SAMARA, Potter. The Bush Tax Cut: One Year Latémited States of America :
The Brookings Institution, 2002. 101 p.
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from allocating a larger portion of the tax cutttee lower income taxpayers. The
efficiency is questioned as well as the equalitthef EGTRRA cuts.

One attempt of the Bush administration, how toritigte the wealth among the lower
income groups, was by sending a check from govemhteemany taxpayers, who got
to the new ten percent bracket by the retroactivd. A’he main aim of the
administration was to boost the economy with imratxieffects on personal

expenditures, since the money were injected fasttire economy.

This first attempt to stimulate the economy strafghward and starting with the lowest
income families directly in year 2001 could provaleicture of equal distribution of the
wealth, equality of the tax cuts for all tax brackae, even it could have looked more
in favor of the lower income taxpayers and voter] & quiet down the Democratic
party at the beginning of the whole decade of #xechanges. But unfortunately for the
Democrats, this was only a one time action. Alsimdanate for the spending, it did not
provide a sustaining stimulus for the lower incofamilies to increase their spending.
The effect of this one time action was a minimunsedn the expenditures, equal to
only 0.1% raise in personal consumption expenditusven though the disposable
personal income was increased by almost 2%. Theeerent tax bracket relief was
only immediate relief for many taxpayers, giving tBush administration face of a fair
distributor of wealth. The benefits for the weatthtaxpayers were coming into affect
much later, what arises question, whether it wastoo late to stimulate the whole

economy. Again this shows the main benefit of t@EH RA act going to wealthy

disproportionally. The reasons show that neithez #quitable benefits nor the
distribution of wealth were in favor of the proclanons and goals of the

administration.
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9.6. Working time effect

Another aim, besides boosting the economy, waseasa in hours worked by the
taxpayers. Since the income was taxed less, itdvadt value to each dollar earned
than before the tax cuts. The main idea of thetoreaf the tax cuts was that by giving
the people more out of their wages and salariegoutid be a good motivation for them
to work. And by earning more net money, they wosfend and invest more, and
therefore it would boost the economy of the counifire logical explanation of

administration would be that the increased salayld/increase the opportunity cost of
the leisure time as the taxpayers would have te givhigher wages for every hour they
would not be at work. Based on this, the taxpapeukl have decreased their time at
leisure and increase the number of hours workedjetoas much as possible of the

lower taxed income. The idea of administrationrmid meet fully with its intention.

Another effect that the tax cuts could bring was thcome effect on leisure taken.
Since the taxpayer was earning more, he was aligkeoout more leisure, as well as
higher consumption of other goods, and still eagriime same income as they were
before the tax cuts. This effect would not be tasied state of the effect of the tax cuts
on hours worked, but it might have pumped the esgnwith a brief more spending for

the leisure and for other goods.

So there were two different effects of the tax arishe hours worked, and looking at
the results of both, it has achieved at least dlsuecess looking at the tax cuts from
this point of view. It has created the effect obtdifferent groups taking advantage of
the tax cuts. Some estimates place level of work increase at Oris¥e hours by the
year 2011.”° The increase does not show a big increase ofdhestworked as it was
one of the main aims of the administration wherating the Economic Growth and

Tax Relief Reconciliation Act of 2001.

2 WILLIAM, Gail; SAMARA, Potter. The Bush Tax Cut: One Year Latbinited States of America :
The Brookings Institution, 2002. 101 p.
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9.7. Fiscal effect

Initially, EGTRRA has done well in stimulating tkeonomy in recession in year 2001.
The spending has increased for a while, people w@mnsidering working more in spite

of the fact that they could get more out of ondatotarned, and also started saving
more. Unfortunately, this was the first effect, aiidid not last as long as it would be

wanted by the administration which put the tax cois practice.

Following that, EGTRRA has hurt the economy moranaitically by decreasing the
government revenues by more than it was expecthd. yearly annual deficit was
increasing every single year, and therefore the ofetine United States.

Here arises another important question of the EGARRA its effect. By sunset
provisions, it was set that the taxes are to eXpyréhe end of year 2010. The tax cuts
were increasing the national debt every year, Inuthe other hand were boosting the
economy at least in some ratio. The economy geoelatively good condition in year
2004. It might be said that the taxation system thedspending connected together got
to its peak. The lower taxes were pushing consuiteespend more, not really being

able to assess the real value of the money theg sganding and even borrowing.

One would say that the Bush's administration ccudde recognized the peak of
economy and analyze the future traps of the foreg@conomy. Would not it been
better if they sacrificed the coming years of EGPRRovisions, which were anyhow

to affect mainly the higher income taxpayers andHe provision sunset in year 2004?
The effect of doing so would probably have lowerpaat on the economy than
supporting the taxpayers to spend, even much nhae they were able to earn, and
lead this whole situation to the housing boom, WHed directly or indirectly to the

Great Recession of year 2008 and following.

When looking at the state of economy of the UnBB¢ates of America, while the Bush
administration has strong ability to manage the R&A as they wanted, and they did
not do anything, it makes me think of the wholeteysbefore it was set to use. Was
there a long and mainly sufficient preparation eystwhich included all possibilities
and ways which can the tax cuts follow? Were tHect&d worked out for different

scenario? And was the effect set to a short terenlong term?
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If the preparation of the Economic Growth Tax RelReconciliation Act was

sufficient, how come it did not have a set goal,résching which it would be able to
sunset the provisions soon? Acting according tb mambers would probably hurt the
economy much less than waiting for the phase whenax cuts became effective for
the republican voters, which are mainly higher meotaxpayers. The face of the Act
was well managed, showing the empathy on the &tage to the lower income

taxpayers. There were some long run effects oEtBERRA for low income taxpayer.

The position of higher income taxpayer was seteddffitly. The benefits were coming
later, since the highest tax brackets were lowasethe last one, also followed at about
the same time of phase out of personal itemizedaguhs and personal exemptions as
it was mentioned before. The idea of differentigthow many years for which social
group did not probably count on a different scem#inian it had already implemented.
Those couple years which were let for the loweonme families to spend the more
money which they got by the tax cuts and therefoey boosted the economy, led to a
different way of thinking in the lower income tax@a's mind, and brought them
confidence in the amount of money they could usdffe well being. Connected with
the social policies which were introduced even tefthe beginning of Bush's
administration, by the democrats, the benefitsheftax cut could indirectly lead to the

housing boom and overrated spending from creditschudgets.

Back to the numbers projected for EGTRRA, whiclsas to expired at the end of the
year 2010. By the end of its duration, the Congmesald be facing a record of $13
trillion debt. The termination of EGTRRA has metthwia hard time of economic

recession and its slow recovery.

Regarding the spending of the taxpayers, they meraaiare of the long-term budget
outlook and adjust their short term financial dieczisaccordingly. This might have been
also one reason, why the Act did not work as it praposed at the beginning. Once the
tax payers, and therefore national spenders, savdéficit getting bigger, that was a
sign of unsustainable economy. So the national dipgnincreased, and the biggest
awareness of spending before year 2008, the wateworism was worsening the

national budgets year by year and did not shovathg term health of the government.
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9.8. Tactics of EGTRRA

As it was mentioned in the previous sections, thaiaistration under president Bush in
year 2001 thought, that tax cuts were the besttwayimulate the economy and achieve
the objectives of his administration during his ngean presidential office. When
considering efficiency of the Act and equity, prblyadirect support even by lower
taxes, but only for lower income families withowuthing the tax brackets for
wealthier taxpayers would be a shorter and moreiefit way to fulfill the goal of the
idea. This would probably give more direct benefitgshe not well off taxpayer, who
would become more independent on the governmenicesr and therefore would
decrease the government spending a little bit.ds wot only the Act for the lower
income families. It was looking for boosting theoromy from higher and lower
income taxpayer. While the lower income taxpayerente boost the economy mainly
in short term (if that was not the aim of the Attesulted into it in the first few years)
and the higher income taxpayers were to effect moideng term run. One idea that
comes of the democratic party of the United Stet@sore persuaded that increasing the
well-being of the poor directly could provide a bder a better long term effect on the

society and that the government administrationatbel freed of some expenditures.

Again, the idea comes to whole system of EGTRRAgmht was thinking on the
effects of all types of taxpayers while it was Ine tcreation process and then how it

dealt with its application.
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9.9. Future of EGTRRA

Administration under president Bush has fight fog £rasing of the sunset provisions
included in the Economic Growth Tax Relief and Remxlation Act. The ideas and
persuasive opinions of the administration were thatill bring more certainty and
following that, effectiveness of the tax cuts adlwkhis was discussed sooner for the
effect in the ten year period of EGTRRA applicatidhere still remains a question how
would the tax cuts change and mainly their efféctthe sunsets provisions were
prolonged or even eliminated. The Act was passeaar 2001 for a definite period of
time and so it was gaining the votes in both Cosglend Senate. Some people might
consider the elimination of the sunset provisiosstactic step to make permanent

changes in the whole personal income taxation gyste

It is a question of point of view, but the elimimeat of the sunset provision would be
able to bring uncertainty to the whole taxationtsys As mentioned, the enlarging debt
and decrease in government revenues, since thanegiof EGTRRA action brought

the uncertainty and the elimination of the sunsevigion could only double it and even

bring a financial fear of unstable taxation system.

