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INTRODUCTION 

This pamphlet is PaIt II .of.a series of pamphlets prepared for the 
use 'of the HouseComniittee on ,Ways and Means during its 
consideration of the "Administration's proposed depreciation and in­
vestmenttax credit revisions (AeeeleratedCost,Recovery System) and 
other related: capital cost recovery proposals. The Administration's 
proposaJis 'embodied in .R.R. 2400 (introduced by Mr. Conable and 
others). 

The first. paIt of the pamphlet is a detailed description of present 
law: relat.ing to depreciation and the· investment tax credit. The sec­
ond part is a description of the Administration's proposal (R;R. 
2400): The third paIt describes three possible alternative . proposals 
(Simplified Cost Recovery, First-Year Capital. Cost Recover~,~nd 

"R.lli 1053 ("10-5-3")). Appendix A shows the Asset DepreCIatIon 
;;Range (ADR)' system, which sets forth4he periods over which assets 
may be depreciated and Appendix B SHows a comparison of andustry 
tax, changes undeT 'alterna,tive capital cost Tecovery systems. 

A "'Subsequent pamphlet will pTovide a detailed analysis of specific 
issues raised by the principal. capital cost recovery proposals. A 1?re­
viously published pamphlet (Part I : JCS-1S-S1) presents an overvIew 
of preslmt law capital cost recovery and alternativecapital.cost recov­
ery proposals, including the Administration's proposal. The previous 
pamphlet also provides an economic analysisnffhe present capital 
cost recovery system, as well as, a comparison of capital cost recovery 
tax provisions in certain foreign countries. 

(1) 





I. PRESENT LAW 

A .. Depreciation 
1. Overview 

In computing taxable income, d~ductions are ,allowed for ordinary 
and necessary expenditures incurred in a trade or business or otherwise 
incurred for the production of income. As a general rule, however, 
expenditures made to acquire or construct capital assets (assets with 
useful lives extending substantially beyond the close of the year) 
are not deductible in the year the expenditure is made. For capital 
assets such as stocks, bonds, land, and goodwill, 'which do not decline 
in value on a predictable basis over the period they are held by the 
taxpayer, the acquisition costs are deductible in determining the gain 
or loss in the year the taxpayer disposes the assets. For property sub­
jeet to wear and tear, decay or decline from natural causes,exhaus­
tion, or obsolescence, the acquisition costs are-recovered through a 
reasonable allowance for depreciation over the period the property 
is used in a business <:Ir forthe production of income. The depreciation 
allowable for a year must be computed in accordance with a reason­
ably consistent plan.( not necessarily at a. uniform rate). Under 
the plan used, total depreciation deductions allowable over the 
useful life of the asset (the period it may reasona.bly be. expected to 
be used by the taxpayer) must equal the projected decline in .value 
of the asset over that useful life (i.e., the' projected difference 
between the cost or other basis of the asset and its salvage va1ue). 

By allowing the cost of deprecia:ble assets to be recovered over their 
useful lives as the assets decline in value, depreciation generally ac­
complishes the objective of matching the deductions for the cost of the 
assets with the. income produced by their use. 

The underlying ,theory of depreciation has been discussed by the 
courts in a great number of cases. In one leading case, M a8sey Motor'S, 
Inc. v. United States, 346 U.S. 92, 96 (1960), the Supreme Court sets 
out the purpose of depreciation as follows: 

[Depreciable] assets, employed from day to day in business, 
generally decrease in utility and value as they are used. It 
was the design· of the Congress to permit the taxpayer to 
reeover,.tax free, the total cost to him of such capital assets; 
hence it recognized that this decrease in value-deprecia­
tion-was a legitimate tax dedHction as business expense. It 
was the purpose of [the depreciation proViisions] to make a 
meaningful allocation of this cost to the tax periods bene­
fited by the use of the asset. 

, The key factors that determine the amount and the timing of depre­
ciation deductions with respecHo;anassetare: (1) the'cost of the asset; 

(3) 
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(2) the salvage value of the asset; (3) the useful life of the asset; 1 and 
(4) the method of depreciation used (e.g., straight-line or an acceler­
ated method) . 

The allowance for depreciation is computed using an asset's cost (or 
other basis where cost is not relevant). An asset generally may not be 
depreciated below a reasonable salvage value. Salvage value is the 
amount (determined at the time of acquisition) the taxpayer estimates 
will be realized on the sale or other disposition of an asset when it is no 
longer useful in the taxpayer's trade or business or in the production 
of his income and is to be retired from service. However, a special rule 
permits the salvage value of depreciable personal property (other than 
livestock) with a useful life of three years or more to be reduced by an 
amount up to, but not more than, 10 percent of the asset's original 
depreciable basis. Thus, if salvage value is less than 10 percent, it may 
be ignored. 

The useful life of an asset for depreciation purposes is not necessarily 
the useful life inherent in the asset but instead is the period the asset 
may reasonahly be expected to be useful to the taxpayer in his trade 
or business or in the production of his income. This useful life is deter­
mined with reference to the taxpayer's experience with similar prop­
erty, taking into account present conditions and probable future devel­
opments. Thus, useful life depends upon facts and circumstances of 
each individual taxpayer.2 Some of the factors to be considered in 
determining this period are (1) wear and tear and decay or decline 
from natural causes, (2) the normal progress of the art, economic 
changes, inventions, and current developments within the industry 
and the taxpayer's trade or business. (3) the climatic and other local 
conditions peculiar to the taxpayer's trade or business, and (4) the 
taxpayer's policy as to repairs, renewals, and replacements. Because 
the determination of useful lives involves difficult factual Cluestions 
that frequently give rise to disputes between taxpayers and' the In­
ternal Revenue Service, many taxpayers depreciate their assets over 
audit-proof class lives prescribed by the DeTJartment of the Treasury 
(see below, sections 3. "ADR system" and 4. "Depreciation of real 
property") . 
2. Depreciation methods 

Prior to 1954, the annual allowance for depreciation was generally 
limited to a recovery of capital costs in equal annual amounts over the 
asset's useful life-the straight-line method of depreciation. (In cer­
tain cases, the Treasurv approved the use of a 150-percent declininfr 
balance method.) In the 1954 Act, Congress liberalized depreciation 

1 In certain cases, the Code provides for a rapid capital cost recovery of 
acquisition costs of certain types of assets over a pre;;cribed period which is not. 
and does not purport to be. related to their llspful lives. For example. five-year 
amortization is allowed for certain rebahilit<Jtkm exnenditures for low-income 
honsing (sec. 167 (k) ). for costs of certain pollution control faciIitips (sef'. Hl~\. 
for certAin trademark llnd trade uameexlleuditures (sec. 177). for certain child 
Cllre facilities (sec. 1M). and for certain rehabilitation expenditures for cer­
tifi"d hiRtoric structures (sec. 191). 

2 In order to reduce controversies concerning uS"fnl life, the Internal Revenue 
Service first puhlished guiot'lines in the early 1930's in a publication known as 
"Bulletin F." The Internal RE>venue S~rvice updated and revised these guidelines 
in 1962 in Rev. Proc. 62-21, 1962-2 C.B. 418. 
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,by allowing the use of several accelerated methods, described below, 
which concentrate the depreciation deductions in the early years of an 
asset's useful Hfe. Congress felt that machinery and equipment typi­
cally depreciate faster and contribute more to income in the early years 
of use than in the years immediately preceding retirement. According­
ly, it concluded that the permitted accelerated methods would result in 
It timing of depreciation allowances more in accord ' with the actual 
pattern of loss of economic usefulness. 

The straight-line (S/L) method of computing the depreciation 
deduction may be used for any depreciable asset. This method assumes 
t.hat the appropriate portion of an asset's cost that should be matched 
with income produced by the asset is uniform throughout the prop­
erty's useful life. Thus, the cost (or other basis) of the asset, less its 
estimated salvage value, would be deductible in equal annual amounts 
over ' the asset's estimated useful life. For example, assume the cost 
of the asset is $100, its estimated useful life is 5 years, and its estimated 
salvage value at the end of its useful life in negligible. In this example, 
$20, or 20 percent (100 percent divided by 5) of the $100 purchase 
price would be deducted annually during the 5-year period. (This 
example assumes the asset was placed in service on tihe first day of 
the year. Thus, depreciation for the first year reflects one full year's 
use of the asset. 

For new tangible personal property with a useful life of 3 years or 
more, accelerated methods are allowed. Allowable accelerated methods 
are declining balance .methods up to 200 percent of the straight-line 
rate, the sum of the years-digits method, or any other method used con­
sistently by the taxpayer that does not result in the allowance of greater 
total depreciation deductions during the first two-thirds of the useful 
life of the property than would be allowable under the 200-percent de­
clining balance method (e.g., methods based on units of production, 
machine time, etc.). Administrative practice has permited the 150-
percent declining balance method to be used for used tangible personal 
property.s 

Under the declining balance method, a constant depreciation rate is 
applied to the depreciable basis of the asset reduced by prior deprecia­
tion allowances, i.e., a declining balance. Because the rate is applied to 
a balance that declines each year as depreciation is taken, depreciation 
is greatest in the early years and becomes smaller in succeeding years. 
The depreciable basis is cost (or other basis) less prior years' deprecia­
tion without reduction for salvage value. However, an asset may not be 
denreciated below a reasonable salvage value. In the example given 
above, if the asset is depreciated using the 200-percent declining balance 
method, the allowable depreciation deduction in the first year would 
be $40 (an amount determined by multiplying the full cost of the asset 
($100) by twice the straight-line rate of 20 percent (40 percent) ). The 
rleduction allowable in the second year won Id be $24 (original cost of 
$100 less first, year:s deduction of $40 multiplied by 40 percent). 

Under the sum of the years-digits (SYD) method. chancing frac~ 
, tions are apnlied enchyear to the original cost (or other basis) of the 
,nroperty reduced by estImated salvage value. The numerator of the 
fraction , for a given year is the'· number of years remaining in the 

• Re'\". Rul. 57-352, 1957-2 C.B. 150; Rev. Rul. 59-389, 1959---2 C.B. 89. 

77-7680 - 81 - 2 
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asset's useful life, including the year for which the deduction is being 
computed and the denominator, which remains constant, is the sum 
of the numerals representing each of the years of the asset's estimated 
useful life. Thus, in the above example, the numerator of the fraction to 
be applied against the $100 depreciable basis for the asset for the first 
year would be five (the remaining number of years of useful life) and 
the denominator would be fifteen (1 +2+3+4+5, which is the sum of 
the numerals for years of estimated useful life) . Thus, the depreciation 
allowance for the first year for the asset in the example would be $33 
(%5 times $100). In the second year, the allowance would be $27 ('%5 
times $100) . 

