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S UCINTRODUCTION &7

This regort1 on tax expenditures for fiscal years 1994-1998 is
prepared by the staff of the Joint Committee on Taxation (“Joint
. Committee staff”) for the House Committee on Ways and Means
- and the Senate Committee on Finance. The report is ‘also submit-
ted to the House and Senate Committees on the Budget. ~ =%
As in the case of earlier reports,2 the estimates of tax expendi-
tures in this report-were prepared in cooperation with the staff of
the Office of Tax Analysis in the Treasury Department. The Treas-
ury published its estimates of tax expenditures for fiscal years
1992-1994 in the Bush administration’s budgetary statement of
January 1993.3 The lists of tax expenditures in this Joint Commit-
tee 8 r;tfa}port and the budg’etari; statement overlag) considerably,
and the differences are discussed below in Part I un e heading
“Comparisons with Treasury”. - = = “o0uad e R
- The Joint Committee staff has made its estimates (as shown in
Table 1) based on the provisions in tax law as enacted through De-
cember 31, 1992. Expired or repealed provisions are not listed un-
less they have continuing revenue effects that are associated with
ongoing taxpayer activity. Proposed extensions or modifications of
9x&i1iing provisions are not included until they have been enacted
Part I of this report contains a discussion of the concept of tax
expenditures, and is followed in Part II by a discussion of the

measurement of tax expenditures. Estimates of tax expenditures
for fiscal years 1994-1998 are presented in Table 1 in Part IIL.
Table 2 shows the distribution of tax returns by income class, and
Table 3 presents_distributions of selected individual tax expendi-

tures by income class. K

1This report may be cited as follows: Joint Committee on Taxation, Estimates of Federal Tax

Exfendituma for Fiscal Years 1994-1998 (JCS-6-93), April 22, 1993. i )

Joint Committee on Taxation, Estimates of Federal Tax Expenditures, October 4, 1972, June
1, 1973, July 8, 1975, March 15, 1976, March 16, 1977, March 14, 1978, March 15, 1979, March
6, 1980, March 16, 1981, March 8, 1982, March 7, 1983, November 9, 1984, April 12, 1985,
March 1, 1986, February 27, 1987, March 8, 1988, February 28, 1983, March 9, 1990, March
11s 1991, and April 24, 1992. : ) R TP S 12

Office of Management and Budget, “Tax Expenditures,” Appendix Two, Budget Baselines,
Historical Data, and Alternatives for the Future, January 1993, pp. 543-562.
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L. THE CONCEPT OF TAX EXPENDITURES
Overview . e

- “Tax expenditures” are defined under the Budget Act (see below)
as reductions in individual and corporate income tax liabilities that
result from special tax provisions or regulations that provide tax
benefits to particular taxpayers. These s({)ecial tax provisions can
take the form of exclusions, credits, deductions, preferential tax
rates, or deferrals of tax liability. - «vo .o oo -y o oo

Special income tax provisions are referred to as tax expenditures
because.they are considered to be analogous to direct outlay pro-
grams, and the two can be viewed as alternative means of accom-
plishing similar budget. policy objectives. Tax expenditures are,
most_similar to those direct spending programs which have no
spending limits, and which are available as entitlements to those
who meet the statutory criteria established for the programs.4 -

Estimates of tax expenditures are prepared for use in budget
analysis. They are a measure of the economic benefits that are pro-
vided through the tax laws to various groups of taxg]allyers and sec-
tors of the economy. The estimates may also be useful in determin-
ing the relative merits of achieving specified public goals through
tax benefits versus direct outlays. Ll e e e e e reem g

In this report, the Joint Committee staff follows the definition of
tax expenditures that appears in the Congressional Budget and Im-
poundment Control Act of 1974 (“Budget Act of 1974”): . . . those
revenue losses attributable to provisions of the Federal tax laws
which allow a special exclusion, exemption or deduction from gross
income or which provide a special credit, a preferential rate of ‘tax
or_a deferral of tax liability.”® The legislative history of the Act in-
dicates that tax expenditures are to be defined with reference to a
normal income tax structure.

The Joint Committee staff has used its judgment in distinguish-
ing between those income tax provisions (and regulations) that can
be viewed as a part of normal tax law, and those special provisions
that result in tax expenditures. In general, a special provision is
classified as a tax expenditure because the provision represents a
departure from the taxation of economic income that is made for
reasons other than administrative feasibility.

A provision traditionally has been listed as a tax expenditure b
the Foint Committee staff if there is a reasonable basis for suc
classification and the provision results in more than a de minimis
revenue loss—which in this context means a total revenue loss of
at least $50 million over the five fiscal years 1994-1998. The Joint

e

4There are a few tax expenditures that have spending liniits. One examgae is the tax credit

for low—income rental housing. This éredit is available only to those who have received credit

allocations from State housing authorities: There are statutory limits on the total amounts of

credit allocations that can be issued in any given year. : EREE :
5Congressional Budget and Impoundment Control Act of 1974 (P.L. 93-344), sec. 3(aX3).
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Committee staff emphasizes, however, that in thc;Frocess of listin
tax expenditures, no judFment is made, nor any inference intended,
about the desirability of any special tax provision as a matter of
public policy. : S
If a tax expenditure were eliminated, Congress might choose to
continue financial assistance through other means rather than ter-
minate all Federal assistance for the activity. For example, the Tax
Reform Act of 1986 repealed the itemized deduction for certain
adoption expenses and in its_place authorized a direct spending
program for such exgenses. If a replacement spending program
were enacted, the higher revenues received as a result of the elimi-
nation of a tax expenditure might not re(f‘resent a net budget fain.
A replacement program could involve direct expenditures, direct
loans or loan guarantees, a different form of a tax expenditure, or

a general reduction in tax rates. Joint Committee staff estimates

of tax expenditures do not anticipate such policy responses.