Before the EGTRRA introduction, the rate structhexl a system, was progressive,
reflected inflation and it is possible to say thdtad permanency. The change in 2001
was a dramatic intervention into the tax systemcadtainty became a real part of the
system in the last decade. The system of the kside left different impressions on

taxpayers, those who were not satisfied with itsspay and then implementation had a
hope that everything can return back, to the scopeax system in year 2001, which

was provided by the sunset provision. The possjlbli change may not remain open, if

Senate does not act in the last weeks of the year.

That there is need to do something with the taxesysand either its return to the state
of year 2001 or prolonging the sunset provisions waticed by both parties in the

Congress and in the Senate.

There are more options for the Congress to consideBush tax cuts. There are two
extreme options which have been discussed. Allowongxpire the Bush cuts as it was
enacted, so at the end of 2010. That would imptbeefiscal condition of the country,

as there would be more money in the governmentnies& but the recovery from
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economic crisis would be much harder, since thpagers would have to pay more in
taxes, leaving less money for their own spendinge Second extreme option is to
permanently extend all of the Bush tax cuts. Thisil¥ not stop the recovery from the
last recession, but it would endanger the fiscdcpmf the federal government and it
would still be a signal for the long-term fiscallipg that there is lack of progress. In
either of those two cases, the United States ecgrienfacing a problem with the

budget deficits and the federal debts levels.

A recent study by Thomas L. Hungerford projectd tha ‘revenue would have to be
permanently increased by 4.6% of GDP just to kdep debt-to-GDP ratio at the
current level over the next 75 years under the entrfaw scenario (i.e. allow the Bush
tax cuts to expire). If there was a prolongation of the Bush tax cths, fiscal gap

would be permanently rising to extraordinary levels

Democrats, after failing the battle for Senate e autumn of 2010, realized that
complete return to the pre-EGTRRA state would retpbssible at all and they have
started to look for a compromise. The Obama admnatisn has proposed that the Bush
cuts should expire, but only for the high incomgptyer, which means for single

taxpayers with the income over $200.000 and fomtlagried taxpayer with the income

over $250.000 — which means that this would afflieetrichest 2% of the taxpayers. As
mentioned in previous parts, it would not be a $mmr@ount of money due to the wealth

redistribution.

The Obama administration argues that the middlssctaits are necessary to keep the
economic recovery on track by preventing a shaltprfahe disposable income of the
consumers. Based on this, democrat representasinde® Levin has prepared Middle
Class Tax Relief Act of 2010 for the pass in Cosgrand SenatePtovisions in this
bill represent a view that Democrats and Republicamare — we must give these
middle-class families certainty by extending thigieng relief. We must not let
congressional Republicans hold these families lyestahile they insist on extending
expensive tax cuts for the wealthiest few. Saidestand up and vote now to extend

middle class tax cuts, extend AMT relief, exteral ¢hild tax credit and marriage

** HUNGERFORD, Thomas L. Options Regarding the Busk Tats. InThe Bush Tax Cuts and the
Economyfonline]. Washington, DC : Congressional Rese&elvice, September 3, 2010 [cit. 2010-12-
05]. Available at WWW: <http://fpc.state.gov/docums’organization/148790.pdf>.
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penalty relief, extend the EITC, and extend criteducation incentives to help more
families afford higher education for their childr&n*

President Obama has even established the Natior@ahnfssion on Fiscal
Responsibility and Reform in February, 2010. Theain task was and still is to find
solutions and tax policies which would improve fiszal situation in short and mid-
term and achieve long term fiscal sustainabilitytied United States. Looking at the
fiscal state of the economy in the United Statess more than probable that the tax
code for the middle class will have to be changetthé near future. It is only a question
of time when the economy will be recovered aftex tBreat Recession, so the tax
system would be able to take more of the taxpayensey and they still would be able
to spend enough.

“Mark Zandi and some Democrats have reportedly @adved permanently extending
the middle class tax cuts and temporarily extendmegtax cuts targeted to high income
taxpayers.® One of the groups would like to see extended allhef Bush tax cuts
arguing that the raising taxes during the weak veng which would probably take
longer as firstly proposed, could reduce the ecaagmowth of the country and would
even be able to push the economy back to recession.

Others refused the temporarily extending the midtiiss tax cuts and allowing the tax
cuts targeting high income to expire as it was datezl in the sunset provisions. This
group disagrees with the president's Obama suggesstithe Middle Class Tax Relief
Act of 2010.

For the support of the Middle Class Tax Relief Acthe fact that allowing the high
income tax cuts to expire as scheduled in the suyrseisions could help reduce the
budget deficits in a short term without having affect on the recovery from the
recession. This is based on knowledge that tax roposed on the high income

taxpayers have only small stimulus effect on thizug, since they tend to save more.

31 Accounting Today StaffAccounting Todayonline]. December 1, 2010 [cit. 2010-12-05]. Demais
Introduce Middle-Class Tax Cut Package. Available t a WWW:

<http://www.accountingtoday.com/news/Democratsddtrce-Middle-Class-Tax-Cut-Package-56507-
1.html>.

%2 Global Economic Intersectiofonline]. 4 November 2010 [cit. 2010-12-05]. Thedd Tax Cuts and
the Economy. Available at WWW: <http://econintetsezm/wordpress/?p=2000>.
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And the amount of money they have designated tdarsgeneral spending will remain
untouched, also due to their life standards, amwdoitld affect mainly the saving. The
spending before or after the tax cuts would belmutthe same level, and it would not
endanger the recovery from recession in a big sdad¢ all. And because of the wealth
distribution, the amount taken from the top 2%a{payers, if the sunset provisions are
eliminated, could help the fiscal policy. As an @ida, this model would be able to
keep the middle and lower income taxpayers at dineespercentage of taxes, so it will

not destroy the recovery from the recession.

One of the possibilities would be to extend alttg Bush tax cuts for a limited period
of time, which would give the Congress and Senate to deal with the unsustainable
deficits and debt trends, and to find a definitieison which would bring certainty. It is
for the consideration of the representatives anmdimidtration whether it would not be
worth keeping the Bush tax policies for couple mggars and then introduce a solution
which would be able to support the fiscal policydagive back the values and

descriptors of the tax system that it had decade ag

Many ideas have been written down as the deadlinghé sunset provisions is coming
closer. The former Bush press secretary Dana Psaith'Raising taxes on anybody in
a recession is a terrible idea for job growtH.Completely different opinion came from
Howard Gleckman of the Tax Policy Centre, whose idethat FExtending the tax cuts
that benefit only the wealthy is poor stimultfs'He thinks that the whole package of
Bush tax cuts in EGTRRA benefits only wealthy taygra, who will bank their income
and not spend it as lower income tax payers, whibh Wieir actions stimulate the

economy and help to get rid the United States eoyraut of the recession.

Opinions meet in the idea that it more time is meketb get the economy out of the
recession and improve the fiscal state of the gowent, mainly in the long term.

Instead of finding blaster for the economy whichsvirardly hurt by the recession and

3 LeftWord[online]. 15 November 2010 [cit. 2010-12-05]. Fapntinues to suggest ending Bush tax cuts
for wealthy would hurt small businesses. Available at WWW:
<http://leftword.blogdig.net/archives/articles/Nowieer2010/15/Fox_continues_to__suggest_ending_Bus
h_tax_cuts_for_wealthy_would_hurt_small__businesses>.

3 3., C.Media Matters for Americgonline]. November 29, 2010 [cit. 2010-12-05]. Fatdl repeatedly
pushing small business tax lie. Available at WW\Wittg://mediamatters.org/research/201011290011>.
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by the long term fiscal policy, it would be the besy to find a long term solution.
Sacrifice of couple years in prolonging the sumsevisions can, in my opinion, bring
the healing of the economy, which is more effegtthan changing blasters every other
year. This would help the economy to bring backdéeainty, permanency, and mirror
of the inflation to the taxation system. If there &oices that the EGTRRA by president
Bush was structured poorly to obtain the aims @& whole act, these can help in
returning the tax brackets and the whole persamame taxation into “normal” by
giving it more time to explore what would help theonomy the most, now when there

is more real picture of the system after decadehvivas supposed to help the system.

Since the Middle Class Tax Relief Act of 2010 dmt pass, it urges all the politicians
to act soon and find a solution. President Obansaphamised a progressive change in
his presidential program, not only with the taxatibooking only at the taxation, he has
not come up with a solution to the situation in t® years in office. He and the
Democratic party did not get the ability to passrenstrong reforms, including the tax
one. The only real solution, or just the most phdean the situation is to find a
compromise between Republicans and Democrats. filyecompromise they have up
to now is thatDemocrats and Republicans mostly agree on extertimgax cuts for
Americans making less than $200,000 ($250,000 fauplkes filing jointly), but
President Obama wants to let the cuts expire f@rtdp wage earners. The more “but”
will appear in their solution finding, the more amedangered will be the taxpayers with
uncertain future tax planning, the fiscal policydamainly the recovery from the

recession.