Annual depreciation allowances for the $100 asset over its 5-year 
useful life under the various depreciation methods are compared in 
table 1: 

Table t.-Comparison of Depreciation Methods 

(Asset cost-$100; useful life-5 years; negligible or zero salvage 
value) 

Year 

1 __________ 
2 __________ 
3 __________ 
4 __________ 
5 __________ 

Total ____ 

[Annual Allowances] 1 

S/L 200% DB 

(1) (2) 

$20 $40 
20 24 
20 14 
20 9 
20 5 

100 92 

SYD 

(3) 

$33 
27 
20 
13 
7 

100 

200% DB 200% DB; 
S/L SYD 

(4) (5) 

$40 $40 
24 24 
14 18 
11 12 
11 6 

100 100 

I This comparison assumes the asset was placed in service on the first day of 
the first year and that no averaging convention (discussed below in the section 
"averaging conventions") applied. 

As can be seen, if the asset has no salvage value, the first-year depre­
ciation deduction is greatest if the 200-percent declining balance 
method is used, but the asset is not fully depreciated by the end of 
the fifth year. The first-year depreciation deduction under the SYD 
method is not as great as under the 200-percent declining balance 
method, but the entire depreciable cost is recovered over the asset's 
useful life. Taxpayers also can recover the full depreciable cost by 
using the 200-percent declining balance method for the first three 
years and the switching to the straight-line method after the third 
year. (See column 4 above.) The depreciable basis used in calculating 
the deductions under the straight-line method for years 4 and 5 would 
be $22 (original cost of $100 less the previous annual deductions of 
$40, $24, and $14). Taxpayers can obtain the maximum acceleration 
of depreciation deductions and fully recover the asset's depreciable 



"PROPOSED DEPRECIATION 
PART II: PRESENT LAvl 1 

1) ~age 7 is to be rep1ac 

cost over its useful life bv usi 
method for the first three years [ 
in the third year. (See colum 
in calculatin~the annual deduct 
4 and 5 would be $36 (original 
rleductions of $40 and $24). 

This would not necessarily ob 
yage value. · Declining balance r; 

the full cost of. the asset, unredu( 
total depreciation deductions 0 

excess of the asset's cost over its 
line and SYD are computed wit] 
mated salvage value. Consequen 
cant,declining balance methods 
without the necessity of switchil 
line or SYD and will do so on a J 

were made. To illustrate. if the 
of $150 and a salvage yalue of $. 
balance deduction would be $60 
$ 36 ~uld 1:e a11o~d in i 

$4 would l::e al1cwed in t1 
BYD, depreciation would be CO) 

of the cost oyer the estimated : 
depreciation would ,be the same 

In addition to ' the straight­
are based on the useful life • 
methods which do not focus 01 

specific circumstances. For exa 
ma.y be · recovered using the inc 
of depreeiation to income expE, 
be depreciated using the units 0 

of depreciation to output) . 

3. ADR system 
In general 

The asset depreciation rnn~ 
nrecia6on . 11llowanCe5'l was first 





7 

cost over its useful life by using the 200-percent declining balance 
method for the first three years and then switching to the SYD met.hod 
after the-third year. (See column 5 above.) The depreciable basis used 
in calculating the annual deductions under the SYD method for years 
4 and 5 would be $36 (original cost of $100 less the previous annual 
deductions of $40 and $24) . 

This would not necessarily obtain if the asset had ·a substantial sal­
vage value; Declining balance methods are computed .with respect to 
the full cost of the asset, unreduced by the estimated salvage value (but 
total . depreciation deductions over the useful life are limited to the 
excess of the asset's cost over its salvage value). In contrast, straight­
line and SYD are computed with respectto the excess of cost over esti­
mated salvage value. Consequently, ' where the .salvage value is signifi­
cant, declining balance methods will recover the full cost of. the asset 
without the necessity of switching to another method such as straight­
JineorSYD and willdo·soon a more accelerated basis than if a switch 
were made. To illustrate, if the asset in the· example above had a cost 
of$150 .and a salvage value .,of.$50, the first year 200-percent declining 
balance deduction would be $60 . (40 percent of -$150) 'and the remain­
ing> $40 would be allowed 'inthe second year. Under straight-line and 

' SYD, depreciation would,be.computed with respect to the $100 excess 
of the cost over the estimated sal~age value with the· result that the 

, depreciation would be the same as set forth in columns 1 and 3. 
. In addition to the -straightrline.,.and accelerated methods, which 

. are based on the useJriL life of an 1lSSet . measured in years, other 
, methods which do-net focus -on. a .term of years may be .available in 
specific 'Circumstances. For ex!ample', the cost of motion picture films 
ma-y be . recovered using the income forecast method (i.e., a matching 
,of .. depreciation to income expectations) and certain. machinery may 
be depreciated .. using the units of production method (i.e., a matching 

, of depreciation to output) . 
; '3. ADR.sy:stem 

. Jn, lIeneral 
" "The asset llepreciation range' (ADR) systt>m for"calculating de­
$'pl'eciation. allowances 'was -first introduced by -administrative action 
" by the'DepartmenLof.the Treasury early in 1971.'S.In the Revenue Act 
of .1971,·" the Conwess amended the Code to authorize expressly the 
ADR system. This-amendment removed any doubt . concerning the 

. Treasul'y1s authority to prescribe ADR and made specific modifica­
'" tions to priorlaw and the ADR system. 

c.' .• The ADR ·system was designl'd to minimize disputes between tax­
-payel'S' and the IRS as ,to the useful life of certain property, and 
as to salvage value. Similarly; a repair allowance system was provided 
to reduce controversies as to whether expenditures shou'ldbe classified 
as curreBtl~ deductible repaiTs or ,as, capital improvements. 
. Unller ADR,. new .. tan~blepersonal . property with. a llseful life of 

, three yeallS onuore lllay be depreciated using tru. straight-line method, 
cl~clinin~. halance method (up to 200 percent), or sum of the years­
digits· metliod over a 'period 20,· percent shorter or "longer than the 

' 8 T.D. 7128. 19'11-2 C.B. 132. 
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asset guideline period (the estimated useful life as deterInitied by the 
Department of the Treasury) for the particular asset class. For used 
depreciable personal property, the same useful life range is permitted 
as for new property but accelerated depreciation is limited to the 150-
percent declining balance method, i.e., 150 percent of the straight-line 
rate over the same period as would be allowed for new property of the 
same class. 

Election 
A taxpayer must make an irrevocable election in order to apply the 

provisions of the ADR system to eligible property placed in service 
during a taxable year. This election applies to all eligible assets placed 
in service during the taxable year and continues to apply to those assets 
for all subsequent taxable years. If, in a subsequent taxable year, the 
taxpayer does not elect to apply the ADR system to assets placed 
in service that year, the regular rules regarding depreciation (the "facts 
and circumstances" system described above, in 1.) "Overview will ap­
ply with respect to those assets. A valid election to apply the ADR 
provisions must contain the taxpayer's consent to comply with all of 
the ADR requirements and must specify certain information (for ex­
ample, the asset guideline class and the first-year convention adopted 
by the taxpayer for the taxable year of election). In addition, the tax­
payer must maintain books and records from which certain specific in­
formation can be drawn, e.g., the depreciation period and salvage 
value for each vintage account established for the taxable year and 
each asset guideline class for which the taxpayer elects to apply the 
asset guideline class repair allowance. Also, taxpayers who elect the 
ADR system must respond to infrequent data surveys conducted by 
the Treasury.' 

Eligible property 
An ADR election applies only to new or used depreciable property 

for which an asset guideline class and an asset guideline period have 
been prescribed by the Treasury for the taxable year of election. 

A taxpayer may elect to limit the application of the ADR system 
to new property only if more than 10 percent of the property placed 
in service by the taxpayer during the year is used property. In that 
event, the used property would be depreciated on a facts and circum­
sbmces basis. 

Depreciable real property, except for certain limited exceptions, 
is not e1i¢ble property under the ADR system. Thus, even though a 
taxpayer has elected the ADR system for eligible property, it must 
determine the useful life of depreciable real property under Revenue 
Procedure 62-21 as in effect on December 31, 1970, or on the basis 
of the facts and circumstances of the particular case. 

• The information reporting requirements for an electing taxpayer were reduced 
and simplified by the Treasury on .Tanuary 26, 1979 (Treas. Re~. § 1.167 (a)-11. 
a's amendf'd by ToD. 7593. 1!)~1 CB 1(4). In ~eneral. much of the information 
which was reouired on IRS Form 4832 is no lona-er automatil'llHy required. In­
sh'ad, the books and rl'l'Ords of the taxnaver must be maintained so that such 
information is readily available. and if the Treasury Department surveys the 
taxpayer, the information called for must be submitted on the survey request. 
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: YinMge accounta 
Under the ADR system, the allowance :fur .depreciation is computed 

on the adjusted bases of assets placed in a vintage account. The, vintage 
of an account refers tothe taxable year in which the eligible property 
is first placed in service. Each eligible property "may · be- placed in a 
separate vint'8ge account or, under certain circumstances, assets that 

·· are in the saml' guideline class and are placed in service in the same 
year may be placed in the same vintage account. However, used eligible 
property may not be combined in the same vintage account with new 
eligible property.,Certain other property also may not be combined 
.in the same vintage account1·e.g., property eligible-for additional first­
year depreciation (sec. 179) may not· be combined with property not 
eligiblp for the additional depreciation. 

Useful .. lives and asset .guideline class 
The estimated useful life of assets in each asset guideline class is 

established by the Office of Industrial Economics of the Department of 
-the Treasury. Each asset-guideline class consists of a category of assets 
that have certain common characteristics or that are.utilized in the 
same or related .activities; Generally, an asset guideline period (mid~ 
point life) is established. for each asset guideline class to reflect the 
actual asset replacement. practices being employed by·taxpaYers .. and 
other iactors,such .as. obsolescence. 

In general, the taxpayer may use adepreci8ltion life within a range 
( asset depreciation r.ange) 20 percent shorter or 20 percent longer than 
the midpoint life of the asset guideline class (rounded to thE) nearest 
half year). For example, if the midpoint life for an asset guideline 
class IS 10 years, the taxpayer may elect a useful life for assets in that 
class that is not less than 8 years (20 percent shorter than the midpoint 
life) nor more than 12 years (20 percent longer than the midpoint 
life). However, the taxpayer may not use the 20?percent variance for 
1\ssets used predominantly outside the United States . 

. Under the ADR system,there are over 100 assetcJasses.Th~present 
ADRclass.lives.are set forth in Appendix A. 

:"Averaging~~ convention rules 
In gener.al, if property is placed in service after the first day of the 

taxable year, depreciation is not allowed for that full year. Likewise, 
if an asset is retired before the"last day of a taxable year,deprecia­
tion is not allowed; for that full. year. For example, if property were 
placed in service on July 1 ofa calendar year, only one-half year of 
depreciation would be· allowed for . that yeaT. If :the property were 

'-retired, "March .31..01 a calendar:·year;' only-3.,months of -depreciation 
- would be allowed f0r that year. 