The Budget Act of 1974 uses the term tax expenditure to refer
to the special tax provisions that are contained in the individual
and corporate income tax structure. Other Federal taxes such as
excise taxes, employment taxes, and estate and gift taxes also have
exceptions, exclusions, and credits, but those special tax provisions
are not included in this report because they are not part of the in-
come tax. Thus, for example, the income tax credit for selling etha-
nol-blended motor fuel is included, but the equivalent exemption
from the motor fuels excise tax is not treated here as a tax expend-
iture. o ' ' S e

Individual Income Tax

Under the Joint Committee staff methodologf'y, the normal struc-
ture of the individual income tax includes the following major com-
ponents: one personal exemption for each taxpayer and one for
each dependent, the standard deduction, the existing tax rate
schedule, and deductions for investment and employee business ex-
penses. Most other tax provisions can be viewed as exceptions to
normal law.8

Personal exemptions and the standard deduction are treated as
part of normal tax law because one may view these amounts as a]i-
proximating the level of income below which it would be difficult
for an individual or a family to obtain minimal amounts of food,
clothing, and shelter. Those itemized deductions that are not nec-
essary for the generation of income are classified as tax expendi-
tures, but only to the extent that they exceed the standard deduc-
tion level.

General economic principles of income measurement would treat
capital gains as income upon accrual, and hence their deferral
under the realization doctrine as a tax expenditure. Because of the
difficulties involved in making this calculation, however, the cur-
rent Joint Committee staff methodology accepts the full taxation of
capital gains upon realization as part of the normal tax structure.

nterest provisions that are treated as tax expenditures include
the deduction for mortgage interest on a principal or second resi-

. BSome of the exceptions to normal law are tax disincentives which result in higher tax liabil-
ities (e.g., the phase-out of the personal exemption for taxpayers above certain income levels).
Tax disincentives are not shown in this report. i i
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dence and the permanent exemption from the imputed interest
rules for certain purchases of a residence, small business or farm.
Interest deductions that are treated as part of normal tax law in-
clude interest paid or accrued on indebtedness incurred in connec-
tion with a trade or business and investment interest to the extent
of investment income. T IR IT T
- The maximum 28-percent tax rate on capital gains of individuals
has been treated as a tax expenditure since 1991. This maximum
28-percent rate was enacted in the Tax Reform Act of 1986, but it
had no effect from 1988 through 1990 because in those years all
taxable income of individuals was subject to the same 28-percent
maximum statutory rate. In 1991, the maximum statutory rate on
individual income was increased from 28 percent to 31 percent, and
the exception for capital gains became effective. Other capital gains
tax expenditure provisions include: the exclusion of capital gains
from income at death; the deferral of capital gains on personal resi-
dence sales rollovers; and the exclusion of capital gains up to
$125,000 on sales of personal residences for individuals age 55 or
over.

There are many types of State and local government bonds and
private purpose bonds that qualify for tax-exempt status for Fed-
eral income tax purposes. Table 1 contains a separate tax expendi-
ture listing for each type of bond. The authority to issue tax-ex-
empt mortgage bonds and small-issue manufacturing bonds expired
after June 30, 1992, but Code section 103 continues to provide a
tax exclusion for interest received on outstanding bonds in these
categories, s0 these two items have been retained in Table 1.

There are three other individual tax expenditures that expired
after June 30, 1992: (1) the exclusion for employer-provided edu-
cational assistance benefits; (2) the exclusion for group legal serv-
ices benefits; and (38) the above-the-line deduction for 25 percent of
the health insurance costs of self-employed individuals. These
items are not listed in Table 1. If these provisions are reinstated,
they will be included in future Joint Committee staff lists of tax
expenditures. .

The Energy Policy Act of 1992 placed limits on the tax exclusion
for employer-provided parking and broadened the tax exclusion for
employer-provided transit passes. These two tax exclusions have
been combined in Table 1 under the heading “exclusion of em-
ployer-provided transportation benefits.”

The National Income and Product Accounts ? include estimates of
the imputed income that individuals receive from the services pro-
vided by owner-occupied homes and durable goods. The individual
income tax provides a complete exception for this imputed income,
but the Joint Committee staff does not view this exception as a tax
expenditure. The measurement of imputed income for tax purposes
presents severe administrative problems, and its exclusion from
taxable income may be regarded as an administrative necessity. If
all imputed income were included in adjusted gross income, it
would be proper to include all interest deductions as part of the

7The accounts appear in U.S. Department of Commerce, Bureau of Economic Analysis, Survey
of Current Business, published monthly.
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normal tax structure, since interest deductions would be allowable
as a cost of producing imputed income. B

Business Income Taxation

The income of sole proprietorships, S corporations, and most
partnerships is taxed at the individual level. The income of cor-
porations (other than S corporations) is generally subject to a sepa-
rate tax, but exceptions are provided for certain pass-through enti-
ties. For example, cooperatives are entitled to tax deductions for
patronage dividends, and complete tax exemptions are provided to
the various non-profit, cooperative, and charitable corporations that
satisfy the requirements of Code section 501. The special tax rules
for these pass-through entities are not viewed as tax expenditures
because the tax benefits are available to any entity that chooses to
organize itself and operate in the required manner. o

The corporate income tax includes a graduated tax rate schedule.
The lower tax rates in the schedule are classified as a tax expendi-
‘ture (as opposed to normal tax law) because they are intended to
provide tax benefits to small business and are unrelated to con-
cerns about ability of individuals to pay taxes. . e

The most difficult issues in defining tax expenditures for busi-
ness income of individuals and corporations relate to capital costs,
which are costs not properly allocable to income earned in a single
year. It is assumed, for example, that the normal tax _structure
would permit straight-line cost recovery deductions for structures
and equipment over their estimated useful economic lives. . -

The measurement of income from capital under the norm

come tax structure does not take into account the effects of infla-
tion on items such as depreciation, capital gains, and interest pay-
ments. As a result, some tax expenditure estimates will generally
be larger than would be the case if the normal tax structure pro-
vided for inflation adjustments in these items. =~ o

Y

"The tax credit for low-income housing expired after ‘June 30,

1992. This credit is prorated over 10 years, beginning in the year
in which the housing is placed in service, so 1992 investors ‘will
continue to claim tax credits through calendar year 2001. This ite
has been retained in Table 1. The estimate is based on credits re-
sulting from investments in 1992 and earlier years.