54



9.10. Summary of EGTRRA

The Economic Growth Tax Relief and Reconciliatioct #vas passed during a year with
a surplus in a budget and during a year when tivaea so-called recession, with its
described features. There were money to stimulseetonomy and an act proposal
which could use the money in a way both partiesldvdne likely to pass it. It was a

great plan to all social groups, with only differéimings.

A tax reform act with a structure like this canfpetly work for the creators, who want
to achieve their set goals in not very strict whgttwould scare off the lower income
families. These lower income families like the fieffect of the act by lowered taxes,
and even a check back for the tax returns from &i&am. This would help them to
boost their low budgets and the administration @¢dag sure that all money from the
sent checks would be used immediately and thereéboened back into the economy of
the country. The phase-out advantages for higleamme taxpayers were coming later,
step by step, but it was sure that the lowerinthefhighest income tax bracket would
come one day. The target group of this part oftélxereform knew that these taxpayers
do not need direct changes with immediate cash.bdokey from cash back checks
from this target group would never end up immedyaite the economy of the country.

The money would go to savings, long term investsient

This tax reform act was unlucky to perform as isvg@oposed in June, 2001. Terrorist
attacks of 9/11 were a big question mark for thenemy in the home land, but the
main effect on the national deficit was the stasted on Afghanistan, and later on Iraq.
This was something that the Economic Growth and Rakef Reconciliation Act did
not count on. It is a probability that figures adifferent formulas would be able to
provide us with effects of EGTRRA if there was @19 But the reality does not know
“ifs” and therefore the economy got into high debtkich should be paid in a way. In a
way that would need to be think of as soon as ttmm@&my or politic representatives

give it a chance.

Another unexpected hurt to the EGTRRA was GreateB&on, which began fully in
year 2008. It is a question of opinion, what ralé BEGTRRA play in its creation. Even
before arrival of George W. Bush to White Houses tbwer income taxpayer got

thought by an administration of president Clinttwattsocial welfare is a right they
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have. And it is very easy to get used to rights,cimfiaster than to duties and
responsibilities. It probably was not a direct amthe EGTRRA, but by sending out
cash back checks to the lowest income taxpayeey, \ere even more supported in
their idea that social welfare is for everybody.cOm person gets used to a standard, or
to a belief, that he has enough money and candafftrch more, it is hard to stop
spending. Living on credit cards and taking mor&gadt a question, but could not be
the one provision of EGTRRA a small step to Greatd®sion? The Great Recession
took jobs, money, houses, gas prices that people used to. It brought higher deficit
in the national budget and gaps in the fiscal gatitthe United States. Again it is not
possible to estimate, how would the EGTRRA afféet economy, if there was not
Recession. The Recession came and it got the astrations of both president Bush

and president Obama so busy, that they almosttfé@géhe sunset provision.

The drafting and planning of EGTRRA did not takattfong for the specialists of
administration of that time. The goals were cledo. stimulate the economy, by
lowering taxes. It has a great first impressiorg axen better second thoughts. People
who profit the most out of the system, and the iogpion of EGTRRA were the higher
incomers. Higher incomers, who are in most of tases the Republican voters. The
administration did not do it by an accident. Hiddgal was clear for those for whom it
was aimed, and that is also one of the reasonsthdwy kept their administration in
White House for the whole eight years. Taxatioans of the tools how to make people
listen to you. It would affect them directly, ariwat is why they care. Taxation acts, and
mainly those big ones as EGTRRA is a way how toagention in a political sphere

even from the lowest income taxpayers.

As the sunset provision is coming to an end in Ddmr 2010, the politicians realized
the importance of considering future of the Ecoron@rowth and Tax Relief
Reconciliation Act. After not successful proposélMiddle Class Tax Relief Act of
2010, and shortening time, both parties resolvéiyastandoff of the taxation system
and mainly of the certainty for the citizens of tbaited States. A tentative deal of
Democrats with Republicans to extend Bush-era tdax at all income levels for two
years as a part of package that would also keegfiteflowing to the unemployed and
other social benefits were announced nearly threekssbefore the expiration of sunset
provisions. This agreement is not considered aggesince it is a compromise, but it is
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considered to be an essential step on the roaectivery. The current president of the
United States has sacrificed some of his goalsoaedf the main points of his program
when heading to the presidential office in year&@d0r keeping his promise on middle
class families, and therefore not increasing th@kes as on January',12011. Mr.

Obama expressed his opinion on the deal in, rifjat eeaching the compromisd: &m

not willing to let working families across this cdty to become collateral damage for
political warfare here in Washingtdii®> While the plan ‘s price is probably going to
provoke some opposition, administration officialsdamany economists have been
calling for additional short-term deficit spenditg help stimulate the economy and
create jobs, even when there is a knowledge ofedaspneed for a long term action to

minimize the national debt.

The new decision did not bring many news to thepgakcy of the United States. It

therefore brought an important time, which couldobavided to those, who are creating
the new tax policies, which will deal with the matal debt, which will be enlarged by
$900 billion in these two years, and with the fiqualicy.

Economic Growth Tax Relief Reconciliation Act wass@mulus for the short-term
spending, decreased the tax liability for all grewqb taxpayers. It was a way to go in
year 2001, and probably could be a good way td gertain events would not appear.
In my opinion, the two year extension of EGGTRA whe smartest decision they
could do, without discriminating any group of tlagpayers. There is a need of hope for
the coming two years that the tax change on Janifa@013 will not be just another
plaster, but the whole healing procedure implentefde the all aspects of economy of

the United States.

** White House, Office of the Press Secretditye White Housfpnline]. December 06, 2010 [cit. 2010-
12-06]. Statement by the President on Tax Cuts_am@mployment Benefits. Available at WWW:
<http://m.whitehouse.gov/the-press-office/2010/62tement-president-tax-cuts-and-unemployment-
benefits>
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10. CONCLUSION

The main aim of this thesis was to show the comple{ personal income taxation in
the United States of America, by explaining theteys of taxation and the main
changes of the personal income taxation for thetés years, under the influence of
Economic Growth and Tax Relief Reconciliation Aghich was passed in year 2001.

To understand the changes and the effects of ttedida system, it is important to
know the structure of the taxes, which is very cbeoaped. The structure of the income
taxation system as we know it today, got to itsaidod resemblance through very
complicated historical development, where everygbigevent or change in the history
left its remark on the structure. The earlier @& thcent history plays a significant role
of the personal income taxation in the United State

Structure and the whole process of getting the lgayaumber of tax is a very
complicated one for an individual taxpayer. Not Wiy the requirements, eligibility
for certain deductions and exemptions may shifttéx@ayer easily into a different tax
bracket. On the other hand, knowledge of the sysi@mbring big benefits, for which
the Unites States get sometimes a nickname of |sbcstate. The aim of system of
deductions and exemptions is set in completelyebfit way than is the purpose of the
whole taxation system. It seems that it is a wagarhpromise between getting money
from the taxpayer for the running of the governmanid therefore not creating bigger
and bigger debt, and giving the money back to petgpboost and not to slow down the
economy, or to get the country out of a recessldre United States personal income
taxation system and its structure does not remind word balance though, but it
reminds more of a word indecisive. Taxes are tharpaint in the election campaign
for each administration. And since two big partege taking turn in the office, the

whole personal income taxation system is a refseatnirror of these changes.

State income system does not differ a lot fromféakeration system. The specification
of each state’s taxation system is mainly in figuskthe taxes and its implementation.
Because of the difference of the values, statedatitsn system is often a reason for
people to migrate in between different states. NMaugy was a good example to consider
since its geographical position, size and simyjaat neighboring states give a good
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comparison. In Maryland and the neighboring stgtesple tend to move more in case
of changing jobs and therefore finding the besttsmh for their taxation.

The changes of the personal income taxation systerfederal level were more than
significant in last ten years. The main aim of BBTRRA was fair to all taxpayers
since it had advantages for lower and higher inctempayer. The goals were set to
boost the economy of the Unites States in shom,t@and not to damage the national
debt in a very rough way. Unfortunately, the resflEEGTRRA cannot be measured
neutrally. At least two significant events duririgetlasting have had impact on it. The
decision, which soon should be approved, was atsonarin my opinion. The country
needs an extra time to get recovered from the semesand to rethink the future of

taxation system.

The whole system of personal income taxation hagldped in time, changes of the
taxation system make the system more complicateth® individual taxpayer. Taxes

are tools to get the country into desired directitax policies are tools to get the
country easily into a recession, get it out of tbeession or to boost the economy to its
best. Usually for the cost of not positive longmeeffect. There is no vision of

simplification of the whole system in the near fietults main role is not to serve the
taxpayers, but to serve the government. And theedristates government is aware of

that fact, as governments in other countries.