For assets placed in 'a single asset amount; depreciation' is allowed 
from"the actual date the property is placed in service to the actual re­
tirement -date. However, to provide a simpler method of detennining 
thAam011llt of depreciation allowable upon the addition of assets to 
'orthe retirement of assets from multiple asset accounts. taxpayers may 
illsean "appropriate "averaging!' convention designed to reflect the 
£:\ct that assets are added to or retired from the account at various 
times throughout the year. 
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Under the ADR system, the taxpayer must use ~ne of two "averag­
ing" conventions. Under the "half-year" convent~on, a hal.f-year .of 
depreciation is allowable in the year the property IS placed In servI~ 
and a half-year of depreciation is allowable in the ~ear the p~operty: IS 
retired, regardless of the actual date the property IS placed In s~rvIce 
or retired. Alternatively, under the "modified half-year" conventIOn, a 
full year of depreciation is allowable for assets placed in service during 
the first half of a taxable year. No depreciation is allowable for the 
first year for property placed in service during the second half of 
taxable year. Upon retirement or other dispostion of an asset placed 
in service in the first half of a taxable year, no depreciation is allow­
able if the asset is disposed of in the first half of a taxable year and 
one-half year of depreciation is allowed if the asset disposed of in the 
second half of the taxable year. If an asset was placed in service in 
the second half of a taxable year, a half-year of depreciation is allowed 
4 the asset is disposed of in the first half of a taxable year and a full 
year of depreciation is allowed jf it is disposed of in the second half 
of a taxable year. The same convention must be used for all property 
placed in service in the same taxable year, but the convention may be 
changed for property placed in service in subsequent taxable years. 

Treatment of repairs, maintenance, etc. 
The characterization of certain expenditures for the repair, main­

tenance, rehabilitation, or improvement of property is a factual deter­
mination. If these expenditures substantially prolong the life of an 
asset or are made to increase its value or adapt it to another use, the 
expenditures are capital in nature and are recoverable in the same 
manner as the cost of a capital asset. All other expenditures for repair, 
maintenance, etc., are allowed ,as a deduction during the taxable year 
in which paid or incurred (i.e., they are "expensed"). 

If a taxpayer elects to apply the ADR provisions, the taxpayer may 
make It further election to apply the provisions of the asset guideline 
class "repair allowance." Under these provisions, a taxpayer is allowed 
a current deduction for amounts paid or incurred for certain repairs, 
maintenance, and similar expenditures to the extent that the expendi­
tures do not exceed the class repair allowance, which is, in general, the 
average unadjusted bases of all repair allowance property multiplied 
by the repair allowance percentage. 

"Repair allowance property" is eligible property in an asset ~ide­
line class for which a repair allowance percentage is in effect for the 
taxabl.e year. The repair allowance percentage is a predetermined rate 
establIshed for each asset guideline cJass. (The repair allowance per­
~entages for each ADR class are set forth in Appendix A.) Property 
Improvements (including the amount of repairs, maintenance, etc., in 
excess of the asset repair allowance) and any expenditures that are 
~learly c~pital .e~enditures ("excluded addition,,") are capitalized 
m a speCIal baSIS vmtage account subject to the ADR rules. 

If a taxpayer does not elect to use the asset trnideline class repair 
allowR!lce for assets in an asset !!llideJjne class, the regular rules 
regar?~ng ~he trea~ment of expenditures for the repair, maintenance, 
rehabIlItatIOn, or Improvement of property apply. If the repair al -
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lowance is elected, the taxpayer must maintain books and records that 
identify repair expenditures relating to specific classe~ of prope~y, 
that allocate to specific classes of property ~he e~pendltur~ relatmg 
to properties in two or more classes, and that IdentIfy expendItures for 
excluded additions. 
4. Depreciation of real property 

Accelerated methods 
Under present law, new residential rental buildings may be dep~­

ciated under the' same methbds allowable for machmery and eqUIp­
ment, i.e., the declining balance method at a rate up to 200 percent 
of the straight-lim· rate, the sum of the years-digits method, or any 
other method if the total depreciation allowable during the first two­
thirds of the property's useful life does not exceed the amount that 
would have been allowable under the 200-percent declining balance 
method. A building or structure is considered to be residential rental 
property for any taxable year only if 80 percent or more of the gross 
rental income is from the rental of dwelling units. New commercial 
buildings may be depreciated under a declining balance method using 
a depreciation rate no great than 150 percent of the straight-line rate. 
Used residential properties with an estimated useful life of 20 years 
or more can be depreciated under the declining balance method at a 
rate of up to 125 percent of the straight-line rate. All other used real 
estate must be depreciated under ' the straight-line method. 

Certain rehabilitation expenditures for low.!.income rental housing 
may be amortized on' a straight-line basis over a period of 60 months. 
Qualified rehabilitation expenditures for certified historic structures 
also may be amortized over a 60-month period. Alternatively, in some 
cases, the cost of an hi1'1toric structrue, including the rehabilitation 
expenditures, may be depreciated as a new building under the 200-

"percent 'declining balance method for residential property or the 150-
' percent declining balance method for nonresidential property. 

A 60-month amortization method also is available for certified 
pollution control facilities and certain -expenditures for child care 
facilities. 

U selul lives 
Depreciation for real property may be determined ' by estimating 

useful lives based on a facts-and-circumstances test or by using lives 
prescribed under Revenue Procedure 62-21, as in effect on December 
31, 1970. ADR guideline lives ' generally have not been prescribed for 
real property. 

Under Revenue Procedure 62-21, useful lives are prescribed for 
certain types .of buildings. The useful lives are based on a composite 
':If th~ useful.li.ves:for the ~tructural shell-and all i}1tegral parts, inc]~d­
mg-aIF-condItlOnmg, eqUIpment for fire preventlOn 'OFpower reqUIre­
~ents 'l'- and equipment such as elevators and 'escalators. The prescribed 
hvesmay not be used for special-purpose structures that are an integral 
part of a production process, and are normally · replaced when the 
housed equipment is replaced. The prescribed lives for buildings un­
der Rev. Proc. 62-21 are set forth in Table 2. 
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Table 2.-GuideIine Lives for Certain Buildings Under 
Revenue Procedure 62-21 

Useful life 
Type of Building (years) 