Three other business tax expenditures expired after June 30,

o it N e BN g

1992: (1) the research and experimentation tax credit; (2) the tar-
geted jobs tax credit; and (3) the orphan drug tax credit. Another
tax expenditure, the foreign tax credit allocation rules for research
-and_development expenditures, expired generally on August 1,
1992. These expired provisions are not listed in Table 1. If the pro- ~
visions are reinstated, they will be included in future Joint Com-
mittee staff lists of tax expenditures. e
The Energy Policy Act of 1992 extended permanently the tax
credit for solar and geothermal investments and created three addi-
tional tax expenditures: (1) an income exclusion for ‘energy “con-
gervation subsidies provided by public utilities; (2) tax credits for
electricity production from wind and certain biomass facilities; and
(3) tax deductions and tax credits for clean-fuel vehicles and refuel-
ing property. These items are all listed in Table 1. T
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The alternative minimum tax (AMT) and the passive activity loss
rules have the effect of reducing the magnitude of the tax expendi-
tures to which they apply. For example, the AMT reduces the value
of business tax credits (for these taxpayers subject to the AMT) by
not allowing the tax credits to be claimed in calculation of AMT li-
ability. Similarly, the passive loss rules defer otherwise allowable
deductions and credits from passive activities until a time when
the taxpayer has passive income or disposes of the passive activity.
Exceptions to the AMT and the passive loss rules are not viewed
as tax expenditures by the Joint Committee staff because the ef-
fects of the exceptions are already incorporated in the estimates of
related tax expenditures. ‘ :

The foreign tax credit is not classified in this report as a tax ex-
penditure because it is intended to prevent double taxation of in-
come earned abroad by U.S. taxpayers. = . '

Comparisons with Treasury Department

The Joint Committee staff and Treasury Department (“the Treas-
ury”) lists of tax expenditures differ for two reasons. First, the
Treasury takes a different view of those provisions that can be con-
sidered a part of normal tax law under both the individual and
business income taxes. In general, the Joint Committee staff meth-
odology involves a narrower concept of normal tax law. The cash
method of accounting provides an example. The Treasury views the
cash accounting option as a part of normal tax law, but the Joint
Committee staff methodology treats it as a departure from normal
law that constitutes a tax expenditure. =~ ‘

Second, the Joint Committee staff and Treasury estimates of tax
expenditures are prepared for different sets of years. The Treas-
ury’s estimates cover the usual three-year period of a budget sub-
mission—the last fiscal year, the current fiscal year, and the forth-
coming fiscal year to which the budget proposals apply, i.e., fiscal
years 1992-1994. The Joint Committee staff estimates cover the
forthcoming fiscal yedr and the succeeding four fiscal years, i.e., fis-
cal years 1994-1998. PR

For the past four years, the President’s Budget has contained a
section that reviews and tabulates the estate and gift tax provi-
sions that Treasury views as tax expenditures: The Joint Commit-
tee staff views estate and gift tax provisions as being outside of the
normal income tax structure and thus omits them from its list. of
tax expenditures, ST Ueo e o o

In some cases, two or ‘more of the tax expenditure items in the
- Treasury list have been combined into a single item in the Joint
Committee staff list, and vice versa. The Table 1 descriptions of
some tax expenditures may also vary from the descriptions used by
the Treasury. Tax expenditure items in the Joint Committee staff
list which are not viewed as tax expenditures by the Treasury are

shown below. .~

International affairs = " s
—Exclusion of certain allowances |
abroad R



_Energy

—Expensing of tertiary injectants

—Credit for enhanced oil recovery costs

tl-l-;tlfxcluslon of energy oonservatlon subsldles provrded by public
u es ' :

Agriculture
—Exclusion of cost-shanng payments
-—Cash accounting for agriculture

Insurance companies R s :
—-Deductlon of unpaid property loss reserves of property and cas-

ualty companies e e o ; .
—Specral treatment of life i msurance oompany reserves =~ ' S

—Exclusion of mvestment income from - structured settlement
amounts . , o ,

Buslness and commerce

—Expensmg of up to $10 000 ‘of depreclable busmess property
—Expensing of magazine circulation expenditures .
—Special rules for magazine, paperback book and record returns \
—Completed contract rules o R [
—Cash accounting, other than agriculture '
—Exception from net operating loss hmltatlons for corporatxons
in bankruptcy o
‘ -—Deferral of gain on hke-kmd exchanges

Employment

~ —Exclusion of miscellaneous fringe benefits
—Exclusion of employee awards.

Health

—Exclusion of medrcal care and CHAMPUS health i 1nsuranoe for
mlhtary dependents ;
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II. MEASUREMENT OF TAX EXPENDITURE
Tax Expenditure Estimates Generally e

A tax expenditure is measured by the differénce betweeén tax li-
ability under current law and the tax liability that would result
from a recomputation of tax without benefit of the tax expenditure
provision. Taxpayer behavior is assumed to remain unchanged for
tax expenditure estimate purposes 8 v et e T e

The tax expenditure estimates in this report are based on Con-
gressional Budget Office and Joint Tax Committee staff projections
of the gross income, deductions, and expenditures of individuals
and ooxxorations for calendar years 1993-1998. These projections
are used to compute tax liabilities for the present-law baseline and
tax liabilities for the alternative baseline which assumes that the

v £

tax expenditure provision does not exist. e

Internal Revenue Service (IRS) statistics from recent tax returns
are used to develop projections of the tax credits, deductions, and
exclusions that will be claimed under the présent-law baseline.
These IRS statistics show the actual usage of the various tax ex-
penditure J)rovision"s. In the case of some tax expenditures, such as
the earned income tax credit, there is evidence that taxpayers are
not claiming all of the benefits to which they are entitled. In’con-
trast, there may be some tax expenditures for which total claims
are greater than entitlements. ”?he tax expenditure estimates in
this report are based on projections of actual claims under the var-
ious tax provisions, not entitlements. - i

Some tax expenditure estimates are based partly on statistics for
income, deductions, and exgenses for prior years. Accelerated de-
preciation is an example. Estimates for this tax expenditure are

ased on the difference between tax depreciation deductions under
current law and the deductions that would have been claimed in
this year if investments in this and all prior years had been depre-
ciated using the alternative (“normal law”) depreciation schedule.