The personal income taxation system of the UnitedeS is a complicated machine
constructed out of uncountable number of partiohat) difficult operations changing
throughout the time. But good knowledge of theiplkas and process of the operations

can at the benefit the individual taxpayer dudda@onfiguration.
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11. SUMMARY IN CZECH LANGUAGE
UvoD

Zdareni piijmu fyzickych osob hraje v ekonomice Spojenychtistamerickych
podstatnou roli. D#ovy systém byl po celou historii Spojenych &taivliviiovan
politickymi a hospodi&kymi zménami a diky vyraznym zvratn poslednich desetileti
odrazi d#aovy systém celkovy stav zem Frijmy pramenici z dani byly vyuZity
zpisobem odpovidajicim p@bam statu a vedly k posunundaych pasem a zéné
vySe odpéta a daovych ulev prav podle tchto poteb. Daovy systém poskytuje pro

razné urovi statu odlisné formy zdani.

Hlavnim cilem této prace je dir pravidla, kterymi sefidi systém zdami péijmu
fyzickych osob, pedstavit schéma vypti v daiovém giznani a poukazat na zmy
systému, zejména pak v poslednim desetileti, kdg pyjata celarada zakod, které

mely podpdit rist ekonomiky.

Predkladana préace je roddna doétyt hlavnicheasti. Ukelem prvnicasti je gedstavit
vyvoj systému zdami prijmu fyzickych osob do té podoby, ve které ho zname
v sowtasné dob. Druh&cast prace charakterizuje systém @amxijmu fyzickych osob

a zabyva se podrobnym popisem odliSného postaeenbilivych subjekt, odpatu,
progresivnich d#ovych pasem a davych ulev pro déové poplatniky. Teti ¢ast se
struené vénuje systému zda&ni prijmu fyzickych osob ve st&tMaryland, a ukazuje tak
dalsi vrstvu d#ového systému s vlastnimi pravidlgtvrta ¢ast reflektuje zrny
daiového systému, které se uskumiéy v poslednich deseti letech a které&lyn
charakteristické isledky pro tizné skupiny d&ovych poplatnik a ovlivnily i
ekonomickou situaci zein VySe uvedeng&asti dohromady vytia obraz o systému

zdareéni piijmu fyzickych osob ve Spojenych statech americkggdho fungovani.

VYVOJ INSTITUTU DAN E Z PRIJMU FYZICKYCH OSOB VE SPOJENYCH
STATECH

Danovy systém Spojenych stigprosel Ehem svého vyvoje zasadnimi prémami, a to
jak s ohledem na spdalenské zminy, tak ve vztahu k zémam funkce statu. Jednou
z nejwtsich znén bylo pijeti Sestnactého dodatku k UstaBpojenych stéit ktery

Kongresu piznal pravo na uloZeni damz pijmu.
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Sestnacty dodatekiipesl zménu, kter4& umoZnila federalni vi&duloZit daiovou
povinnost fyzickym osobam, aniz by jtifadila jednotlivym stdim rovnongrné nebo
na zaklad vysledki stitani lidu. Dodatek byl v roce 1913ijat vSemi staty a Kongres
jese tehoz roku schvalil novy zakon, ktery zavedhalou povinnost v rozmezi od 1 %
az 7 %, picemz tato horni hranice se uplatnila pro osobijjey vySSimi nez 500.000

dolani ro¢né.

Jina, nemén dilezitd znéna se odehrdla v roce 1945, kdyndapijmu zaala byt

vybirana srazkouifmo u zandstnavatele, stefnjak tomu bylo Bhem olganske valky.

Hospodé#ska situace na péatku osmdesatych let 20. stoleti vedla prezidemagBna
vroce 1981 k podge pijeti zakona o ekonomickém oziveni a zé@in(Economy
Recovery Agt Reforma, jez byla fiednttem zakona, reagovala na danou situaci
snizenim d&ovych pasem o 25 % po nasledujici 3 rokiicgmz nejvySsi deové
pasmo bylo snizeno o 50 %, a valorizaciedamijmu z divodu inflace. SniZzeni dani
béhem prezidentskéhaadu G. W. Bushe (v roce 2001) zakonem o ekonomiakéin

a rekonsolidaci deovych ulev Economic Growth and Tax Relief Reconciliation)Act
PRAMENY PRAVA SPOJENYCH STAT U O DANI Z PRIJMU

Ve Spojenych statech existuje pro oblast prava&udaiijmu fyzickych osob celéada

prameri. Ty miZzeme rozdlit do ti pilita:
Prvni pili:

» Ustava Spojenych staamerickych
» daiovy zékon [nternal Revenue Codle- pravni pedpis ijaty Kongresem
Spojenych stét
» predpisy o finatini spra¢
» stanoviska federalniho soudu
e smlouvy
Druhy pilit:
» vykladové pedpisy jednotlivych fadi (vydavané finatnim (radem a

Ministerstvem financi),
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» verejnopravni rozhodnuti (rozhodnuti firgriho Gadu, ktera jsou zdrojem
odpowdi na specifické otazky a jsou zavazna pro vSeclajove

poplatniky)

Treti pilit:
» legislativni historie

» rozhodnuti v oblasti soukromé sféry
CLENENI DANE Z PRIJMU FYZICKYCH OSOB
Subjekty federalni daré z piijmu fyzickych osob

Subjekty federalni dan z prijmu lze rozdlit do dvou hlavnich skupin: @ané

(rezidenti) a nerezidenti.

Ob¢anem Spojenych staje fyzickd osoba narozena na Uzemi Spojenych, Seaterto
Rica, Guamuci Americkych Panenskych ostriyv fyzicka osoba, jejiz rode jsou
obc¢ané Spojenych sigta cizi statni pslusnik, ktery byl naturalizovan. Za nerezidenta
je povazovan cizi statniiglusnik, ktery je v gib¢hu roku &asten podnikatelskycéi
obchodnich vztah se Spojenymi staty, nebo cizi statnfisjusnik bez d&chto
podnikatelskych¢i obchodnich vztalh ale s pijmy ve Spojenych statech, u kterych

nebyla da srazenaiimo u zdroje.
Danovy statut (filing status)

Danovy statut daového poplatnika rozhoduje o nélezitostechhod@aho iznani,
konkrétre o tom, jaka vySe dani a odftb se i podani daového giznani u tohoto
poplatnika uplatni. Ve &Siné piipadi odrazi daovy statut rodinny stav davého
poplatnika k poslednimu dnisiavého roku. Existujedh daiovych statui:

« Jednotlivci

* Manzelé podavajici spaleé daove giznani

* Manzelé podavajici samostatn&dea iznani
* Hlava rodiny

* Opravrény vdovec / oprawma vdova se zavislym dfem
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Daiiovy statut jednotlivce

Osoba, ktera do konce roku nevstoupila do maniglstyga prave odlowena Ci
rozvedena, je prodély daiového giznani povazovana za jednotlivce a neni op¥asn

vyuZivat jiného daového statutu.
Dairiovy statut hlavy rodiny

Darovy poplatnik, ktery nevstoupil do manzelstvi, siard se o rodinnéhdiplusnika

po dobu delSi neziproku, je povazovan za hlavu rodiny.
Manzelé podavajici spoléné daioveé priznani

Danovi poplatnici — manzelé si mohou zvolit, zdaéghpodavat daove giznéni
spole&né se svym manzelem, nebo &tihé. Pokud daové @iznani podavaji v ramci
daioveho statutu manZelpodavajicich spotmé daiové @iznani, mohou tito fiznat

své [ijmy, slevy a odpé&ty v jednom daovém gFiznani. Za manzela je povazovana
osoba, ktera Zije v prAvem uznavaném manzelsteikgoslednimu dni roku. Aby bylo
mozné podat spaleé da@ové @iznani, musi oba manzelé souhlasit s podanim tohoto
spole&ného giznani, oba musi totoflznani podepsat a oba na sebe musidbwazit i

plnou odpo¥dnost za pesnost a Uplnost informaci uvedenych lal&m gFiznani.
Manzelé podavajici samostatna deova priznani

Manzelé si mohou také zvolit variantu, v ramci middou d& z pijmu priznavat

odctlené prostednictvim samostatnych slavych gFiznéni.

Ve chvili, kdy daovy poplatnik podal spaieé daové @iznani manzeél, nema jiz
moznost tuto volbu zémit. V opa&ném gipact, kdy manzel d&ové giznani podal
samostatéy miZze druhy manzel podat opravené&zpani a zminit ho na variantu

spole&ného déoveého piznani manzéi.
Opravnény vdovec / vdova se zavislym ditem

V piipact, Ze se d#ovy poplatnik nachazi v situaci, kdy jeho manzebbdobi
poslednich dvou let zail, poplatnik sam nevstoupil do nového manzelstsaga se
po cely rok o zavislé dit miZe tento podat d@avé giznani jako oprawny vdovecgi

opravrena vdova. V rdmci tohoto statutu lze uplatit stejrnySi odpd@ta a daovych

vyhod jako u spolného déoveho giznani manzéi.
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ZAKLAD DAN E

Za zaklad da#w z prijmu fyzickych osob jsou povazovany hrubé&ijmy, které
jednotlivec ziska. Celkova vySdijnt darového poplatnika je pak vychodiskem pro

dalSi upravy, na zakladkterych je uéen daovy vyner.