~i:k!~~~~s_========================================== tg 
~~~~:ier _=========================================== !~ Garages _____________________________________________ 45 
Grain Elevators_______________________________________ 60 
Hotels _______________________________________________ 40 

j{!h~::l~~~~======================================= ~~ 
Office Buildings_______________________________________ 45 
Stores _______________________________________________ 50 
Theaters _____________________________________________ 40 
Warehouses __________________________________________ 60 

As indicated in Table 3, however, taxpayers generally have claimed 
useful lives that are shorter than those listed in Rev. Proc. 62-21. 

Table 3.-Comparison of Guideline Lives and Lives Claimed for 
Certain Building Types 

[In years] 

Guideline 
lives under 

Revenue Pro-
Buildin, type cedure 62-21 

Retail (including shopping 
centers) _ __ _ _ __ _ _ __ _ _ _ _ _ 50 

Warehouses_ ___ ____ __ __ _ _ _ 60 
Factories__ __ _ _ __ __ _ _ _ _ _ _ _ 45 
Office buildings_ _ _ _ _ _ __ _ _ _ 45 
Banks _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 50 
Apartments_______________ 40 

Average lives 
claimed by 

taxpayers 
(new build­

ings only) 

36 
37 
37 
41 
43 
32 

Percentage of 
taxpayers 

claiming lives 
shorter than 

guideline lives 

93 
99 
77 
91 
79 
78 

Source: Office of Industrial Economics, Department of the Treasury, Business 
Building Statistics (GPO, Washington, 1975). 

The average lives set forth above reflect the use of the component 
method of depreciation for some buildings and the use of the composite 
method for some buildings. Under the component method, a taxpayer 
depreciates the components of a building (i.e., its shell plumbing, wir­
ing, etc.) using separately determined useful lives for each component. 
Ry usin~ the component method, some taxpayers have claimed depre­
ciation deductions which approximate using the composite method 
over terms substantially shorter than the guideline lives. Although it 
nnpears clear that many taxpayers claim lives substantially shorter 
than those contained in Rev. Proc. 62-21, there is no certainty that, in 
all these cases, such lives would be allowed by the IRS or the courts. 
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5., Other rules relating to depreciation 
Additional first-year depreciation 

Present law (sec. 179) permits an owner of tangible personal prop­
erty with a useful life of six years or more to elect, for the first year the 
property is subject to depreciation, a deduction for additional first­
year depreciation in an amount not exceeding 20 percent of the cost of 
the property. The cost of the property which may be taken into ac­
count may not exceed $10,000 ($20,000 for individuals who file a joint 
return).5 Thus, the maximum additional first-year depreciation de­
duction is limited to $2,000 ($4,000 for individuals filing a joint 
return). 

Depreciable basis is reduced by the additional first-year deduction 
prior to computation of the regular deduction for the year the prop­
erty is placed in service and for all subsequent years. 

Recapture 
Under present law, with certain limited exceptions, gain from the 

disposition of depreciable personal property (and certain other prop­
erty-generally property eligible for the investment credit) is "re­
captured" as ordinary income to the extent of the depreciation 
taken (sec. 1245). 

Generally, in the case of real property, depreciation (or amortiza­
tion) in excess of straight-line depreciation is subject to recapture as 
ordinary income · upon a sale or other disposition of the property 
(rather than being considered long-term capital gain).6 All of the 
depreciation (or amortization) allowed, including straight-line de­
preciation, is recaptured as ordinary income if the property is not held 
for more than 12 months. 

For both personal and real property, any gain in excess of the 
amount recaptured as ordinary income is treated as gain from the 
sale or exchange of propHty used in a trade or business (sec. 1231) . 
This portion of the gain is aggregated with gains and losses from other 
sales or exchanges of property used in a trade or business. After aggre­
gation, a net gain is eligible for capital gains treatment and a net loss 
is treated as an ordinary loss. 

Minimum tax and maximum tax 
A 15-percent "add-on" minimum tax (sec. 56) is imposed on cer­

tain categories of tax preferences that exceed the greater of (1) $10,000 
($5,000 in the case of married individuals filing separately) or (2) 
the amount of the regular income tax in the case of a corporation and 
one-half of the amount of the regular income tax in the case of an 
individual. 7 For individuals, these tax preference items also reduce 
dollar-for-dollar the amount of personal service taxable income 
eligible for the 50-perc(mt maximum tax on personal service taxable 
income (sec. 1348). 

• In the case of depreciab1e property owned by a partnership, the ~10,()()O limi­
tation is applied at both the partnership level and the partner level. 

• For certain low-income housing, recapture phases out after the property has 
been held 100 months. 

7 The 15-percent "add-on" minimum tax is separate from the alternative mini­
mum tax (sec. 55). 
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One of the tax preference items taken into account for these purposes 
is accelerated depreciation on leased personal property.s The amount 
of the preference is the amount by which the income tax deduction for 
depreciation (or amortization) exceeds the depreciation deduction 
which would have been allowable had the property been depreciated 
under the straight-line method of depreciation for each year the tax­
payer owned the property. If the leased property is depreciated under 
the ADR system and the taxpayer chooses to use a life shorter than the 
ADR midpoint life established for the asset, any additional deprecia­
tion for the year attributable to using the shorter useful life is included 
in the amount of the preference. Thus, additional ADR depreciation is 
[l preference item even if the straight-line method is used. Accelerated 
depreciation on leased personal property is not a tax preference item 
for corporations other than personal holding companies and subchap­
ter S corporations. 

Another preference item is accelerated depreciation on real prop­
erty, i.e., the excess of the income tax deduction for depreciation (or 
amortization) over straight-line depreciation. This item is a Ita,x 
preference for all taxpayers. 

Sales of depreciable property between related persons 
Under present law, gains from the sale or exchange of depreciable 

property are denied capital gains treatment (and taxed as ordinary 
income) if the transaction is between a husband and wife, or between 
a taxpayer and a corporation or partnership 80-percent owned by the 
taxpayer (and/or the taxpayer's spouse), or between two entities (e.g., 
partnershiu or corporation) each of which is owned at least 80 percent 
bv a single taxpayer (and/or the taxpayer's spouse). (sec. 1239). 
Also, in the case of sales between these closely related taxpayers, all 
gain must be reported in the ye,ar of sale, regardless of when payments 
are to be received by the seller. (sec. 453 (g) ).9 

These rules were designed to deny the related purchaser the benefit 
of depreciation deductions (determined by using a stepped-up basis) 
against ordinary income without the seller being required to include 
immediately the corresponding gain on the sale as ordinary income. 

• For this purpose, the term "personal property" means all property which is 
subject to depreciation recapture under section 1245. 

• This rule was added by P.L. 96--471, the Installment Sales Revision Act of 
1980. A technical error in that legislation (relating to certain "back attribution" 
rules) would cause certain unrelated parties to be brought under these rules. 
It is anticipated that this error will be corrected by a technical amendment to 
the legislation. 



B. Investment Tax Credit 
1. Overview 

In 1962, Congress adopted a credIt against income tax for a tax­
payer's investment in certain tangible property used in a trade or busi­
ness or held for the production of income. To be eligible, the property 
must be depreciable or amortizable and have a useful life of at least 3 
years. The useful life of the asset for the investment credit is the same 
as the useful life of the asset for depreciation. In general, buildings 
and their structural components do not qualify for the credit. 

When originally adopted, the credit allowed was generally 7 percent 
of the cost of eligible property (3 percent for public utility property) 
placed in service by the taxpayer during the year. In 1975, the credit 
was increased to 10 percent for alL eligible property, including public 
utility. 

The reasons given by the Congress in 1962 for allowing the credit 
were to (1) encourage modernization and expal1sion of the nation's 
productive facilities, (2) increase job opportunities, and (3) improve 
the United States competitive position in the world economy. 

Congress suspended the credit from October 10, 1966, to March 9, 
1967" to reduce inflationary pressures and ease the pressures of an 
unusually tight money market. The credit restored in ' 1967 becau~ 
denial of the credit was believed to have reduced the inflationary and 
monetary . pressures. In 1969, Cong-ress terminated the investment 
credit again, largely because of inflationary pressures. Congress felt 
that the investment credit made anti~inflationary policies, such as tight 
money, budget surpluses, and . higher taxes, less effective. Congress 
reinstated the investment credit in 1971 due to depressed -economic 
conditions brought on by lagging investment in machinery and 
equipment. 

The investment credit was increased to 10 percent for the years 1975 
to 1980 for all eligible property, including . public utility ' property. 
Changes in 1975 also permitted a corporate taxpayer under certain 
circumstances to elect an additional one-percent investment tax credit 
if an amount equal to one percent of the qualified investment for the 
veal' is contributed . to an employee stock ownership plan ' (ESOP). 
Further"under changes made in 1976, an additional one-half of one­
percent-·investment tax credit is available if.. (1) an equivalent amount 

,is ' contributed to the ESOP by the taxpayer and is matched by em­
. ployee ccmtributions and (2) certain other requirements concerning 
the,operation of the ESOP are met . 
. An additional10-percent energy credit was made available in 1978 

' fOT certain ener,gy property to encourage businesses to conserve energy 
and develop. and-'use sources 'Of energy other than oil and gas. Also, in 
1978 the H)-percent regular investment credit was made permanent 
'and 'erlended to special' purpose· agric.ultural" structures and reha-

(15) 
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bilitated buildings. In 1980, the energy credit was increased for cer­
tain types of energy property. 

In addition to buildings and their structural components, eligible 
property generally does not include (1) property used for tax exempt 
or governmental functions, (2) property used predominantly outside 
the U.S., (3) propert.y used for lodging or residential use, (4) certain 
oil and gas fired boilers, (5) air conditioning units, (6) houses, and 
(7) :property amortized under certain special provisions (e.g., amor­
tizatIon of certified historic rehabilitation expenditures under sec. 
191). Also, buildin~s and their structural components generally do not 
qualify for the credit. 

2. Useful life limitations 
To minimize the bias that a fixed percentage credit would provide 

in favor of investments in short-lived assets, Congress in 1962 allowed 
a full credit of 7 percent only for property with a useful life of 8 years 
or more. Property with a useful life of 6 or 7 years received two-thirds 
of that amount (4% percent) and property with a useful life of 4 or 5 
years received one-third of that amount (2% percent). Since 1962, the 
amount of the credit has been increased and the minimum useful lives 
have been shortened by 1 year so that. under present law, prOlperty 
with a useful life of 7 years or more is allowed a fulll0-percent credit. 
Property with a useful life of 5 or 6 years is allowed a 6% percent 
credit, and property with a useful life of 3 or 4 years is allowed a 3% 
percent credit. 

3. Recapture of credit 
If the taxpayer disposes of investment credit property or the prop­

prty otherwise ceases to be qualifying property (e.g., the property is 
converted to personal use or removed from service) before the end 
of its estimated useful life, the credit must be recomputed using the 
actual period of time the property was held. Any difference between 
the credit allowed and the recomputed credit results in an increase 
!n tax for the year of disposition or cessation (i.e., the excess credit 
IS "recaptured"). 

For example, assume $50,000 of property with an estimated useful 
life of 7 years is placed in service by a calendar year taxpayer on De­
cember 1, 1981. The taxpayer is allowed a $5,000 credit (10 percent 
of $50,000) against his 1981 tax liability. If the property is sold on 
February 1, 1983, the recomputed credit would be zero because the 
property was actually held for only 14 months. Thus, the tax for cal­
endar year 1983 would be increased by $5 ,000. If the property were 
instead sold on .Jannary I, 1985. the recomputed credit would be 
$1,667, which is a 3% percent credit based on an actual useful life 
of 3 years and 1 month. Thus, the tax for 1985 would be increased by 
$3,333. which is the difference between the recomputed credit and the 
credit allowed. 

4-. Used property limitations 
Under the original version of the investment credit in 1962, only 

$50,000 of the cost of used property was taken into account for any 
taxable year. The eligible cost of used property was limited because 
Congress wallted to expand the , existing a~set ba~e. Hpwever, be-