Each tax expenditure is estimated separately, under the assump-
tion that all other tax expenditures remain in the tax code. If two
or more tax expenditures were estimated simultaneously, the total
change in tax liability could be smaller or larger than the sum of
the amounts shown for each item separately, as a result of inter-
actions among the tax expenditure provisions.

Year-to-year differences in the estimates for each tax expenditure
reflect changes in tax law, including phaseouts of tax expenditure
provisions and changes that alter the definition of the normal tax
structure, such as the tax rate schedule, the personal exemption

8 An alternative way to measure tax e?enditures is to express their values in terms of outlay
equivalents. An outlay e%x’x:valent is the dollar size of a direct spending program that would pro-
vide taxpayers with net benefits that would equal what thtely now receive from a tax -
ture. The Treasury Department presents estimates of outlay equivalents in the President’s

Bu

8
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amount, and the standard deduction. Some of the estimates for this
tax expenditure budget may differ from estimates made in revious
years use of changes in law and economic conditions, the avail-
ability of better data, and improved estimating techniques.

Tax Expenditures versus Revenue Estimates

A tax expenditure estimate is not the same as a revenue esti-

mate for repeal of the tax expenditure provision for two reasons.
First, tax expenditure estimates do not incorporate any chanties in
taxpayer behavior, whereas revenue mates _incorporate the ef-
fects of the behavioral changes that are anticipated to occur in re-
sponse to the repeal of a tax provision, Second, tax expenditure es-
timates are concerned with changes in the tax liabilities of tax-
payers. Since the tax expenditure focus is on tax liabilities as op-
posed to Federal government tax receipts, there is no concern for
the timing of tax payments. Revenue estimates are concerned with
changes in Federal tax receipts which are affected by the timing of
tax payments. T H e S B T
If a tax expenditure provision were repealed, it is likely that the
repeal would be made effective at the beginning of a calendar year.

In this case, the revenue estimate for repeal would show a smaller

revenue gain in the first fiscal year than in subsequent years, be-
cause the repeal would be occurring after the start of the govern-
ment’s fiscal year. The revenue estimate might also reflect some

i3

delay in the timing of the revenue gains ‘as a result of the taxpayer

tendency to postpone or forego changes in tax withholding and esti-

mated tax payments.

Moot e



- IIL. TAX EXPENDITURE ESTIMATES -
Tax expenditures are grou%gdm ‘Table 1 in the same funétional

ederal budget. Estimates are shown

categories as outlays in the \ ]
separately for individuals and corporations. Those tax.,e_x%enditwes
that do not fit clearly info any single budget category have been
placed in the most appropriate category. == w Tl e g s

. Several of the tax expenditure items involve small amounts of
revenue, and those estimates are indicated in Table 1 by footnote
1. For each of these items, the footnote means that the tax expendi-
ture is less than $50 million in the fiscal year. T
. Table 2 presents tax return information for each of nine income
classes? on the number of all returns filed, the number of all re-
turns and taxable returns with itemized deductions, and the
amountoftax liability. - TR PP F TN I S S )

Table 3 provides estimates by income class for some of the tax
expenditures which affect individual taxpayers. Not all tax expend-
itures which affect individuals are shown in this table because of
the difficulty in making reliable estimates of the income distribu-
fion of items which do not appear on tax returns under present
aw. § z ) i R I . LR S
"Tables 1, 2, and 3 are based on the tax laws as they existed on
December 31, 1992.

®The Joint Committee staff has changed the definition of income that it uses to place tax re-
turns in the various income classes. (See footnote 2 to Table 2.) .

10)



Table 1.—Tax Expenditure Estimates By Budget Function, Flscal Years 1994-1998

[Billions of dollars]
Corporations Individuals
Function oL - 13:4?!983
1994 1995 1996 1997 1998 | 1994 1995 1996 1997 1998
National defense
Exclusion of benefits and allowances to
Armed Forces personnel 2.0 2.1 2.1 2.2 2.2 10.7
Exclusion of military disability benefits ........ 0.1 0.1 0.1 0.1 0.1 0.6
International affairs :
Exclusion of income earned abroad by U.S.
citizens 14 1.5 1.6 1.7 17§ 7.9
Exclusion of certain allowances for Federal : )
employees abroad 0.2 0.2 0.2 0.2 024 1.0
Exclusion of income of foreign sales corpora-
tions (FSCs) 15 1.5 1.6 1.6 1.7 7.9
Deferral of income of controlled foreign cor- :
POTALIONS ececurrececiririsrrisresesresrasssnrseassnesessusas 11 11 1.2 1.2 1.2 58
Inventory property sales source rule excep-
tion ....... 3.9 4.0 4.1 42 4.3 20.5
Interest allocation rules exception for certain . :
nonfinancial institutions .........cciinnieins 0.2 0.2 0.2 0.2 0.2 : 1.0
General science, space, and technology : ;
Expensing of research and development ex- ‘ . [
penditures ‘ 2.0 2.1 2.3 24 2.6 Q) ") Q) ® ORE 114
Energy ‘ i
Expensmg of exploration and development:
costs:.
Qil and gas 05 0.5 0.5 0.5 0.5 ™ ¢) " Q) M 25
Other fuels o ™ M O] . O] ™ ® (O] M) 0.2
Excess of percentage over cost depletion: ~‘ H
Oil and gas 0.3 0.3 0.3 0.3 03 03 0.3 0.3 0.3 031 20
Other fuels 0.2 0.2 0.2 0.2 02 M 0] " 0.1 0.1} 13
Credit for enhanced oil recovery costs ............ 0 » = O M), ) O] ") ") M} 0.3
Alternative fuel ptoductxon credit ........ S 0.7 -0.9 09 09 03 03 0.3 0.3 03}). 5.7
Alcohol fuel credits 2 ¢ IR0 M : 0.2

Footnotes at end of table.