Pro vyp@et vySe upraveného hrubéhdijmu je nutné odést vydaje spojené
s obchodovanindi podnikanim, které byly poplatnikem vynaloZenyrabiého pijmu.
Z tohoto upraveného hrubéhéijmu lze uplatnit osobni odpty (personal deductions

a slevy na danideduction of personal exemptjon
UPRAVENY HRUBY PRIJEM A ZDANITELNY P RIiJEM

Definici upraveného hrubéhdipnu Ize nalézt v § 62 daveého zakona; ta stanovi, ze
upraveny hruby fljem je hruby pijem daiového poplatnika jakéhokoliapodu
ponizeny o vydaje spojené s obchodovanimpodnikanim. Popisované ¢élové
(itemized ¢i standardni gtandard odpaty a slevy na dani jsou pak ztohoto

upraveného hrubéhdipnu odeteny; vysledkem je zdanitelnyigem.
ODPOCTY

Danovy systém Spojenych stidfe zaloZzen na myslence, Ze mira zbohatnuti §ajiaf

pro to, do jaké vySe by ¢hdaiovy poplatnik nést vydaje stéatu.

Abychom ziskali pesnouc¢astku rovnajici seistému gijmu (neboli zdanitelnému
piijmu), je nutné hruby ifiem ponizit o od&tatelné vydaje. Jeréba odliSit osobni
vydaje, které se davy poplatnik rozhodl vynaloZzit z vgthnécastky, a vydaje spojené

s podnikanim, které davy poplatnik vynaloZil pro ziskani hrubéhidjmu.
Danovy zakon rovdZz umo#uje odpdty ¢isté¢ osobni povahy.

Ucelové odpdty

Vydaje na zdravotni p&i, ztraty

Danovy poplatnik je oprawm odeist vydaje za zdravotni a stomatologickouipkteré

vynalozil za svou osobu, za manzela (manzelkudang gislusniky.
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Jak naznéuje obecné pravidlo pro od@ty, v pripadt odetitatelnych vydal nezahrnuji
se ty, které sedmem roku opakuji a mohou byt rodinou planovanyakbvém pipad

musi esahnout 7,5 % upraveného hrubétiprpu daiového poplatnika za rok.

Odpaet v gipacdt ztraty na majetku je mozné uplatnit tehdy, pokodla k vyznamné
ztra€ osobniho charakteru Zidodu kradeze nebo Skody na majetkiicgmz tato
Skoda byla nahla a #éekana. Pravidlo minimalni procentni vySe upraveniéhdého

piijmu se uplatni na arovni ahrnnych 10 %.
Prispévky na dobro¢inné ucely

Tyto prispevky mohou bytéinény ve vztahu k organizacim, které gl pozadavky
datového zakona — musi bytiizeny a provozovany vybtmé pro dané cely,
v nékterych gipadech musi podavat Zadost u ficrd@ho Gadu.

Darovy zakon umoiuje odpdty az do vySe 50 % upraveného hrubéhdmu

daioveého poplatnika.
Standardni odpaity

Standardni odpet je ¢astka vyjadiend v dolarech, kterairhe byt odétena daovym
poplatnikem, ktery neupkatje (telové odpéty. Jeho vySe zavisi naitlavém statutu
poplatnika. Standardni odf®i ale nemohou vyuZzit cizi statrigusnici - nerezidenti,
kteti Ziji na Uzemi Spojenych statani cizi statni fislusnici, kté v témze roce byli jak
rezidenty, tak nerezidentylfal-statuy. Je nutné odliSit standardni odppa slevy na
dani. Vzhledem ke skutmeosti, Ze neni mozné uplatnit jak standardni, taé&lave

odpaity, si daiovy poplatnikéasto zvoli takovy odp®t, ktery jeho diasnizi vice.

65



SLEVA NA DANI

Od zdanitelnéhoifimu Ize v rdmci daového giznani odeist takécastku rovnajici se
slew na dani. Jednotlivé slevy na dani, které&zem daovy poplatnik v daovém

piiznani uplatnit, jsou ve vysi 3.650 dalafpro roky 2009 a 2010) odpimi. Kazdy

daiovy poplatnik niZze uplatit slevu na dani na svou osobu, pokud fat¥e(vdana),
tak slevu na manzela, a ¥ipac, Ze se stara o rodinn&iglusniky, tak i slevu na
kazdou takovou osobu.

Daiiové ulevy

Danové ulevy vedou ke sniZzerfstky, jiZ m& d&ovy poplatnik povinnost danit.
Zatimco odp¢ty sniZuji pouze vysi iflimu, kterd je pedmétem dawg, daiové uUlevy
piimo sniZuji tuto d@ovou povinnost. Digové Ulevy Ize rozélit do dvou skupin: vratné

a nevratné.
Daiové ulevy z Fijmi pracujicich (earned income tax credit

Pivodné nevyznamné dmveé uUlevy byly vroce 1993 zakonem podstatozsieny.
Jedna se oifspivek, ktery sniZuje, nebo dokonce rusSiidaje vyplacen pracujicim
rodinam s nizkymi fjmy. Tento pispivek predstavuje podporuéch daovych
poplatnika, ktefi, atkoli maji rodcovské povinnosti, jsou ochotni pracovat i za cenu
nizké mzdy (pispevek se vztahuje pouze na pracujici osoby).

Zakon o ozdraveni ekonomiky a reinvesticigtmerican Recovery and Reinvestment
Act) zvySil na obdobi let 2009 a 2010ndaé ulevy z pijma pracujicich rodin pro
pracujici, ktéi maji i nebo vice oprawnych dti.

Hlavnim zangrem dag z @ijmu fyzickych osob je shromazdit prestky pro
fungovani statu. Oevé uUlevy z pijmu pracujicich maji opmy inek: prerozdluiji
prostedky lidem jen z toho ivodu, Ze pracuji. Tento faktihe vyvolavat otazky o

efektivit¢ systému agchto Ulev.

Daiové ulevy za pé o rodinného prislusnika child and dependent care credlit

Danoveé ulevy za p& o rodinného fislusnika jsou zaloZeny na vydajich vynaloZenych
na pé€i o ki ¢i opravrénou osobu. Tato podpora jecana pro rodie ¢i osoby, které

tuto p&i poskytuji, a ma za cil umoznigrhito osobam pracovai hledat zamstnani.
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VySe Ulevy se rovna procentucéastky vynalozené na vydaje zacpéa vedeni

domacnosti.

Daiiové ulevy za péi o dité (child tax credi)

Danove ulevy za p& o dit snizuji d&ovou povinnost rodin, jejichZigem je nizsi nez
130.000 dolat. PIna vySe ulevy je maxima&nl.000 dolak za di€, pricemz hranice,
nad niz je vySe poskytované Ulevy omezovapaage-out je 110.000 doldr
upraveného hrubéharipnu pro manzele podavajici spoh€ daové g@iznani, 75.000
dolarm pro daové poplatniky — jednotlivce, hlavy rodiny a vdowiesrdovy, a 55.000

dolarm pro manzele podavajici samostatnacda [Fiznani.

Dariové ulevy za vzdlavani (education credity

Osoby, které si plati odborné Skoleni neboéléndini na odborné vysoké Skole, maji
k dispozici dva druhy deovych Ulev za vzélavani:The American Opportunity Crecht
The Lifetime Learning CrediCely systém podpory v&tanosti byl zaveden zakonem o
daiovych UlevachTax Relief Agtz roku 1997.

The American Opportunity Credikteré byly zavedeny ve fiskalnim roce 2009, jsou
vylepSenim dlev vodns pod ndzvenHope Credit DoSlo k roz&eni moznosti ziskani
ulev, picemz tyto pokryvaji ne dva roky v&dvani, jakcinily Hope Credit ale étyti
roky, za opravéné vydaje byly uznanydebni materialy, doSlo i ke zvySeni vySe Ulev.

The American Opportunity Creddou omezeny pouze na studujici osoby.

The Lifetime Learning Cred{Daiové ulevy za celozivotni vthvani) jsou uteny pro
studenty, kt& prochazi naslednym v&kvanim, ale nemohou pro tentéel vyuzit
American Opportunity CreditThe Lifetime Learning Credisou omezeny na jednu
osobu v domacnosti, figemz daovy poplatnik nemize uplatnit oba druhy udlev

v jednom fisk&lnim roce.

ALTERNATIVNI MINIMALNI DA N (ALTERNATIVE MINIMUM TAX )

Alternativni minimalni da (AMT) piedstavuje paralelni davy systém sd&Znym
zdarénim @ijmu, tzv. druhy daovy systém. AMT byla zavedena v roce 1969 zakonem
o daiové reforng (Tax Reform Agta do uzivani se dostala v roce 197@vdeini nazev

AMT byl ,milionaiska da“, dnes znama jako jedna z nejkontrovej&ith druti dani.
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Byla zacilena na 155 domécnosti s vysokyrijnpy, které pozadovaly celoiadu
danovych vyhod, picemz ale platily nizk&i zadné da# z pijmu. Fijmové skupiny
v ramci AMT nebyly pipraveny na inflaci, proto, kdyZ inflace postupéasu rostla, se
AMT pouzila nac¢im dal vySsSi peet daiovych poplatnik a vztahovala se i naistini
ticidu. To byl vyvoj, ktery Kongresipptijimani AMT negedvidal. Daovi poplatnici
musi v sodasné dob vypcitavat své dahjak podle BzZného daového systému, tak i

podle AMT, a maji povinnost uhradit tastku, ktera je vyssi.
DANOVA PASMA (TAX BRACKETS

Ve Spojenych statech, stéjjako ve \tSiné stafi je povinnost poplatnik k dani

Z piijmu stanovena za pomoci itavych pasem. Tento systém ve Spojenych statech
vyuZiva progresivni zda&ni, coZ v praxi znamena, Ze zvySeni dadpovida zvyseni
piijmu daiového poplatnika.