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eause of the greater dependence of small business on used' property, a 
limited credit was made available ·for newly acquired used ,property. 
The originll;l $50,000 limitation was increased to,$100,OOO in 1975 . 

. To prevent a double allowance when'llsed' propert-y::is'traded in on 
, used property, or when used property is disposed-of ,and 'other used 

. property "similar or related in service or"use" is' acquired as a, replace­
.··ment, the cost otherwise allowable for the ' used property acquired 

under these circumstances is reduced by the adjusted basis of the dis­
posed property. However, this. reduction in the credit .for acquired 
used property does not apply if any of the credit or the property dis-

' . posed ofis recaptured be'Causeof an "early disposition." 
5; Tax liability limitation 

, " Asoriginally enacted;,the regular investment credit could be used to 
offset ·the first $25,000 of tax' lIability plus 50 percent.of ,tax liability 
in excess of $25,000. ,The limitation was intended to .prevent the credit 

. (in combination with other credits) from relieving large taxpayers of 
substantial tax liability in anyone year. Under the original version, 

-any unused credit earned in a taxable year could be carried . back 
against tax liability for the 3 preceding years ,and carried forward 
against tax liability: for the 5 succeeding years. The carryover p,eriod 
was later extended to 7 years to minimize the numbel~ of cases in which 
there' would ,be a loss of credits. 

Under ' present · law, the an vestment credit is a ppEed against tax 
.~ liability under a; first-in first~out (FIFO) rule requiring the applica­
-, tion.of carryovers, .credit earned for the taxable year, and carrybacks, 
• in ' that , order. In some situations, the tax liability limitation still 
-could prevent full use of the credit (i.e., credits. cannot be carried for­
ward more than 7 years). To minimize the extent to which the tax 
liability limitation operated to prevent permanently the use of other­
wise aHowablecredits. Congress in 1978 increased the, limitation on 
the amount of credit that can be used to offset tax liability exceeding 

,$25,000 by 10 percentage points per year over a 4-year period. The 
percentage limitation .WIl;S 60 percent for' 1979 and 70 percent for 
1980 .. In 1981, the percentage is 80 percent and for 1982 and subsequent 
years the percentage will be 90 percent.10 

6 •. Progress expenditures 
In general,the credit is . earned in the year property is placed in 

serviee. -However, Congress felt that the "placed in service" rule 
created an inequity for property that requires payments to be made 
over a' long construction period. Thus, in 1975, Congress permitted 
the credit for progress expenditures made during the construction 
period for property with an expected useful life of 7 years or more 
and a normal construction period of 2 years or more. 

In general, progress expenditures are amounts paid (or incurred 
for self-constructed property) for the construction of eligible property. 
,For selfcconstructed property,Il progress expenditures are taken into 

10 The energy credit may be used to offset 100 percent of tax liabilit.y remain-

lnt~~;e~l~l~~a~~~~!~~t~~~fe~a[f ai~di~~~!Oc;=~:!' to believe that the taxpayer 
wUl bear directly more than half of the construction costs. 



account at the time anamou.nt is properly chargeable to capital account 
for the property. For property that is not self-constructed, progress 
expenditures generally are taken into account when an amount is 
actually paid for the property, but only to the extent there has been 
progress in construction. Amounts borrowed from the supplier or 
manufacturer are not taken into account as progress expenditures. To 
prevent a manufacturer from certifying unrealistic amounts of 
progress on a proiect, progress is deemed to occur not more rapidly 
than ratably in the absence of contrary evidence. 

Under proposed Treasury regulations interpreting this provision, 
it appears that progress expenditures do not include amounts paid or 
incurred prior to commencement of physical work on the property 
(Prop. Treas. Reg. § 1.46-5). Anv amount not taken into account as 
progress expenditures, such as an amount borrowed from the manu­
facturer, is taken into account in the year the property is placed in 
service. 

The credit for the year the property is placed in service is first deter­
mined without regard to whether progress expenditures have been 
taken into account in computing the credit during the construction 
period. The credit otherwise allowable is then reduced by the credit 
earned during the construction period. 



II. ADMINISTRATION'S PROPOSED ACCELERATED COST 
RECOVERY SYSTEM (H.R. 2(00) 

A. Overview 

For most depreciable assets, the bill would replace existing deprecia­
tion rules, which are based on a useful life concept, with an accelerated 
cost recovery system (ACRS). ACRS would permit recovery of cap­
ital costs using accelerated methods of depreciation over predeter­
mined recovery periods ' unrelated to, but generally substantially 
shorter than, present law use·fullives. However, recovery periods for 
some personal property would be lengthened, e.g., certain special man­
ufacturing tools. 

The bill would require the cost of most personal property, whether 
new or used, to be written off over a 5-year recovery period. A 3-year 
recovery period would be'required for automobiles, light duty trucks, 
and tangible property (other than buildings and their structural com­
ponents) used in connection with research and experimentation. A 
lO-year recovery period would be required for public utility property 
(other than buildings) with an ADR midpoint life. exceeding 18 years 
under present law. The bill would provide for deductions equivalent to 
those allowed by using the 200 percent declining balance method for 
the first year and then switching to the sum of the years-digits method. 
(,this combination of methods is the fastest permitted under present 
law.) The additional first-year depreeiation allowable under present 
law (see 179) wonld be repealed. 

Real property, other than qualified owner-user buildings, would be 
required to be depreciated using the straight-line method over recovery 
uf\riods generally shorter than ac~epted useful lives under present law. 
The recovery period would be 18 years for residential rental housing 
and 15 years for low-income rental housing and all other buildings. 
Qualified owner-user industrial, distribution, rund research and experi­
mental structures would be written off over 10 years at the sameaccel­
er!llted rates as 10-year personal property. 

New property and, in general, used property placed in service af­
ter December 31, 1980, would be subject to these new rules. Also,Ior 
property with a construction period of two years or more, the recovery 
period for qualified progress expenditures would begin when the ex­
penditures are made rathe·r than, as under present law, when the asset 
is placed in service. 

There would be a five-vear phase-in of the system for 10-year and 
most 5-year property and a three year phase-in of 15-year real prop­
erty. Thus, ACRS would not be fully effective until 1985. 

The bill would shorten the requirement for the fulll0-percent in­
vestment credit from 7 vears to 5 years. Assets qualifying for a 3-year 
writeoff would be eligible for a 6cpercent investment credit. In addi-

(19) 
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tion, the investment credit (as well as the WIN and jobs tax credits) 
carryover period would be extended f.rom ~ to 10. yea~s. Investment 
credit recapture rules also would be lIberalized. The bIll also would 
increase the net operating loss carryover period to 10 years from the 
present law 7-year period. 

B. Recovery of Capital Costs 

1. Eligible property 
Generally, the capital cost of most assets used by a taxpayer in the 

taxpayer's trade or business or held for the production of income would 
be recovered under ACRS. Tangible personal property would be placed 
either in the 3-year, 5-year, or 10-year class. Qualified owner-user 
buildings also would be placed in the lO-year class. (Property placed 
in these three recovery periods is referred to as "recovery property." 
The classification of owner-user buildings is discussed more thoroughly 
below in sedion 3. "Recovery period".) Real property, other than qual­
ified owner-user buildings, would have mandatory periods of 15 or 18 
years, which are generally shorter than those allowable under present 
law. (Property placed in these two recovery periods is referred to in 
the pamph12t as "other real property.") 

H.owever, eligible property does not include: (1) property placed. in 
serVlCe by the taxpayer before January 1, 1981; (2) property for wInch 
the taxpayer properly elects to use a method of depreciation not ex­
pressed in a term of years (except certain railroad property depre­
ciated nnder current law using the retirement-replacement-better­
ment (RRB) method); (3) eligible property for which amortization 
is properlv elected; or (4) property which is a leasehold improvement 
depreciable over the term of the lease. Finally, pnblic utility property 
would be eligible only if the normalization method of accounting is 
used in ratemaking. 

An "anti-churning" rule is provided in the bill to prevent the basis 
of property held by the taxpayer (or a related person) before J an­
uary 1, 1981, from being recovered under ACRS by transferring- such 
property after .January 1, 1981, to a related party. Instead, if such 
transfers 'arc made, costs would be recovered over extended recovery 
periods using the straight-line method of depreciation. (See discussion 
below under "Recovery period".) 

2. Computation of recovery deduction (method) 
Recovery property 

The recovery deduction would be determined by applying a statu­
tory percentage to the unadjusted basis of the recovery property. The 
applicable percentage to be applied to the unadjusted basis of the re­
covery property would depend on the propertv's clflss and the recovery 
y~ar. ~ ~ recovery deduction would be allowable in the year of an asset's 
dISPOSItion. The percentages are set forth in the following table . 
. In g-enera1, u~e of this table would result in a deduction approximat­
m~ ~he deduction that. w<;mld result from using-(l) 200-percent de­
clImng balance deprf'ClatlOn for t,he first year of the recovery period, 
(2) sum of the year-digits deprecia,tion for later years, (3) an averag-
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ACCELERATED COST RECOVERY TABLE 

The applicable percentage for the 
class of property is-

If the recovery year is- to-year 5-year a-year 

1 _____________________________ _ 
2 _____________________________ _ 
3 _______ -::. _____________________ _ 
4 _____________________________ _ 
5 _______________ ______________ _ 
6 _____________________________ _ 
7 ____________ . __ ________ _______ _ 
8 _____ ________________________ _ 
9 _____________________________ _ 
10 ____________________________ _ 

10 
18 
16 
14 
12 
10 
8 
6 
4 
2 

20 
32 
24 
16 
8 

33 
45 
22 

ing convention (under which a half year of depreciation is allowable 
for an assets for the first taxable year regardless of when placed in 
service during the taxable year), and (4) no reduction of depreciable 
basis for salvage value. 

Other real property 
Capital costs of real property other than qualified owner-user build­

ings would be recovered, without reduction for salvage value, over the 
applicable recovery period using the straight-line method. The recov­
ery deduction for the year the property is first placed in service or for 
the year the property is retired would be a portion of the full year 
allowance based on the number of days the property is adually in 
service during such taxable year in comparison to the number of days 
in the taxable year. 
3. Recovery period (in lieu of useful life) 

Recovery property 
Recovery property (tangible personal property and qualified owner­

user buildings) placed in service after December 31, 1980, would be 
classified either as 10-year, 5-year, or 3-year property. The capital costs 
of the properties within a particular class (other than property placed 
in service during a phase-in · period) would be recovered over the 
applicable recovery period (10,5, or 3 years). 

The three-year class would include (1) automobiles, (2) light-duty 
trucks, and (3) ta<ngihle property (other than buildings and their 
structural components) used in connection with research and ex­
perimentation. 

The ten-year class would include (1) public utility property (other 
than buildings and their structural components) with an ADR mid­
point l.ife gr~ater than 18 years and (2) qualified owner-user build­
mgs (mcludmg all structural components). The structural compo­
nents of owner"user buildings also would be 10-year property. A quali­
fied owner-user building would be an industrial building or dist.ribu­
tion facility owned by the taxpayer (other than as a condominium), 



22 

80 percent of the usable area of which is used by the taxpayer for in­
dustrial or distribution purposes. For this purpose, industrial use is 
direct use for manufacturing, production, extraction, cultivation of 
the soil, raising of livestock (including poultry), or the furnishing 
of transportation or communications services. A building used as 
public utility property or as a research facility used in connect.ioll 
with any of the preceding activities also would be an industrial bUlld­
ing. A distribution facility would be a building used directly for the 
storage or sale of goods. 

Under this definition of industrial buildings and distribution facil­
ites, amusement, health care, educational, general office, and service 
facilities, for example, would not qualify for inclusion in the 10-year 
class. This would be true even if, for example, the general offices ,,,ere 
associated with a nearby manufacturing plant. To qualify as an owner­