11



Table 1.—Tax Expenditure Estimates By Budget Function, Fiscal Years 1994-1998—Continued

[Billions of dollars]
Corporations Individuals
Function 13‘:4?198
1994 1995 1996 1997 1998 | 1994 1995 1996 1997 1998 .
Exclusion of interest on State and local .
overment industrial development bonds
or energy production facilities .................... 01 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2 12
Expensing of tertiary injectants ..................... Q) @) O] ") ") O] O] W O] Q) 0.1
Exclusion of energy conservation subsidies
provided by public utilities ............cocoovecee | cvveers o 0.1 0.2 0.3 O] O Q] Q] ™) 0.7
Credits for investments in solar and geo- ‘
thermal energy facilities ...............cu............. Q) 0.1 0.1 0.1 0.1 Q) ) Q) ™) @) 0.3
Credits for electricity production from wind o
and biomass .........cceceeerecveeenirreee oo, M @) O] ™ 0.1 *) @ *) M) @ 0.2
Deductions and credits for clean-fuel vehicles
and refueling property .........ooocervvvuenno. O] Q) ® ) O] 6] 6] * O] ™ 0.3
Natural resources and environment ) . . B
Expensing of exploration and development ,
costs, nonfuel minerals .................... Q) *) o) *) *) ™) & @) Q) ) 0.3
Excess of percentage over co
nonfuel minerals ............ccoevurnnn.n. 0.2 0.2 02 0.2 0.2 ™ *) 0.1 0.1 0.1 1.3
Investment credit and 7-year amort
for reforestation expenditures ............... o Q) ) @) M O] Q) M O] o O] 0.2
Expensing of multiperiod timber-growin, s . .
COBES 1ererieiiiitiniiceernrentereie e nreressenonasennnsnans 0.4 04 04 0.5 0.5 Q) @) O] (1) 0.1 .24
Exclusion of interest on State and local gov- ‘ )
ernment sewage, water, and hazardous . :
waste facilities bonds . 0.3 0.3 04 0.4 04 09 09 1.0 1.0 11 X
Investment tax credit for rehabilitation of o a1
historic structures 0.1 0.1 0.1 0.1 0.1 ™ @ @) @ & 06
§;:lei<':;ial rules for mining reclamation reserves O] &) ©) ) *) Q)] O TN &) OF 0.2
Agriculture : ;
Expensing of soil and water conservation ex- ) ! .
penditures . O] O] O] @) ® ™ O ™ M O] 0.2
Expensing of fertilizer and soil conditioner . . S . oo
costs O] O] ® o ™ (O] O M @ O] 0.3

44



Expensing of the costs of raising dairy and : .
reeding cattle M Q) ® Q) My 01 01 01 01 01
Exclusion of cost-sharing payments ............... ) @) @ @ O] O] O] O] ™ ™
Exclusion of cancellation of indebtedness in- .
come of farmers 0.2 0.1 0.1 0.1 0.1
.Cash accounting for agriculture ..................... 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 02

Commerce and housing : .
Financial institutions:

Bad-debt reserves of financial institu-
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Insurance companies: ; ., ' Lk .
Exclusion of investment income on life : . ‘ o
insurance and annuity contracts ......... 0.7 0.8 0.9 1.0 1.1 7.4 8.2 9.0 ;9.9 109 49.7
Exclusion of investment income from . .
structured settlernent amounts ............ O] ™ ) O] O] : . 0.1
Small life insurance company taxable in- : :
come adjustment ..................... 0.1 0.1 0.1 0.1 0.1 ‘ ; 0.6
Special treatment of life insurance com-
pany reserves 21 23 25 2.7 3.0 : 12.7
Deduction of unpaid property loss re- ; B
serve for property and casualty insur- | .
ance COMPANIES .....ecieereveeererversernesseennnn. 1.5 1.6 1.8 19 2.1 8.9
Special alternative tax on small property :
and casualty insurance companies ...... O] Q) O] ) OF - 01
Tax exemption for certain insurance
companies @ o Q) O @ N 0.1
Special deduction for Blue Cross and )
Blue Shield companies .......................... 0.1 0.3 0.3 0.1 0.1 08
Housing: ;
" Deductibility of mortgage interest on . v i
owner-occupied residences .................... 1.455 4717 503 537 572 253.9
Deductibility of property tax on owner- i ) i o i :
occupied homes . " 137 1447 154 163 76.8
Deferral of capital gains on sales of prin- . o : : S L
cipal residences . - 143 148 153 159 164 76.7
Exclusion of capital gains on sales of :
principal residences for persons age 55 . . . : o P s
and over ($125,000 exclusion) ..., : : ‘ g 1 4.7 49" 51 53 551+ 255
Footnotes at end of table.
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Table 1.—Tax Expenditure Estimates By Budget Function, Fiscal Years 1994-1998—Continued

[Billions of dollars]
Corporations Individuals
Function 13338
1994 1995 1996 1997 1998 | 1994 1995 1996 1997 1898

Exclusion of interest on State and local

%ovemments bonds for owner-occupied

ousing rervesnesnnenssasess 1.2

Exclusion of interest on State and local

government bonds for rental housing .. 0.3 03 0.8
Depreciation of rental housing in excess

of alternative depreciation system ....... 1.0 1.0 1.1 1.1 1.1 0.5 0.5 0.6 0.6 0.6 8.1
Low-income housing tax credit ................ 0.6 0.6 0.6 0.6 0.6 0.9 0.9 1.0 1.0 1,0 7.8

Other business and commerce:

Maximum 28% tax rate on long-term

capital gains 3.8 3.9 42 44 4.7 21.0
Depreciation of buildings other than

rental housing in excess of alternative

depreciation system ..........ceceeveimeeisivenes 5.1 5.1 5.2 5.2 5.2 1.9 1.9 2.0 2.0 20 35.6
Depreciation of equipment in excess of

alternative depreciation system ........... 15.2 15.7 162 16.7 173 4.3 4.5 4.7 4.9 5.1 104.6:
Expensing of up to $10,000 of depre- :

ciable business property .......cceceeeeen. 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 1.0
Exclusion of capital gains at death 124 135 14.5 158 170 73.2
Carryover basis of capital gains on gifts . 1.5 1.6 1.6 1.7 1.8 8.2
Amortization of business startup costs ... *) O] O] @) &) 0.2 0.2 02 0.2 0.2 1.0
Reduced rates on first $75,000 of cor- :

porate taxable inCOME ......ccccvveerernererans 3.2 3.3 3.5 3.7 3.9 17.6
Permanent exemption from imputed in-

terest rules *) O] *) O] * 02 0.2 0.2 0.2 0.2 1.2
Expensing of magazine circulation ex- .

