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PROPOSED RES. NO. 867-A:
By The Speaker (Council Member Miller) and Council Members Rivera, DeBlasio, Reyna, Baez, Barron, Clarke, Davis, Felder, Fidler, Gennaro, Gerson, Gioia, Jackson, Katz, Koppell, Lopez, Martinez, McMahon, Nelson, Perkins, Quinn, Recchia, Sanders, Seabrook, Sears, Serrano, Stewart, Vann and Yassky

TITLE: 



Resolution calling upon the Federal Internal Revenue Service (IRS) to reverse its decision to promulgate rules requiring the working poor to meet a higher standard of proof of eligibility for the Federal Earned Income Tax Credit than it requires for other tax benefits, and, if the IRS fails to reverse itself, calling upon Congress to act legislatively to stop the proposed action

BACKGROUND


The Federal Earned Income Tax Credit (EITC) was first enacted in 1975 as a federal effort to assist the working poor and provide such persons with an incentive to continue to work, in the form of tax reductions and wage supplements.
  The EITS provides a refundable credit to low income wage earners on their federal income taxes. This means that if a low-income wage earner qualifies for a credit that is larger than the amount of the taxes he or she pays, the wage earner will receive a cash refund from the federal government.  The EITC has been hailed as one of the principal federal anti-poverty programs, and has been emphasized as an important support in the effort to move people from welfare to work.  Furthermore, the EITC has been credited with lifting almost five million people – over half of them children – out of poverty.
  According to the Council Finance Division, approximately 700,000 New York City wage earners claim the EITC, and, according to the City, at least 230,000 residents who are entitled to the credit fail to claim it.


Section 32 of the Federal Internal Revenue Code provides for the EITC.  This credit on federal income taxes is available to certain low-income individuals who have earned income, meet certain gross income thresholds, and fall under certain limits for investment or interest income.
   Under current law, there are full credit percentages and phase out percentages for three categories of taxpayers:  (1) taxpayers without children; (2) taxpayers with one qualifying child; and (3) taxpayers with two or more qualifying children.  Thus, under the IRS tables for 2002, a wage earner (married filing jointly) with two qualifying children who meets all other requirements and who has a modified adjusted income (after adjustments required by the credit) of $14,549 would get the highest credit available, at $4,140.  The credit phases out until those earning  $34,178 would not be entitled to any credit. 

PROPOSED IRS ACTION

On April 25, 2003, the New York Times reported that the IRS was planning to promulgate regulations, requiring those who claim the EITC to provide “the most exhaustive proof of eligibility ever demanded of any class of taxpayers.”
  According to the report, the proposed rules, which have not yet been published, would require taxpayers categorized as “high error” claimants to submit advance proof prior to claiming the EITC.  This proof would have to consist of documentation, such as marriage certificates to prove a taxpayer’s relationship to children, and school and/or medical records to prove where the child lives, in cases where an EITC claimant claims to have qualifying children.  In the absence of these types of government records, the taxpayer would have to produce sworn affidavits from third parties, such as employers or school officials.
     

According to the report, the IRS is justifying the need for the regulations by claiming it is necessary to prevent errors and cheating by persons who do not qualify for the exemption.  However, according to some tax experts, the proposal would sanction a double standard whereby poor workers would be required to provide both advance proof, as well as a higher standard of proof, while corporations, businesses and investors who use both legal and illegal methods of sheltering income, have never been asked to prove the validity of their claims in advance with such a level of proof.
 


According to a New York Times editorial, this proposed heightened vigilance over those claiming the EITC comes at a time when the IRS has decreased its vigilance in other areas, such as policing the use of offshore accounts.
  In fact, according to a University of Syracuse study, 82 percent of the IRS’s audits of 2001 tax returns were of low to middle income individuals, and the rate of audits on corporate taxpayers has dropped from 2.9 percent in 1992 to less than one percent ten years later.
  Thus, it appears that the IRS has increasingly been focusing its enforcement efforts on lower income individuals, a disturbing trend that the proposed regulation would further. 

PROPOSED RESOLUTION NO.  867-A


Proposed Resolution No. 867-A would call upon the IRS to reverse its decision to promulgate rules requiring EITC claimants to meet a higher standard of proof of eligibility for the credit, and if the IRS insists on proceeding with the regulations, would call upon Congress to stop the agency through legislative action.  The proposed resolution would also point out that requiring a higher level of advance proof from poorer taxpayers than is required from wealthier taxpayers would constitute a wasteful allocation of IRS enforcement resources, since the government would be more likely to recover larger amounts from wealthier taxpayers.  In addition, the Resolution would conclude that the likely result of such regulations would be to prevent a portion of the working poor who might be eligible for the EITC from receiving it, and to cause others who are eligible to incur the costs of commercial tax preparers in order to satisfy the requirements.  
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