user building, the building must be owned and used as described above 
when the building is first placed in service by the taxpayer and for all 
subsequent taxable years the building is owned by the taxpayer. If a 
building should cease to be a qualified owner-user building, unrecov­
ered capital costs would be recovered using the recovery period appli­
cable for real property of its class (generally, 15 years unless the new 
use is for residential rental housing) less the number of years over 
which recovery deductions have already been allowed the taxpayer. 

Recovery property not included in either the 3-year Dr 10-year 
classes would be in the 5-year class. 

Extended recovery periods would be provided to prevent the 
churning of used assets solelv to obtain the benefits of ACRS. 
These anti-churning rules would apply, in four circumstances, tD prop­
erty acquired directly or indirectly from a person who used the prop­
erty prior to 1981. FIrst, the rules 'would apply to property leased hack 
to the prior owner. Second, property acquired from a related prior user 
would be subject to the extended recovery periods.1 Third, the anti­
churning rules would apply to property acquired from a prior user 
who is engaged with tne taxpayer in trades or business under common 
controJ.2 Finally, tne rules would apply if the property were acquired 
in a transaction the principal purpose of which was avoidance of the 
nost-1980 effective date. These transactions would be described in 
Treasury regulations. 
If the anti-churning rules apply, the costs of the transferred proiJ­

erty would be recovered using the straight-line method of deprecia­
tion over the following extended recovery periods: 3-year property-
5 years; 5-year property-lO years; 10-year property other than 
owner-user buildings-20 years; and lO-year owner-user building&-
30 years. (These extended recovery periods are used for several other 
purposes under the proposal including the computation of earnings 
and profits, the computation of depreciation of assets used overseas, 
and the determination of tax preferences for minimum and maximum 
tax purposes.) 

1 Related parties would be defined as in sections 267(b) and 707(b) (1) except 
that a 10-percent control test would be substituted for the 5O-percent test in 
those sections. 

• Common control would be as defined in sections 414 (b) and (c), except that 
"more than 50 percent" control would be substituted for "at least 80 percent" 
control. 
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Other real' property 
Mandatoryrecovery periods would also be assigned to real property 

(including all structural components) other than qualified owner-user 
buildings. The recovery period would be 18 years for residential rental 
housing and 15 years for low-income rental housing and all other 
buildings. 

An "anti-churning" rule identical to the one described above for 
recovery property is included in the bill for real property with 15-year 
and I8-year recoveny periods. In such cases, the recovery period would 
be extended to 30 years. 

Foreign assets 
The capital costs of recovery property used predominantly outside 

the United States would be recovered using the straight-line method 
of depreciation over the following extended recovery periods: 3-year 
property-5 years; 5-year property-lO years; lO-year property other 
than owner-user buildings-20 years; 10-year owner-user buildings-
30 Y(lars. Other real property located outside the United States would 
have a recovery period of 30 years. 

C •. Start of Depreciation 

Under the Administration's bill, the capital cost of recovery prop­
erty. would generally continue to be taken into account beginning in 
the year the property is placed in service, as under present l,aw.2 How­
ever, the bill would extend to depreciation the progress expenditure 
rules now applicable only to the investment credit. Thus, if the prop­
('I'ty qualifies for progress expenditure treatment, depreciation as well 
as the investment credit could be claimed during the construction pe­
riod. The revisions made by the bill in the progress expenditure provi­
siom; for the investment credit (discussed below) would apply to prog­
ressexpenditure treatment .for depreciation. Thus, -the 7~year useful 
life requirement would be removed and progress expenditure treatment 
would be made mandatoryior qualifying property. 

Progress expenditures for a particular tax year would have arecov­
ery period separate from the recovery period for. progr-ess expendi­
tures for other taxahle years. For depreciation, a progress expenditure 
for a particular.year would be treated as a separate item of property 
placed in service in the year. in which thecprogress expenditure is 
made. For example, for 5-year property with a 5-yearnormal con­
struction period, progress expenditures made in the first-year of con­
struetion would be recovered over a 5-year period beginning in the 
year. the progress expenditure was made and ending in the year the 
property is placed in service. Progress expenditures made in the second 
year of construction would be recovered over the5-year period be­
ginning in the year the progress expenditure. is made and ending in 
the first year after the year the property is placed in service, and so on. 

• An ·average eonventionfor depreciation is built into the statutory recovery 
percentage. Thus, although under the general rule depreciation would begin in 
the -year the-,property is placed in service, the amount of depreciation for the 
first year is one-half of the amount otherwise allowable. 
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D. Minimum Tax and Maximum Tax 

Unlike present law, which treats accelerated depreciation on real 
property and aceelerated depreciation on leased personal property as 
items of tax preference subject to the minimum tax, the Administra­
tion's bill would treat only accelerattld depreciation on leased personal 
property as an item 'Of tax preference. The amount 'Of the tax prefer­
ence f'Or leased pers'Onal property would be t1he amount by whICh the 
recovery deductiDn allowed exceeds the amounts that wDuld have been 
allowable if the deduction had been calculated using the straight-line 
method over the extended recovery peri'Od. The extended rec'Overy 
period wDuld be 5 years for 3-year prDpert.y, 10 years for 5-year prop­
erty and 20 years for 10-year personal prope.rty. As under present law, 
accelerated depreciation on leased personal pr'Operty would n'Ot be an 
item 'Of tax preference for corp'Orations 'Other than subchapter S cor­
porations and personal holding companies. 

AlthDugh accelerated depreciation wDuld be permit.ted on qualified 
owner-user buildings, the bill would not make this acceleration of 
depreciation an item of tax preference. Other real property would be 
depreciated oYer generally shortened recovery periods using only the 
straight-line method. The hill would not treat the acceleration of de­
preciation attributable to the use 'Of a life shDrter than the prDperty's 
actual useful life as a preference. 

E. Investment Tax Credit 

1. Useful life limitations 
As a part of its accelerated cost recDvery system. the Administra­

tiDn's bill WDuld revise the investment credit useful life limitatiDns fDr 
recoyery ])roperty. Under these rules. the useful life of recovery prop­
erty ',ould be the recovery period determined under the accelerated 
cost recovery system. FDr 5-year recovery prDpertv and 10-year reC'O\'­
ery property (other than real prDperty), the credit would be 10 per­
cent. For 3-year recovery property, the credit would be 6 percent. The 
credit for property that is nDt recDvery property wDuld cDntinue to be 
determined under the applicable present law rules. The present law 
rules relating t'O rehabilitatiDn expenditures would continue tD apply. 
2. At-risk limitation 

The AdministratiDn's bill would apply an "at-risk" limitation on the 
allowance of the investment credit and energy credits. The limitation 
would be simil ar to the at-risk limitation that presently applies to 
losses (sec. 465). 

Under the Administration's bill, the cost used to compute the invest­
ment credit and the energy credit would nDt include inves~d amounts 
that are not at risk. In general. an amount wDuld nDt be at risk if the 
amount. was financed by debt t!he taxpayer is nDt. persDnally required 
to repay. This is the same general at-risk rnle that applies under pres­
ent law for lDSS limitation purposes. 

,rust as losses are susnended under the present loss limitation rule, 
credits that are nDt allowed hv reas'On of the nroposecl limitation 
would be snspended and all'Owed in Jater vears if the amount at-risk 
increases. Also, if t.he amount at.-risk weTe redueed in later years. there 
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,would be a recapture of previously allowed credits in much the same 
fashion as,}osses are reoaphu-ed under the loss limitation rule of 

, present law. 
The credit limitation rule would apply. to taxpayers engaged in 

'aetivities subject to the loss limitation rules of present law. Thus, 
.individuals, subchapter S corporations, and certain closely held corpo­
rations'WOldd be subject to the-proposed credit limitation rules. 
3.. Year credit earned 

-The bill 'would revise. the progress expenditure rules, which pennit 
-the credit to be taken during the construction period for property ~ith 
• an estimated useful life of 7 years and a normal constrllctIon period 
of 2 years or more. The biH would make progress expenditure treat­
ment mandatory and would eliminate the requirement that the prop­
erty have a 7-year useful life. The2-year normal construction period 
requirement and the distinctions 'between self-constructed and nOl1self­
constructed property would be retained. 
4. Recapture of credit 

The present law rules, whi()h require a recomputation of the credit 
upon early disposition of property based on a comparison of the credit 
allowed and the credit that would have been allowable if the actual 
useful life had been used, would be revised. In general , the revisions 
would (1) conform the recapture rules for recovery property to 
the revised useful life requirements contained in the proposal and 
(2) revise the recapture mles to permit the taxpayer to retain, in effect, 
a credit of 2 percent for each year the property is held by the t,axpayer. 

For 5-year and lO~year property, all credit allowed would be recap­
tured for property held less than 1 year. The amount of credit re­
captured in each year thereafter would decrease ,at a rate of 20 percent 
per year. No recapture would be required after 5 years. . 

-For 3-year property, the entire credit claimed would be recaptured 
for property held less than 1 year. If the property were held for 1 year 
but less than 2 yea'rs, 66 percent of the credit would be recaptured. If 
the property were held 2 years but less than 3 years, 33 percent of the 
credit would be recaptured. No recapture wonld be required after 
3 years. 

F. Effective Date 

The accelerated cost recovery system, in general, would apply to cap­
ital investments made after December 31, 1980, HoweveT, transitional 
rules require a phase-in of the recovery periods for certain property. 

As set forth in the table below"lO"year property and most 5-year 
property would have a 5-year phase-in and J5-year property would 
have ·a 3-year phase-in. There would be no phase-in for the invest­
ment credit or for 3-year property, IS-year property, or retiremen~­
replacement-betterment property that is recovery property. In addI­
tion, for 5-yearproperty, the taxpayer could elect to use the 5-year 
recoyery period without a phase-in for the first $100,000 of investment 
in 5-year property for each year of the phase-in. Accelerated rates to 
be used in computing the recovery deduction during the . phase-in 
period would be provided by the Treasury. These mtes would be based­
on the same methods and principles used in determining the rates for 
the regular recovery periods. 
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Table 5 

EFFECTIVE DATE OF ADMINISTRATION PROPOSAL 

Transition year 
If )ower Jimit or permitted ADR 
nreis-

5-yr property _______ 5.5 yrs or less ______________ _ 
6 to 6.5 yrs ________________ _ 
7 to 7.5 yrs ________________ _ 
8 to 8.5 yrs ________________ _ 
9 yTs or more _______________ _ 

10-yr property ______ Alllives ___________________ _ 
15-yr property ______ Alllives ___________________ _ 

1982: 
5-yr property _______ 6.5 yrs or less ______________ _ 

7 to 7.5 yrs ________________ _ 
8 to 8.5 yrs ________________ _ 
9 yrs or more _________ - ___ - - -

10-yr property ______ Alllives ___________________ _ 
15-yr property ______ Alllives ___________________ _ 

1983: 
5-yr property _______ 7.5 yrs or less ______________ _ 

8 to 8.5 yrs ________________ _ 
9 yrs or more _______________ _ 

10-yr property ______ Alilives ___________________ _ 
15-yr property ______ Alilives ___________________ _ 

1984: 
5-yr property _______ 8.5 yrs or less ______________ _ 

9 yrs or more _______________ _ 
10-yr property _ . ____ Alilives ___________________ _ 
15-yr property ______ All lives ___________________ _ 

1985: 
5-yr property _ _ _ _ _ _ _ All lives ___________________ _ 
lO-yr property ______ Alllives ___________________ _ 
15-yr property ______ Alllives ____________________ _ 

Recovery 
period 

(years) is-

5 
6 
7 
8 
9 

18 
18 

5 
6 
7 
8 

16 
16 

5 
6 
7 

14 
15 

5 
6 

12 
15 

5 
10 
15 



III. ALTERNATIVE PROPOSALS 

A. Simplified Cost Recovery System 
("2-4-7-10")1 

1. Depreciation of personal property 
Overview 

Under the 1980 Senate Finance Committee bill, a new method of 
depreciating most tangible personal property (the "Simplified Cost 
Recovery" system) would be substituted for present depreciation 
methods, -including the Asset Depreciation Range (ADR) system. 
Generally, the new system would be mandatory for all eligible prop­
erty. Public utility property would not be eligible property. and would 
continue to be depreciated under present rules, except that the ADR 