penditures ....... ™ ™ M ® 02 ™ ® ® O] . 0.1
Special rules for magazine, paperback

book, and record returns ............ooeeo. ] O] m ) ) ® @) ) O] o 0.1
Deferral of gain on non-dealer install-

ment sales 04 04 04 0.5 0.5 0.2 0.2 0.2 0.2 03 34
Completed contract rules ........ erereesvnraniens 0.2 0.2 0.2 0.2 0.2 O] O ® ® Q) 11

4!



Cash' accounting, other than agriculture
Exclusion of interest on State and local
" government small-issue industrial de-
velopment bonds
Deferral of gain on like-kind exchanges .
Exception from net operating loss limita-
: “tions for corporations in baukruptcy
proceedings
Deferral of gains from sales’ of broad-
‘casting facilities to mmonty-owned
‘businesses ;
Transportation !
Deferral of tax on capital construction funds
of shipping companies ...
Exclusion -of employer-provided transpor-
tation benefits

®

0.4

03

04

0.1

0.1

™

0.3
04

04

0.1

0.1

1Y)

03

04

04
0.1

0.1

®

0.2

04

04

01

01

@

0.1
0.4

04
0.1

ox

Community and regional development
Investment credit for rehabilitation of struc-
tures, other than historic structures ........... ;
Exclusion of interest on State and local gov-
ernment bonds for private airports, docks,
and mass-commuting facilities .................... :
Education, training, employment, and socinl
services : i
Education and training: o :
Exclusion ‘of scholarship’ and fellowshlp
income’

™

- 02

o)

0.3

ON

03

O]

0.3

®

0.4

‘Parental personal “exemption for stu-j'
dents age 19 to 23

'Excluslon of interest on State and local

' government student loan bonds ........... | -

Exclusion of interest on State and local
government bonds for private non-
profit educational facilities ...................

Deductibility of charitable contnbutxons
for educational institutions ..................

.Exclusion of interest on educational sav-,|

ings bonds

0.1

0.4

S0
02"
.04

0.1

03
0.4

S 01
- 03
40,5

0.4
05

Footnotes at end of table.
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Table 1.—Tax Expendlture Estimates By Budget Function, Fiscal Years 1994-1998—Continued

[Billions of dollars]
Corporations Individuals : b '
Function 1954-08
1994 1995 1996 1997 1998 | 1984 1995 1996 1997 1998
Employment: .
Exclusion of employee meals and lodging v
(other than military) : 0.6 0.6 0.6 0.7 0.7 3.2
Special tax provisions for employee stock
ownership plans (ESOPS) .......ceerevennes 0.8 10 11 1.2 1.2 Q) ™ ) @ Q) 53
Exclusion of benefits provided under caf-
eteria plans 5.4 6.7 85 106 126 43.9
Exclusion of rental allowances for min-
isters’ homes 0.2 0.2 0.3 0.3 0.3 13
Exclusion of miscellaneous fringe bene-
fits 46 4.9 5.2 5.5 58 25.9
Exclusion of employee awards 0.1 0.1 0.1 0.1 01} 0.6
Exclusion of income earned by benefit
organizations:
Supplemental unemployment bene-
its trusts Q] ™ M » o 0.1
Voluntary employees’ beneficiary as- .
sociations 0.5 0.5 0.5 0.6 0.6 2.7
Social services:
Deductibility of charitable oonmbutlons, :
other than for education and health 04 04 04 0.4 04 129 132 144 155 164 74.4
Credit for child and dependent care ex-
penses 2.8 2.8 2.8 29 3.0 14.3°
Exclusion for employer-provided child . .
care 0.6 0.6 0.6 0.7 0.7 3.2
Exclusion for certain foster care pay-
ments : ™ ® M O] ) 0.1
Expens a.f of costs for removing- archi- v
barriers 01 01 0.1 0.1 0.1 o ®» M O] ™ 0.5
Credlt for disabled access expenditures .. 0.1 0.1 01 0.1 0.1 0.5
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Health Yo
. Excluslon of employer contnbutlons for med-
ical insurance premiums and medical care

. Exclusion of medical care and CHAMPUS |.

th insurance for military dependents ..

‘ Supplemental health insurance credit oomgo« &

nent of earned income tax credit (EITC)3

. :'f;‘ Deductibili t{ of medical expenses
i ;Exclusion of

_.pital facilities
.. Deductibility of charitable contnbutlons to
health organizations
;Medicare
Exclusion of untaxed medical beneﬁts
Hospital insurance ..

interest on State and local gov- |. -
ernment bonds for private nonprofit hos-.

0.5

03

0.5
03"

0.6
0.3

-Supplementary medlcal msurance

Income securi !
- Exclusion of workers’ oompensatlon beneﬁts
Exclusion of speclal beneﬁts for disabled coal
. miners:

Exclusion of cash pubhc assistance benefits ..

Net exclusxon of pensxon contributions and

earmn s: .
:+Emplo; oyer plans

N W O

Ll -

Indivi nal retirement plans

Keogh plans

‘Exclusion of other employee beneﬁts
: Premiums on group term life insurance .