Od roku 2008 existuje Sestiavych pasem pro zdani piijmu fyzickych osob, a to

v rozmezi od 10 % do 35 %.
HAUSERUV ZAKON (HAUSER'S LAW)

Hausetiv zakon iika, Ze pijmy federalniho rozptiu Spojenych stét z dani (jak
z piijmu fyzickych a pravnickych osob, tak i ze socihtmzabezp&eni) se budou vzdy

rovnat 19,5 % HDP, a to bez ohledu na¢mmmeznich pasem.
DAN Z PRIJMU FYZICKYCH OSOB VE STAT E MARYLAND
Zdanéni piijmi fyzickych osob na arovni stai

Dan z prijmu maze byt déaovym poplatnikm uloZena takeé jednotlivymi staty. Néjgi
piijem rozpdta jednotlivych stat (ve statech, kde je tato ida prijmu ulozena) ze
vSech dani fedstavuje da z piijmu fyzickych osob. Krom daré z @ijmu na arovni

statu mize byt uloZena i dalSi da prijmu na mistni Grovni.
Daiovy systém ve sta Maryland

Systém da# z prijmu fyzickych osob ve st&tMaryland zahrnuje osm odénych
pasem s nejvysSi sazbou 6,25 %, ktera se uplagitijinui presahujicich 1 milion doléar
Mezi staty, které svym @bmm ukladaji déa z pijmu fyzickych osob, je Maryland

statem s 20. nejvySSi sazbou.
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Rezidenstvi ve stat Maryland

Darovy poplatnik se povazuje za zakonného rezidend&ug ma v posledni den
daiového obdobi na Uzemi st&¥laryland (trvaly) pobyt, nebo ma ve stdlaryland
bydlist a zdrZuje se zde déle nez Sessiml v roce.

| nerezidenti maji v witych pripadech povinnost podat ve std¥laryland daové
pfiznani, a to tehdy, pokudipem takového de&ového poplatnika pochazi z: hmotného
majetku, & uZz movitého¢i nemovitého, trvale umigiého na Uzemi statu Maryland;
povolanici zameéstnani, obchodui podnikani provozovaného na uzemi statu Maryland;
vyher z hazardnich her pochazejicich z fimach zdrofi statu Maryland, zejména pak

z Marylandskeé statni loterie.
Podminky pro podani daiového pfiznani ve sta€ Maryland

Podani daového iznani je podmiéno tim, Ze je osoba rezidentem statu Maryland, ma
povinnost podat federalni slavé @iznani a jeji hruby fijem ve st&t Maryland se
rovna ¢i presahuje minimalni hranici davého statutu pro povinnost podatideé

piiznani. Zvlastni podminky se pak uplatni waaych poplatnik, kteri, a& nejsou

rezidenti, maji povinnost platit da prijmu fyzickych osob na drovni statu Maryland.
Daiovy statut

Pro daiovy statut (rozéleni a podminky stattf se na drovni statu pouZziji stejna

pravidla jako na federalni Urovni.
Slevy na dani

Poplatnici da#é z prijmu fyzickych osob na udrovni statu Maryland moheel svém
daitovém giznani uplatovat tytéz slevy jako na federalni arovni, nicrgejich vyse

je odlisna. V pipac, Zze daovy poplatnik nema povinnost podavat federalniogéa
piiznani, ale naopak podavand@é g@iznani na arovni statu Maryland, slevy na dani
jsou ve stejné vysi jako na federalni Urovni. V$gchklevy na dani, na které ma narok
daiovy poplatnik na zakladfederalniho d&ového giznani, jsou ufeny v jednotné
vySi 3.200 dolal, a to pro daové poplatniky, jejichz upraveny hrubykijpm
negresahuje 100.000 dofati 150.000 dolak v piipadt spol&éného déaového piznani.
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Daiové ulevy za péi o rodinného prislusnika

V ramci daiového systému statu Maryland existuji dva nastupjatiujici se u pé& o
déti ¢i zavislou osobu: odpty a daové ulevy. Jak jiz bylo uvedeno vyse, odpo
snizuji vysi zdanitelnéhoifjmu a daoveé ulevy snizuji vySi dan kterou ma déovy

poplatnik povinnost zaplatit finanimu Gadu.

Danoveé ulevy, pokud naénexistuje narok na federalni arovni, mohou byiaa/mi

poplatniky vyuzity rovZ na Urovni statu Maryland.

ZAKON O EKONOMICKEM R USTU A REKONSOLIDACI DA NOVYCH
ULEV (ECONOMIC GROWTH AND TAX RELIEF RECONCILIATION  ACT -
EGTRRA)

Zakon o ekonomickémastu a rekonsolidaci davych Ulev byl pijat v ¢ervnu 2001,
ale jeho vzniku pedchéazely izné udalosti, které zénily snmer, jakym se zakon uh
ubirat. Jednou Zthto udalosti byla recese, kter&ala situaci ve Spojenych statech

ovliviiovat v roce 2001.

Recese v roce 2001

Yo%

Recese, kterai@la v roce 2001, se véitych aspektech odliSovala od jinych recesi.
Byla mirna, alespop co se tyka souvisejicich pokiese spoteb: a produkci. VySe
celkovych odpracovanych hodin prudce poklesla, @ieduktivita prace stala na
ponerné vysoké urovni. Krord toho, zatimco fixni investice se rychle snizovaly,
individualni investice a kupni sila zboZi dlouhoédpoteby Zistaly i gres vlivy recese

silné.

Vysledky prezidentskych voleb v roce 2000 na&pwvaly, Ze domacnosti a podnikani
budou v nadchazejicich letecktelit velkym zménam v d#@ovych sazbach.
Republikanska stranagdpokladala, Zefjpravi stalou zrénu daiového zakona,coli
tento obsahoval ustanoveni, podle kterych budoanoseni daového zakona dinna

jenom do konce roku 2010.
Sunset provisions

Zakon o ekonomickémistu a rekonsolidaci davych ulev byl pijat podle pravidel

rekonsolidace, coZz znamenalo, Ze ustanoveni porzblGtionosti nejpozdji na konci
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roku 2010. Do z&tku prosince 2010 nebyliijat Zadny pravni fedpis, ktery by
prodlouzil &innost ustanoveni i po roce 2010. Administrativaezpmtenta Bushe
poZzadovala vy&ti sunset provisionskteré byly sotiasti zakona. Jejim hlavnim
sniZzeni dani.

Zmény uskutetnéné zakonem o ekonomickémiistu a rekonsolidaci daiovych ulev

Hlavni zménou, kterou zakon o ekonomickénistu a rekonsolidaci davych ulev
piinesl, bylo snizeni d@vych pasem, zdvojnasobenindaych Ulev za p& o ckti a

zruSeni tzv. ,manzelské pokuty".

Hlavnim cilem vlady vdchto letech bylo zlepSit Spatny stav ekonomikyp aéste&né

prostednictvim sniZzeni marginalnichtaeavych sazeb, coz &o prinést vice petz do
kapes americkych davych poplatnik. Uzdraveni americké ekonomikyém byt

provedeno zvySenim kupni sily a sjeditelské dvéry daiovych poplatnil. Jak se
ukazalo, sniZzeni dani n@peslo @ekavané vysledky.

Zmény danovych pasem

Nejvice diskutovanou zénou bylo rozdleni daiového pasma ve vysi 15 % na nové
pasmo ve vySi 10 % ckoli patnactiprocentni pasmo neziskalo dalsi shiganby jako
ostatni daova pasma. Jednou z hlavnich otazek, které zakekonomickém istu a
rekonsolidaci daovych ulev vyvolava, je jehocel, konkrétg, pro koho byl tento
z&kon pijat, jeho vyhodnost proazné socialni skupingi skute&nd mira podpory a
urychleni ekonomiky.