variance for such property would be increased from 20 to 30 percent. 

The depl'L'Ciable basis of eligible property (referred to as recovery 
property) would be assigned to one of four recovery accounts. Depre­
ciation for'llSsets in these four recovery accounts would be based on 
recovery periods of 2, 4, 7, and 10 years. Most property now eligible 
forADRwoul<:lbe assigned to an account with a recove·ry period that 
is at least 40 percent shorter than the property's present asset guide­
line period (i.e., the midpoint life under the present ADR system) ex­
cept that no recovery period would be less than 2 years. The depreci­
able bases of all eligible property with the same recovery period would 
be placed in the same open-ended recovery account. 

The amount of the allowable deduction would be determined for 
each recovery account by using a declining balance method of depre­
ciation .. The taxpayer could elect annually for each account one of 
three declining balance raltes (200 percent, 150 percent, or 100 percent 
of the straight-line rate based on the recovery period for the account). 
The amount of.the recovery deduction would be subtracted from the 
account balance to establish the opening balance in the account on 
which the subsequent year's recovery deduction would be computed . 

. Generally, no gain or loss . would be recognized on the disposition of 
recovery property. In general, the ,amount realized on a disposition 
would reduce the balance in the account: as a result, the recovery 
deductions in the current and subsequent. taxable years would reflect 
this reduction. If the amount realized from the disposition of recovery 
property reduces the. balance of the account to a negative amount, such 
amount generally would be recaptured as ordinary income. 

Under other provisions of the bill, a taxpayer would be permitted 
to make an annual election to currently deduct or "expense" up to 
$25,000, of the costs of new or used tangible personal property pur­
chased for use in the taxpayer's trade or business and placed in service 

1 Reported by the Senate Finance Committee in the 96th Congress as 
amendment to H.R. 5829 (S. Rept. 96--940. 

(27) 
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during the taxable year. This provision would replace the present pro­
vision which permits a taxpayer to elect an additional first year depre­
ciation- allowance for qualified property places in service during a 
taxable year (sec. 179). 

Recovery property 
Most tangible personal property presently subject to an allowance 

for depreciation would be included in the new simplified cost recovery 
system. Eligible property, referred to as "recovery property," gener­
ally would include both new and used tangible personal property that 
is placed in service after December 31, 1980. Such property would be 
tangible property described in section 1245 ( a) (3), except elevators, 
escalators, and certain real property subject to amortization. However, 
recovery property would not include: (1) public utility property; 
(2) certain livestock (described in section 1231(b) (3», unless the 
taxpayer elects to treat such livestock as recovery property; (3) prop­
erty that may be amortized (in lieu of depreciated) and for which the 
taxpayer elects such amortization; (4) property subject to a method 
of depreciation not expressed in a term of years (such as property 
depreciated under the units of production or machine-hour methods of 
depreciation). if the taxpayer elects to exclude such property; 
(5) leasehold improvements depreciated or amortized over the term of 
the lease; (6) certain boilers fueled by oil or gas (as described in sec­
tion 167 (p»; (7) property depreciated under the retirement-replace­
ment-betterment method; and (8) property used predominantly 
outside the United States (within the meaning of section 48(a) (2» 
during the taxable year. Personal property that is not recovery prop­
erty would be depreciated under methods permitted by present law. 

Openended recovery accounts 
Under the simplified cost recovery system. the depreciable basis of 

recovery property would be placed in one of four open recove,ry ac­
counts. Under an open account system, the costs of all eligible prop­
erty with the same recovery period would be placed in the same open 
account regardless of the year of acquisition. Used and new recoverv 
properties would be ag~regated in the same reoovery account. This 
system wonld apply in lieu of closed vintan-e accounts nnder the ADR 
system and other tvnes of closed accounts for non-ADR a&'lets . 
. The amount added to the recoverv account would be the taxpaver's 

cost or other basis in the propertv without red11l'tion for salvage value. 
Qualified progress pxpenditures- wonld be pdded to the anpropriate 
recoverv account if the taxpayer so elects. As an avem,qing convention, 
one-half of the copt of the recovery propert.v (other than nrogress pav­
ments previouslv taken into acconnt) wonld be added to the account in 
the vpar the asset is placed in service. The remaininn- half of the cost 
would be added to the account in the subsequent taxable year. 

Recovery periods 
The recovery neriods of the four recovery accounts would correspond 

to deprf'ciation terms of 2. 4_ 7. and 10 vears. Thf' svstem nrovic1f's that 
propertv wouln be assin-ned to a recoverv account with the longest 
recovery period that is at least 40 percf'nt shorter than the property's 
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present asset guideline period under the present ADR system, except 
that no recovery period would be less than 2 years. The bill specifically 
provides that the Treasury Department would have the authority to 
shorten, but not lengthen, the asset guideline period of any asset class. 

The bill would permi,t a t1axpayer to eleat to pIMe property in a 
reeoyery account having the next longer recovery period than the 
reeovery period otherwise prescribed for that property. The election 
would apply both for depreciation and investment credit purposes. 
This election could be made for the taxable year in which the property 
is placed in service or, if qualified progress expenditures are recovered 
in earlier years, for the first taxable year in which such expenditures 
for the propertv are placed in a recovery account. 

Assets would be assigned to recovery accounts in accordance with the 
following schedule: 

A88et guideline period Recovery period (year8) 
6.5 years or less___________________________________________ 2 
7.0 years to 11.5 years _________________________ ~----------- 4 
12.0 years to 16.5 years____________________________________ 7 
More than 16.5 years______________________________________ 10 

For example, assets used to manufacture clothing, which now have an 
asset guideline period of 9 years, would be placed in a recovery account 
with a 4-year recovery period (unless an election is made to place 
them in a recovery account with a 7-year recovery period) . Equipment 
placed in the 7-yeur class would include the following types of assets, 
which now have an asset guideline period of 12 years: assets (other 
than special tools) used in the manufacture of fabricated metal prod­
ncts, electrical equipment, motor vehicles, ships, and railroad cars. The 
bill would require the Treasury to publish simplified tables setting 
forth these shortened recovery periods and to establish the recovery 
periods of those types of tangible personal property not currently 
covered under the ADR system. 

Computation of the annual recovery deduction 
The amount of the allowable recovery deduction for any taxable 

year would be computed by using a declining balance method. For 
each recovery account, the taxpayer would eled annually one of 
three declining brulance rates (200 percent, 150 percent, or 100 per­
cent). The recovery deduction fora particular taxable veal' would 
then be computed by multiplying the end-of-the-year balance of 
unrecovered costs in the recovery account by a recovery percentage. 
Tho recovery percentage would reflect the number of years in the 
recovery period and the dedining balance method elected for that 
year. The amount of the allowable rooovery deduction would be sub 
tractedfram t,he 'acrOUll't to determine the opening balance in the ac­
count for the following year. 

For examnle, assume the unrecovered costs in the 4-year recovery 
account at the end of the taxfllble year are $1,000. I:f the taxpayer 
elects t.he, Q.OO-nercent declining balance method, the recovery percent­
fI~e would be determined bv dividing the declininp- bal:mce nercentage 
bv t11P number of years in the recovery period (200 divided by 4). The 
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recovery percentage would be 50 percent and the recovery deduction 
allowable for the taxable year would be $500. The balance in the 
account used to determine the recovery deduction for the subsequent 
year would be $500, increased or decreased by any additions to, or sub­
tractions from, the account for that year. Thus, if in the example the 
taxpayer placed in service in the second year an additional $1,000 of 
equipment assigned to the 4-year recovery account, the account balance 
would be increased to $1,000 ($500 ending balance from year 1 plus one­
half of cost of additions ($500)). The deduction for that account in 
the second year would be $500 (50 percent of the new $1,000 balance). 

Additions would be made to an account in the years qualified assets 
are placed in service, or, if an election is made, in the years qualified 
progress expenditures are made. A subtraction would be made from 
the account balance equa'l to the amount of depreciation allowed for 
the year plus the amount realized, in the C~$e of the sale of an asset 
assigned to the accolmt, or the fair market value of the asset, in the 
case of a transfer other than by a sale (except for like-kind p-xchanges, 
involuntary conversions, and certain other transactions). If the balance 
of an account at the end of the taxable veal', but prior to computation 
of deprec.iation, is either zero or a negative amount, no recoyery deduc­
tion would be allowed for the year. 

Disposition of assets and recapture 
Under the simplified cost recovery svstem, gains and losses on the 

disposition of recovery property generallv would be deferred. Instead 
of immediate gain or loss recognition, the amonnt. rpaliz('n on the nis­
position would reduce the balance in the account which, in turn, woulll 
reduce the amount of recovery deductions in the year of the disposition 
and subsequent years. If the amount realized reduces the balance in the 
account to a negative amount, such amount generally would be recap­
tured as ordinary income. However, the recapture would be reduced 
to the extent of the remaining one-half of the depreciable bases of 
assets placed in service during the taxable year (or the remaining one­
half of qualified progress expenditures made) . 

Property that ceases to be recovery property, such as property 
which is converted to personal use or to'a use predominantly ontside of 
the United States, would be treated as if it were disposed of during 
the taxable year in which it ceases to be recovery property. The bal­
ance of the recovery account to which it is assigned would be reduced 
by the fair market value of the property at the time it ceases to bn re­
covery property. If such property continues to be depreciable property 
in the hands of the taxpayer (as it might if it were used predominantly 
outside the United States) , the property's basis would be its fair 
market value at the time it ceased to !be l;ecovery property. 

Public utility property 
Capital costs of public utility properly would not be recovered 

under the new simplified cost recovery rules. Rather, snch properly 
would continue to be depreciated under existing rules. However. the 
present 20-percent variance in useful rules allowed under the ADR 
depreciation system would be increased to 30 percent for public 
utility properly placed in service after December 31,1980. 
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Earnings and profits 
The amount of depreciation used to determine earnings and profits 

would approximate the deduction allowa;ble under a straight-line 
method of depreciation over the shortest useful life in the asset depre­
ciation range (ADR) system (generally the most accelerated method 
of computing depreciation for earnings and profits purposes under 
present law). To achieve this result, the recovery deduction used in 
computing earnings and profits would be the amount which would have 
been determined for the taxable year under the recovery system if the 
declining balance percentage elected by the taxpayer for each taxable 
year had been 100 percent divided by the number of years in the 
recovery period. 

Minimum tax and maximum tax 
Personal property owned by noncorporate lessors would be recovery 

property, unless it is specifically excluded from such treatment by 
another specific provision in the system. The rule in the minimum tax 
which treats accelerated depreciation on personal property leased by 
noncorporate lessors as an item of tax preference also would apply to 
recovery property. For any class of recovery property, the amount 
of the tax preference would be the amount by which the recovery 
deduction attributable to the portion of the class subject to a lease 
exceeds the deduction which would have been allowable as a recovery 
deduction with respect to such portion of the class if it were computed 
for all taxable years using a rate of depreciation equal to 80 percent 
divided by the number of years in the recovery period for such class. 
This computation of the amount of tax preference item is intended 
to approximate the present law amount. 

Although accelerated d"preciation on leased recovery property 
would be a tax preference item for noncorporate lessors for purposes of 
the minimum tax, it would not be a tax preference item for purposes 
of reducing the amount of personal service taxable income which is 