Premiums on_accident and dxsablhty m-.‘ -

" surance

© d wok
bt O =R

Cay 5:Excluslon of employer-provnded death bene- |

~

; »Addltlonal standard deduction for the bhnd' L

and the elderly-

Tax credit for the elderly and disabled

- Deductibility of casualty and theft losses ... | -

Earned income tax it (EITC)+

Supplemental young child credit component Ko

of EITC

HOOM

k Footnotes at end of table.
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Table 1.—~Tax Expenditure Estimates B,

y Budget Function, Fiscal Years 1994-1998—C
{Billions of dollars}

ontinued

Function

Corporations

Individuals

1994

1885 1996

1997

1998

1994

1995

1996

1997

1998

Total
1994-98

Social security and railroad retirement

Exclusion of untaxed social security and rail- |

road retirement benefits

Veterans’ benefits and services
Extci:lusion of veterans' disability compensa-
on

Exclusion of veterans’ pensions

Exclusion of GI bill benefits

Exclusion of interest on State and local gov-
ernment bonds for veterans’ housing ..........
General purpose assistance :
Exclusion of interest on melic purpose Sta
and local government debt .............ceeetivienes
Deduction of nonbusiness State and local
government income and personal property

™

3.5

® O]

4.0 45

®

48

(O]

5.0

taxes
Tax credit for corporations with possessions |-

source income
Interest
Deferral of interest on savings bonds

3.9

4.1 43

4.5

471

280

© OO
[T )

10.5

25.7

294

e e
N Ty

118

276

30.7

e PP
[ ST Y-

12.8

29.7

31.9

o Pem
- ]

14.9

31.8

g

e o
A=Y SPX ]

15.1

33.3

1.3

13

14

14

15

. 153.2

o co®
N nN

148.2
21.5

69"

Footnoes to Table 1:

1Positive tax expenditure of less than $50 million,

2In addition, the 5.4-cents-per.
ta.geﬂ'ect, of $0.5 billion per year in fiscal

billion in 1996, $15.1 billion in 1997, and $15.6 billion in 1998.
5The in the table show the effect of the su%plemental young child credit component of the EITC on receipts. The increase in outlays

is: $0.3 billion in 1994, $0.4 billion in 1995, and $0.4

NOTE.—Details may not add to totals due to rounding.

Source: Joint Committee on Taxation.

illion in each year from 1996 through 1998.

insurance component of the EITC on receipts.
$0.8 billion in each year for 1997 and 1998, )
in the table show the effect of the EITC on receipts. The increase in outlays is: $10.9 billion in 1994, $13.5 billion in 1995, $14.1

on exemption from excise tax for alcohol fuels results in a reduction in excise tax receipts, net
year 1994, and $0.6 billion ﬂ!l)er year for fiscal years 1995 through 1998. -
The figures in the table show the effect of the supplemental heal
‘OQZI:M"" in each year for 1994, 1995 and 1996, and
e

of income _

The increase in outlays is :
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Table 2.—Distribution by Income Class of All Retunis, Taxable Returns, Itemized Returns,
and Tax Liability at 1993 Rates and 1993 Law and 1993 Income Levels!

[Money amounts in millions of dollars, returns in thousands]

Income class (thousands)?® . All returns? Ta::‘;};m,' [temized returns —  Tax lability
. Total Taxable

Below $10 ... . eeesesssasesen 17,642 3,605 242 65 —$1,902
$10 to $20. reevevssnene ‘ . 24,400 11,838 896 344 4,334
$20 to $30 ....... reeasesesesssassasaens ' 19,128 15,098 2,331 1,769 23,706
$30 to $40 ....... s 14,504 13,498 3,871 3,620 34,860
$40 to $50 ......... e 11,205 11,010 4,660 4,615 41,924
$50 to $75 ~ 16,643 16,509 10,625 10,566 97,884
$75 to $100 ..... : : 6,450 6,419 5,357 © 5,338 67,772
$100 to $200 ...... : : 4,608 4,579 4,235 4,212 89,555
$200 and over ..... erirsrsssesasassessrosasenans ~ 1,234 1,227 1,143 1,140 129,889
TOtAl ....o.oeeeeveirerereaenesesenanns evessnenass 115,814 83,783 33,360 31,668 488,022

- 1Tax law as in effect on January 1, 1993, is applied to the 1993 level and sources of income and their distribution among taxpayers.
Excludes individuals who are dependents of other taxpayers.

2The income concept used to place tax returns into classes is adjusted Xross income (AGI) plus: (1) tax-exempt interest, (2) employer
contributions for health plans and life insurance, (3) employer share of FICA tax, (4) workers’ compensation, () nontaxable Social Security
benefits, (6) insurance value of Medicare benefits, (7) corporate income tax liability attributed to stockholders, (8) alternative minimum tax
preference items, and (9) excluded income of U.S. citizens living abroad. '

3Includes filing and nonﬁli:f units. Filing units include all: taxable and :nontaxable returns. Nonfiling units include individuals with
income that is exempt from Federal income taxation (e.g., transfer payments, interest from tax-exempt bonds, etc.).

NOTE.—Details may not add to totals due to rounding.
Source: Joint Committee on Taxation.
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Table 8 —Dlstnbutlon by Income Class of Selected Individual Tax Expenditure Items, at 1993

Rates and 1993 Income Levels!
[Money amounts in millions of dollars, returns in thousands)
. Medical deduction Real estate tax deduction
Income class (thousands)?

Returns Amount Returns Amount
Below $10 68 $7 16 $2
$10 t0 $20 ...cvrvnrvrererrinene. 779 322 344 51
$20 £0 30 .ot rsrseesneaee st ens e sanenenens 1,268 423 1,496 212
$30 to $40 1,149 4717 2,981 568
$40 to $50 ceesteseetsesssnsacesrsessrnnresnnsrons 807 360 3,927 862
$50 t0 $75 vorereerereeeneeenene 992 715 9,437 3,074
$75 10 $L00 ...ooeveeerereecereecieienestesseesosssnensassrssssessssssassesens 236 351 4,983 2,746
$100 0 $200 ..ot rtseesseesnneeenesesesssesssensesensaens 144 356 3,947 3,183
$200 AN OVET ......coeerereeierererieeeeeeenesenseseessasenssesesenes 20 170 1,033 1,856
Total ...... 5,463 3,180 28,163 12,554

Footnotes at end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items, at 1993
Rates and 1993 Income Levels '—Continued

[Money amounts in millions of dollars, returns in thousandé]

State and local income and Charitable contributions
personal property tax deduc- deduction
Income class (thousands) 2 tion-