SpravedInost snizeni dani

Z&kon byl mivodre prijat jako impuls, a to marginalnim snizenimidee sazby pro
danové poplatniky s nizkymiifjmy tak, aby u nich doSlo ke sniZzeni danpijmu,
zvySeni Ulev za @@ o déti, snizeni manzelské pokuty a zvySerispivki na
dobra@inné &ely. Prvot@ proklamovana nejvySSi mira sniZzeni dani praodé
poplatniky s nizkym iflimem byla pevazena pezi — nejwtsi ¢astka v dolarech ze
sniZeni dani sk@ila u majetnych d@ovych poplatnik.
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Jina otazka tykajici se spravedinosti snizeni @&t ustanoveni o zruSeni omezeni u
Ucelovych odpéta. Pouze d&ovi poplatnici, jejichz fijem pevySoval uvedeny

upraveny hruby fsjem, mohli na tomto zrusSeni v§iat.
Rozdéleni bohatstvi

Struktura daovych pdsem ma zday vliv na rozéleni bohatstvi ve Spojenych statech.
Pro zvySeni dopadwdhto pasem na rodiny s nizSimiijpy by bylo nutné, aby
roz&kleni bohatstvi pradhlo odliSnou cestou, fpmo ke konkrétnim ijmovym

skupinam.

Jednim z pokus kterymi se snazila Bushova administrativa ghizcbohatstvi mezi
skupiny s nizkym fijmem, bylo zasilani Seku cetad daiovych poplatnik, ktei se
dostali na zaklatiretroaktivniho zakona do tlavého pasma 10 %. Hlavnim zé&m@m
bylo posileni ekonomiky s okamzitym¢inkem na osobni vydaje, a to vzhledem

k rychlému vloZeni pefz do ekonomiky.

Vysledkem této jednoradzove akce bylo pouze miniimalySeni vydaj, které se
rovnalo 0,1 % ndistu osobnich spibnich vydaj, atkoli vySe pouzitelného ifjmu
fyzickych osob vzrostla o té&h 2 %. Zneéna spdivajici v desetiprocentnim tlavém
pasmu pedstavovala pro mnoho itavych poplatnik pouze momentalni udlevu, ale
propijcila Busho¥ administrati¢ tva spravedliveho rozdleni bohatstvi. Vysledky
ukazuji, Ze ani nestranné vyhody, ani adani bohatstvi nefungovaly ve présp

prohldSeni a ailvlady.
Vliv na odpracované hodiny

DalSim cilem, kror posileni ekonomiky, bylo zvySeni gin hodin odpracovanych
daiovymi poplatniky. SniZeni danido dva fizné disledky na odpracované hodiny:
zvySeni poétu odpracovanych hodin, ale pouze o 0,5 %, a vateéhocasu, jelikoz

daiovi poplatnici pracovali v kratSigasovém obdobi za stejné mnoZstvigzen
Vliv na rozpocet

Zpocatku byl zakon o ekonomickéntistu a rekonsolidaci davych Ulev v podpie

ekonomiky v recesi vroce 2001 @Spy. Vydaje po uiity cas rostly, lidé vice
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pracovali, &koli z jednoho vydlaného dolaru mohli ziskat vice, a takéaavice

ey

rozpaitu zvysoval.

Prostednictvimsunset provisionbylo stanoveno, Ze Uprava dani vyprSi na konai rok
2010. SniZeni dani zvySovalo kazdym rokem statah,dale alespd v urité mire
posilovalo ekonomiku. Do relati¢ndobrého stavu se ekonomika dostala v roce 2004.
Pokud by byvala praiinlatadnéa piprava zakona o ekonomickeéristu a rekonsolidaci
daiovych ulev, tento stav mohl byfgrlvidan a &innost £chto ustanoveni mohla byt

ukortena dive.

Danovi poplatnici si byli dlouhodobého rozftového vyhledu &#omi a gizpasobili
tomu i sva kratkodoba finani rozhodnuti. Ve chvili, kdy si davi poplatnici
uvédomili, Ze se deficit zvySuje, jednalo se o znamlkestabilni ekonomiky. Narodni
vydaje, zejména pak vydaje na valku s terorismemadaaveni hospodsgke situace, se

zvySily a sedcily o dlouhodok Spatném stavu statu.

Taktika zakona o ekonomickém istu a rekonsolidaci daiovych ulev

o

Pokud uvédzime efektivitu zakona a spravedinostésyst bylo by pro dosazeni téhoz
cile kratSi a efektiw)Si cestou fima podpora rodin s nizkymfipmy (i prostednictvim
nizsich dani), aniz by seémila daiova pasma pro majeij§i daiové poplatniky. Tento
postup by s neptSi prava@podobnosti poskytl ffmé vyhody daovym poplatnikm

s nizSimi pijmy, kteri by se stali vice nezavislymi na sluzbach stéd, lry v disledku
mohlo snizit vladni vydaje alesp® uritou ¢ast. S touto mysSlenkou se |ze¢opratit

k systému zékona o ekonomickéastu a rekonsolidaci davych ulev, jestli se v ramci
jehoz gipravy uvazovalo i o ikledcich pro vSechny typy tlavych poplatnik a

nasleds o zpisobu jeho aplikace.
Budoucnost zdkona o ekonomickémiistu a rekonsolidaci daiovych ulev

ZruSenisunset provisiomy mohlo do celého davého systému vnést nejistotu. Jak jiz
bylo uvedeno, nastajici vySe dluhu a sniZzeni vladnickjmpt od z&atku pisobeni
zadkona o ekonomickémistu a rekonsolidaci davych ulev zfisobilo nejistotu a
zruSenisunset provisiorby ji mohlo pouze zvySit a dokonce vyvolat figah obavy

Z nestabilniho deového systému.
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Obamova administrativa zastava nazor, Ze snizenivda@mci stedni tidy je nezbytné
k postupnému ozdraveni ekonomiky, protoze zabramikgmu poklesu pouzitelného
piijmu spotebiteli. Jini d@&asné prodlouzeni snizeni dani tedhi tidy a umozani
zaniku snizeni dani skupin s vySSintijmpy, jak bylo ugeno v sunset provisions

odmitaji.

Jednou z moznosti by bylo prodlouzit na omezenobudasnizeni vSech dani
provedenych za Bushovy administrativy, coz by ptiskKongresu a Senatdas
potrebny k gekonani probléiin s neudrzitelnou tendenci k vyteai deficiti a dluhi a
k nalezeni konméhoteSeni, které byimeslo do systému jistotu. Hlavnim cilem je

naléztreSeni s dlouhodobym efektem.

Shrnuti zdkona o ekonomickém dstu a rekonsolidaci daovych ulev

Z&kon o ekonomickémistu a rekonsolidaci davych ulev byl impulsem pro
kratkodobé vydaje a snizil flavou povinnost pro vSechny skupiny ndaych
poplatniki. Byl to zpisob, kterym se wgSila situace vroce 2001, a mozna by se
jednalo o dobry zjsob, pokud by se neobjevily jisté udalosti, kteedlly k naruseni
ekonomiky. Podle mého nazoru je rozhodnuti o dwéuoie prodlouzeni dinnosti
zakona o ekonomickémistu a rekonsolidaci davych ulev, které bylo neoficiain
piijato na pe@éatku prosince 2010, tim nejrozuggim, jelikoz by nedoSlo

k diskriminaci Zzadné skupiny davych poplatnik. Nezbyva nez doufat, Zechem
téchto dvou let dojde k wgSeni situace se 2Zmou daového systému, které bude deb
promysleno, bude dlouhodobé a piose z chyb satasného systému.

ZAVER

Hlavnim (telem této diplomové prace bylo poukazat na slozggstéemu dahz piijmu
fyzickych osob ve Spojenych statech americkycln abjasgnim daiového systému a
hlavnich zm¢n ve zdagni piijmu fyzickych osob Ehem poslednich deseti let pod

vlivem zékona o ekonomickéniigtu a rekonsolidaci davych ulev, ktery byl pjat
v roce 2001.

Systém zdani prijmu fyzickych osob tak, jak ho zname dnes, se dd sodasné
podoby vypracoval cestou velmi komplikovaného hist@ho vyvoje, kde kazd&isi

udalostti zmeéna zanechala v jeho strukéuznatelnou stopu.
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Struktura a cely proces vy@o konkrétni vySe danjsou pro kazdého davého
poplatnika velmi komplikované. Cil systému odifica daiovych Ulev je nastaven zcela
odliSnym zgisobem, nez jaky je zamcelého daoveho systému. Zda se, Ze je vy
tak, aby byl kompromisem mezi ziskavanim §zerod daovych poplatnik na
fungovani statu (a prakticky na to, aby nebyly @y ¢im dal vysSi dluhy) a
vracenim pefe zpst lidem tak, aby podpad a pritom nezpomalil ekonomiku, nebo aby
vyvedl zemi z recese. Systém danpijmu fyzickych osob fungujici ve Spojenych
statech a jeho strukturu nelze popsat jako vyvazeméspravnym charakteristickym
pojmem by mohla spiSe byt nerozhodnost. Daedstavuji hlavni bod vSech volebnich
kampani a vzhledem k tomu, Ze se ve vladniitdiagf dw strany, odrazi systém dan

z piijmu fyzickych osob pravtyto zneny.

Systém da# z prijmu na urovni stdit se od toho na federalni arovni zasadelisi.
Zvlastnosti daovych systém jednotlivych statu spidvaji zejména ve vypitu dani a
jejich implementaci. Stat Maryland slouZi z hledidvé zerpisné polohy, velikosti a

podobnosti se sousednimi staty jako doliflglad.