Returns Amount : Retm Amountv
BeloW $10 ..ot eeeesesessesessse e oo es s 34 $1 52 $4
$10 10 $20 ..ucvvieeeeceieenree et enme s seeseesen 302 18 432 31
$20 0 $30 ceuieeieieriee e e re st 1,533 173 1,679 231
$B0 10 $40 ..ot seee s eeen s sen 3,107 621 3,155 524
$40 10 $50 .ottt e e s s 4,009 1,143 4,219 733
B50 10 $75 ottt te e ee e e se e naes 9,327 4,579 9,845 2,468
B75 80 $100 ..eeeeeieeeeeeeieeeeeeees e eve e re e 4,764 4,369 5,125 2,321
B100 10 $200 ..eeereceeireiecereeeeeee e ee e e s 3,666 6,051 4,093 3,198
$200 ANA OVET .ot erererese s e sees 997 7,461 1,116 5,500
TOCAL ...ttt ve s eseessessesaessesnnens 27,739 24,417 29,717 15,011

Footnotes at end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items, at 1993
Rates and 1993 Income Levels '—Continued

[Money amounts in millions of dollars, returns in thousands]

Child and dependent care Earned income credit3
Income class (thousands) 2 credit
Returns Amount Returns Amount

BElOW $10 oovveoervieiireerriesireeereerrsveeesssnessosssossssasessnssssssanasesanes 106 $48 2,969 -$2,495
U810 10 $20 .o st 844 447 5,888 6,830
820 £0 B30 ...veiiiririrerrrerriressnr et e eee st sssssssae s resr b s esaaessresane 1,052 503 4,493 2,420
$30 10 BA0 ..o ereesee s eess s st as e e e aesbesanes 868 357 472 347
B40 10 50 oeoiereeiiieceererrerreesneesesesesssatsssnsses s sasessrausaresananes 805 329 127 83
B50 £0 BTD ceveerreerreeerteereeseesrnissrssserestessanesaresssssssansessassassasnes 1,360 584 49 40
BT5 10 BL00 ..oeereerreerriecrnrrrenrerceereeratsssesstesssraessansessssasstassnes 628 293 5 5
100 £0 $200 .oeeoeeeeiecerreeieerneesreressniesssssssossansessansesssssrasessanens 347 169 0 0
$200 BNA OVET ..vvovererrerrsrerensssesecsscscsssssssssinsssorssssens rerrieees 60 33 0 0
Total ... ccrerrecrrrerrrcseeensaeesissss s s s renenrssenevans 6,071 2,763 14,003 12,220

Footnotes at end of table.
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Table 8 —-Dlstrxbutmn by Income Class of Selected Individual Tax Expenditure Items, at 1993
Rates and 1993 Income Levels '—Continued

*. [Money amounts in millions of dollars, returns in thousands]

[EENT

Untaxed Social Security and  Additional standard’deéduc-’

o : i o Railroad Retirement beneﬁts tion for the elderly and
... Income class (thousands)Z - blind i
k | 4 Returns Amount Returns Amount
BEIOW $10 .ooorvverenrerreesieeenseceeeneeseesesesesssessesssssssesssssesssssen 293 $62 e $1
:$10 t0 $20 ..o etesensasasesnsneranenseas ereensreesasasanens - 5,086 2,624 746 S92
1820 t0 $30 ..coirernnnn. ererereretersesensatsaseneeeesensasensrens e 4,482 4,891 2,161 1285
i$30 t0 $40 ..., et etereaenenns reeeneaeasaene S s 3,437 5,287 2,256 320
1$40 t0°$50 ..ol rensessersosonssssonssesonsusnsmsnssansrisasaiasnres 2,341 3,795 1,624 11298
'$50to $75 .......... eveveeeene aeuirererssaorssassenrassaeneesesassesneneas e 2,892 4,566 :;'i1,832 " 1384
$75t0.$100 ..., ereeresttssseesasennes reereseteesasnonen ‘ 859 1,259 854 14106
i$100 t0 $200 .....eeeenn.. eeeeeseaesestststes s eessasessaesaetenean 608 1,094 1m 451
“$200 and over .........c.ooo.... SO eressensasessinssane 223 503 729 9
TOAL ....ccounnniiiriiniriiiniviioninssivsisinenssssinessisionseesiomsrmesens 20,221 24,081 9,184 1,546
Footnotes at end of table.
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Table 8.—Distribution by Income Class of Selected Individual Tax Expenditure Items, at 1993
Rates and 1993 Income Levels '—Continued

[(Money amounts in millions of dollars, returns in thousands]

Mortgage interest deduc-
Income class (thousands)? tion

Returns Amount
Below $10 26 Co $5‘
$10 to $20 432 164
$20 to $30 1,666 797
$30 to $40 2,963 1,888
$40 to $50 3,807 3,232
$50 to $75 ; ; 9,292 10,955
$75 10 $100 ....oververereercreerenaereneenesessssaene .- . cevserasesssasanansness 4,697 8,774
D100 £0 $200 .....coieeererreerieressraresasnssescrssaessssesssssssissssnsessasssasessssssasasssansssssssasessssssions 3,691 . 11,401
$200 and over ........cceceueeet eeereereesaesaaesseseasiessssseneane ereresaeeresaeesseraensesane i 895 4,436
Total .......cocovvrivrerrienrrsrccssscsssecssennsurneeerescsssssenses evesesrens " 27,470 . 41,652

Footnotes to Table 3:

1Excludes individuals who are dependents of other taxpayers.

2The income concept used to place tax returns into classes is adjusted 88 income (AGI) plus: (1) tax-exempt interest, (2) employer
contributions for health plans and life insurance, (3) employer share of FICA tax, (4) workers’ compensation, (5) nontaxable Social Securi
benefits, (6) insurance value of Medicare benefits, (7) corporate income tax liability attributed to stockholders, (8) alternative minimum tax
preference items, and (9) excluded income of U.S. citizens living abroad. C
. 3Includes the refundable portion of the earned income credit. Excludes the supplemental young child credit and the credit for child health
insurance premiums.

NOTE.—Details may not add to totals due to rounding.
Source: Joint Committee on Taxation. '

O

1 (4