Zmeény systému dani zipmu fyzickych osob na federdlni drovni jsou v obdo
poslednich deseti let vice nez vyznamné. Jejiokntibylo v kratkémtase podpiit
ekonomiku Spojenych stata @iliS neposkodit Urove narodniho dluhu. Bohuzel
dusledky zakona o ekonomickénistu a rekonsolidaci davych ulev nemohou byt
hodnoceny neutrah nejmér dwé vyznané udalosti na ¢ mély vliv. Rozhodnuti,
které by n&lo byt v nejblizSi dob prijato, povazuji za rozumné. Zeénpotrebuje dalsi

¢as, aby se mohla zotavit z recesdgehpdnotit budouci vyvoj d@veho systému.

Systéem da# z prijmu fyzickych osob se postupvyvijel a jeho zminy jej Wwinily pro
jednotlivé daiové poplatniky nefghlednym. Nane&sti, vzhledem k tomu, Ze poslanim
daioveho systému je slouzit nerdavym poplatnikm, ale statu, lze jetiko aiekavat

jeho zjednoduseni.
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13. ABSTRACTS

English abstract

Personal income taxation in the United States of Aarica on Federal and State

Level

The main aim of this thesis is to show the compjesi personal income taxation in the
United States of America, by explaining the systdrtaxation and the main changes of
the personal income taxation for the last ten yeamsler the influence of Economic
Growth and Tax Relief Reconciliation Act, which wzesssed in year 2001.

The system of this work is divided into four maiarts. The role of the first part is to
show the history of the taxation which led to tleelay’s personal income taxation
system, followed by second part with the explamatb system of the personal income
tax of individuals, shown in details with the diatiated statuses of subjects,
deductions, progressive tax brackets and tax cfedithe taxpayers. The third part
shortly describes personal income taxation systemme state of Maryland to show a
different layer of the taxation system with itsasi The fourth part reflects the changes
of the tax system in the last decade, which weoediit by EGTRRA,with its affects on
various groups of taxpayers and the effect on tea@my of the country. These four
parts together should create a picture of the systed its functioning of the personal

income taxation in the United States of America.

Cesky abstrakt

Dan z prijmu fyzickych osob v Spojenych statech americkycha federalni a statni
arovni

Hlavnim (telem této diplomové prace bylo poukazat na sloZggstému dahz pijmu

fyzickych osob ve Spojenych statech americkycly abjasgnim daiového systému a

hlavnich zmén ve zdagni piijmu fyzickych osob &hem poslednich deseti let pod

vlivem zéakona o ekonomickéniigtu a rekonsolidaci davych ulev, ktery byl pjat

v roce 2001.

Diplomové prace je roztena doctyi hlavnicheasti. (kelem prvnicasti je gredstavit
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vyvoj systému zdami prijmu fyzickych osob do té podoby, ve které ho zname
v sowtasné dob. Druh&cast prace charakterizuje systém @amxijmu fyzickych osob

a zabyva se podrobnym popisem odliSneho postaeenbjlivych subjekt, odpatu,
progresivnich d@ovych pasem a davych udlev pro dgove poplatniky. Teti ¢ast se
struiné vénuje systému zda&ni prijmu fyzickych osob ve stétMaryland, a ukazuje tak
dalsi vrstvu d#ového systému s viastnimi pravidlgitvrta ¢ast reflektuje zmny
daiového systému, které se uskumidy v poslednich deseti letech a které&lyn
charakteristické wkledky pro @zné skupiny d&ovych poplatnik a ovlivnily i
ekonomickou situaci zetn VySe uvedené&asti dohromady vytwé obraz o systému

zdareéni piijmu fyzickych osob ve Spojenych statech americkggdho fungovani.
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14. APPENDIX

APPENDIX NO.1 - CHARTS

Chart no.1 — Filing requirements for each filing satus

Filing status Age Minimum gross
income
single under 65 $9.350
65 or older $10.750
married filing jointly under 65 or older (both $18.700
spouses)
65 or older (one spouse) $19.800
65 or older (both spouses $20.900
married filing separately any age $3.650
head of household under 65 $12.000
65 or older $13.400
Qualifying widower with| under 65 $15.050
dependent child 65 or older $16.150
Chart no.2 — Amounts of standard deductions
Filing status
Year | Single | Married Married filing Head of Qualifying
Filing Jointly | separately household widow(er)
2010 | $5.700| $11.400 $5.700 $8.400 $11.400
2009 | $5.700| $11.400 $5.700 $8.350 $11.400
2008 | $5.450| $10.900 $5.450 $8.000 $10.900
2007 | $5.350( $10.700 $5.350 $7.850 $10.700
2006 | $5.150| $10.300 $5.150 $7.550 $10.300
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Chart no. 3 Figures of Alternative Minimum Tax amounts for 2009

Status Single Married JointMarried Separate
Tax Rate: Low 26% 26% 26%
Tax Rate: High 28% 28% 28%
High Rate starts $175.00%175.000 $87.500
Exemption $46.700| $70.950 $35.475
Exemption Phase Out starts|&112.500/ $150.000 $75.000
Zero exemption at $299.3005433.800 $216.000
Capital gain rate 25% 25% 25%
Chart no. 4 - Tax brackets for 2009 tax year
Marginal Single Married Filling Married Filing | Head of Household
Tax Rate Jointly or Separately
Qualified
Widow(er)
10% $0 - $8.350 $0 - $16.700 $0 - $8.350 $0 - $11.950
15% $8.351 - $33.950 | $16.701 - $67.900  $8.351 - $33.95k11.951 - $45.500
25% $33.951 - $82.250 $67.901 - $137.050 $33.951 -58%8. $45.501 - $117.450Q
28% $82.251 - $137.051 - $68.525 - $117.451 -
$171.550 $208.850 $104.425 $190.200
33% $171.551 - $208.851 - $104.426 - $190.201 -
$372.950 $372.950 $186.475 $372.950
35% $372.951+ $372.951+ $186.476+ $372.951+
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Chart no. 5 - Tax brackets for 2010 tax year

Marginal Single Married Filling | Married Filing Head of
Tax Rate Jointly or Separately Household
Qualified
Widow(er)
10% $0 - $8.375 $0 - $16.750 $0 - $8.375 $0 - $11.950
15% $8.376 - $16.751 - $8.376 - $11.951 -
$34.000 $68.000 $34.000 $45.550
25% $34.001 - $68.001 - $34.001 - $45.551 -
$82.400 $137.300 $68.650 $117.650
28% $82.401- $137.301 - $68.651 - $117.651 -
$171.850 $209.250 $104.625 $190.550
33% $171.851 - $209.251 - $104.626 - $190.551 -
$373.650 $373.650 $186.825 $373.650
35% $373.651+ $373.651+ $186.826+ $373.651+
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Chart no. 6 - requirement to file a state personahcome tax return

Filing Status Gross income
Single
Under 65 $9.350
65 or older $10.750
Head of Household
Under 65 $ 12.000
65 or older $13.400
Married Filing Jointly
Both under 65 $18.700
One spouse 65 or older $ 19.800
Both 65 or older $20.900
Married Filing Separately
All (regardless of age) $ 3.650
Qualifying Widow(er)
Under 65 $ 15.050
65 or older $16.150
Dependent Taxpayer
A single person who can be claimed as a $9.350
dependent on the federal return of parent or other

person
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Chart no. 7 - 2010 Maryland income tax rates.

2010 Maryland Income Tax Rates

Taxpayers Filing as Single, Married

Filing Separately, Dependent Taxpayers

Taxpayers Filing Joint Returns, Head of

Household, or Qualifying

112

Widow/Widowers
Taxable Maryland Tax Taxable Maryland Tax
Net Net
Income Income
$0-9% 2% $0-9% 2%
1.000 1.000
$1.000 — | $ 20 plus 3% of the excess | $ 1.000 — | $ 20 plus 3% of the excess
$2.000 over $2.000 over
$ 1.000 $ 1.000
$2.000 — | $50 plus 4% of the excess | $ 2.000 — | $ 50 plus 4% of the excess
$ 3.000 over $ 3.000 over
$ 2.000 $ 2.000
$3.000 — | $90 plus 4.75% of the $3.000 — | $90 plus 4.75% of the
$ 150.000 | excess over $ 3.000 $200.000 | excess over $ 3.000
$ 150.000 | $ 7.072 plus 5% of the $ 200.000 | $9.447,50 plus 5% of the
- excess over $ 150.000 - excess over $ 200.000
$ 300.000 $ 350.000
$ 300.000 | $ 14.572,50 plus 5.25% of | $ 350.000 | $ 16.947,50 plus 5.25% of
- the excess over $ 300.000 | — the excess over $ 350.000
$ 500.000 $ 500.000
$ 500.000 | $ 25.072,50 plus 5.5% of the$ 500.000 | $ 24.822,50 plus 5.5% of th
- excess over $ 500.000 - excess over $ 500.000
$ 1 million $ 1 million
Excess of | $52.572,50 plus 6.25% of | Excess of | $52.322,50 plus 6.25% of
$ 1 million | the excess over $ 1 million | $ 1 million | the excess over $ 1 million
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