subject to the maximum tax. 
2. Revised useful life requirements for investment tax credit 

As a part of its revision of the cost recovery structure, the bill would 
revise the rules relating to useful life qualifications of property 
for the investment tax credit. These rules would apply to the invest­
ment tax credit available both for property subject to the new cost 
recovery system and other property, including public utility property. 
Under these rules, the useful life of any recovery property would be 
the recovery period determined under the cost recovery system and 
the useful life of any other property would be the useful life used in 
computing the allowance for depreciation under the normal deprecia­
tion rules (sec. 167) for the,taxable year which the property is placed 
in service. For property with a useful life (or recovery period) of 
2 years or more but less'than 4 years, a 2 .. 5-percent regular investment 
credit would be ltvaila1ble. H the useful life (or recovery period) is 
4 years or more but-less than 7 years, the regular investment credit 
would he 6 percent. If the useful life (or recovery period) of the 
property is 7' years or more, the regular investment credit would he 
10 percent. 
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3. Optional approaches to depreciating teal property 
The bill would provide several new elective approaches to depreci­

ation of real property (without eliminating the present law methods). 
First, a taxpayer could elect to depreciate structures over a period of 
20 years using the straight-line method and composite depreciation. 
(Under composite depreciation, the entire structure must be depreci­
ated over a single life; under component depreciation, each of the dif­
ferent parts of the structure are depreciated over different lives.) 
Second, a taxpayer could elect to depreciate low-income rental hous­
ing over 15 years using the straight-line method and composite depre­
ciation. Third, certain owner-occupied business structures could be 
depreciated over a period of 15 years using the 150-percent declining 
balance method and composite depreciation. However, if this latter 
election were made, the recapture rules currently applicable to depre­
ciwble personal property would apply. Under these personal properly 
recapture rules, the sale of depreciable property would result in re­
capture (i.e., ordinary income treatment) for an amount equal to the 
lesser of the amount of gain recognized or the amount of depreciation 
deductionsallowruble. These lives would be audit-proof, I.e .. , if the 
taxpayer were to make one of these elections, the useful life could not 
be challenged by the Internal Revenue Service. 

For depreciable real property with a normal construction period 
of 2 years or more, the progress expenditure rule applicable to the 
investment credi,t under present law would be ex~nded to depreciation 
of real property. 
4. Rehabilitation tax credit 

The present 10-percent rehabilitation tax credit for industrial and 
commercial structures would be increased to 25 percent for amounts 
paid or incurred after pecember 31, 1980. Under present law and 
under the bill, costs that qualify for the credit are depreciable re­
habilitation costs incurred for the interior or exterior renovation, 
restoration or reconstruction of a building- which has been in use · for 
at least 20 yea rs. 



· B. First-Year Capital Cost Recovery System 
(H.R. 3443 and H.R. 3500) 

1. Overview 
Two bills, H.R. 3443 (Messrs. Shannon, Gibbons, Matsui, Stark, 

Ford and Downey) and H.R. 3500 (Mr. Heftel) , have ·been introduced 
proposing first,yearcapital cost recovery systems based on the Jor­
genson-Auerbach plan. Under these capital cost recovery systems, 
the capital costs of personal'property would be recovered through a 
single deduction allowable for the taxable year the asset is placed in 
service rather than several depreciation deductions spread over the 
useful life of the property. This first-year allowance would approxi­
mate the present value of the future depreciation deductions and 
the regular investment credit that otherwise would be allowable for the 
asset. 

Under conventional depreciation methods, where deductions are 
allowed over an asset's useful-life or other recovery period, capital 
costs measured in ct)llstant dollars are.not fully recovered in periods 
of high inflation. This is because the dollars recovered through future 
deductions against income have less purchasing power than the dollars 
originally invested in the capital asset. Inflation becomes, in effect, 
an additional "tax" on capital. Under a first-year capital cost recovery 
system, the dollars recoverea throup:h depreciation deductions have 
the same purchasing power as the dollars invested in the capital asset 
because the present value of all future depreciation deductions are 
allowed against income for the taxable year the asset is placed in 
service. 

The rep.;ular investment tax credit. the deduction-eauivalent of 
which is built into the first-year allowance, would not be available 
for property placed in service under this svstem. Long-lived public 
utility property would not be included under the first-year system, 
but would be depreciated under present rules with the ADR variance 
increased from 20 percent to 30 percent. 

Under both biIls.- energy credits would continue to be allowed, as 
under Present law. The ESOP credit would not be available for prop­
erty placed in service under the first-year system. Real property. 
other than low-income housing, p:eneral1y would be depreciated on 
a composite basis without reduction for salvage value over a 20-
year period using the straight-line method. Low-income housin.o: 
would be depreciated on a composite basis without reduction for sal­
vage vahle using the straight-line method over a 15-vear period. The 
nroposed first-year recovery svstems generally would be mandatory 
for new and used assets placed in service after 1980. The amount of 
Ilsed pronertv eliP"ible for the first-year allowance wouln be limiten 
for taxable years beginning in 1980· through 1983. 

(33) 
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2. Recovery of Capital Costs for Personal Property 
Eligible property 

Eligible property generally would include new and used tangible 
personal property placed in service after 1980. The amount of eligible 
used property would be limited for taxable years beginning before 
1984. 

Property excluded from the first-year recovery system generally 
would be (1) assets used predominantly outside the United States 
(within the meaning of sec. 48(a) (2», (2) certain livestock the tax­
paver elects to exclude. (3) property amortized or depreciated on a 
basis other than a term of years, (4) long-lived public utility property 
(including regulated oil pipeline property), (5) oil and gas-fired 
boilers, (6) property held for less than one year, and (7) property 
owned by certain noncorporate lessors. Excluded property would con­
tinue to be subject to present law depreciation and investment credit 
rules,although excluded long~lived public utility property would be 
eligible for a 30 percent variance from the ADR class life (rather 
than the 20 percent variance permitted under present law). 

Computation of deduction 
Eligible property would be assigned to a class for which a first­

year allowance is provided. The -assignment of property to a recovery 
class initially would be based on its present ADR class life. The 
Treasury, however, would be able to assign property to a different 
class if it determines that the first-year allowance fora different class 
would better refloot yearly declines in the real value of the property 
relative to other property. If property does not have a present ADR 
guideline life, the Secretary would make the initial assignment to 
a class in a manner consistent with the procedure for reassignment 
of property to classes. 

Under H.R. 3443, eligible property would be assigned to one of 
four classes. The classification of assets and the first-year allowances 
would be as set forth below: 

Recovery olass 
First-year 

ADR Class (years) reoovery 
peroentage 

1 _________________ _ Less than 4.0____________________ 98. 5 
2 _________________ _ 4.0 to 8.0________________________ 97.3 
3 _________________ _ 8.5 to 14.0_______________________ 94.8 
4 _________________ _ Over 14.0_______________________ 92.7 

Under H.R. 3500, eligible property would be assigned to one of 
three classes. The classification of assets and the first-year allowances 
would be as set forth below: 

ReoO'Very class 
First-year 

ADR Class (years) recovery 
peroentage 

1 _________________ _ Less than 4.5____________________ 100 
2 ______________ ___ _ 4.5 to 10.0_______________________ 95 
3 _________________ _ Over 10.0_______________________ 90 

For property that is not elig-ible for the regular investment credit 
under present law (determined without regard to the used property 
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limitations), reduced first-year allowances would be provided under 
each bill to reflect ineligibility for the credit. 

Recognition of income on sale or disposition 
Both bills contain a rule that would require the recognition of ordi­

nary income on the sale or other disposition of eligible property. 1£ 
the property is sold, the first-year recovery percentage would be ap­
plied to the sales price to determine the amount of ordinary income 
recognized. If the property were retired wi,thout being sold or ex­
ohanged or if ;the propel1ty otherwise ceased to :be eligihle property in 
the taxpayer's hands, the first-year recovery percentage would ~ 
applied to the fair market value of the property to determine the 
amount of ordinary income recognized. Under both bills, no other 
income would be recognized on the sale or other disposition of eligible 
property. 

Transition rules 
Both bills provide transition rules to phase in the first-year recovery 

system. Under both bills, used eligible property would be limited to 
$100,000 of investments placed in service in taxable years beginning 
in 1980 and 1981, $200,000 for taxable years beginning in 1982, and 
$300,000 for taxable years beginning in 1983. If the amount of in­
vestment in used property exceeds the transitional limitation, the tax­
payer would select the items that would be eligible; for a first-year 
allowance. Used property ineligible for the first-year allowance would 
be subject to present law rules for depreciation and the investment 
credit. Eligible used property would be treated as used property for 
which the investment credit is allowed and therefore would reduce 
the amount of used property eligible for the investment credit under 
the investment credit used property limitations. There would be no 
limit on the amount of eligible investment for used property placed 
in service in taxaJble years beginning -after 1983. A similar limitation 
is provided in both bills to prevent the "churning" of assets. Under 
the anti-churning rule, property would not be eligible for a first-year 
recovery allowance if, after the property is acquired by the taxpayer, 
it is used either by a person who used the property before January 1, 
1981, or by a person related to such prior user (within the meaning of 
sec. 179(d) (2 (A) or (B) of present !llaw). 

Both bills also provide phase-in rules that would defer the allow­
ance of deductions for property placed in service during the first years 
of the proposed system. H.R. 3443 would allow the deduction of only 
a portion of the otherwise allowable first-year deduction for assets 
placed in service in 1981 through 1989. The portion of the deduction 
not allowed when the property was placed in service would be -added 
to a susuense account to be withdrawn and deducted in later years 
(through 1990) under a fOl11lUla ,provided in t.he 'bill. Amounts in 
the suspense account would be increased 'annually by an amount that 
compensates for the deferral of deductions. This compensatory 
amount-similar to a nontaxable interest payment-would be com­
puted by multiplying the suspense account balance by one-half of the 
interest rate payable on deficiencies and refunds (generally 90 percent 
of the prime rate) for the veal' a per'cerrtage 'Of the suspense accmmt 
balance would be deductible as a recovery allowance in years 1982 
through 1990, and the suspense account balance would be reduced by 
the amount thus aHowed. The percentage of deductions that would be 
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currently allowed for each of the years 1981 through 1989 and .the 
percentage of the suspense account balance that would be deductIble 
as a recovery allowance in each of the years 1982 through 1990 are set 
forth below; 

Percentage of allowable currently deductible 

In the oase of property pl~ced in service during: 

1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 

The currently 
deductible 
percentage 
would be: 

35 
50 
60 
70 
75 
80 
85 
90 
95 

Percentage of suspense account balance currently deductible 
In the case of taxable years beginning in : 

The currently 
deductib~e 
percentage 
would be: 

25 
30 
35 
40 
45 
50 
55 
70 

1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 ____ _ ________ _ _ _ _ _ __ __ _ ___________________ _ ____ _ 100 

Under R.R. 3500, a phase-in rule is provided for eligible property 
placed in service after 1980 and before 1986. Nnder this rule, the deduc­
tion for property placed in service during the phase-in period wouln 
be spread over two to five years. The dedudion would not be spread 
evenly, but would be weighted toward the veal' the property was placed 
in service. The phase-in allowance under R.R. 3500 are se.t'forth below. 

In the case of property 
placed in service during: 

The percentage of the first.year allowancf> 
that would be deducted during the foJlowing 
years would be-

1981 1982 1983 1984 1985 1986 

198L____________________ 45 14 14 14 13 
1982___________________________ 63 13 12 12 
1983 _____ .____ _________________ _______ 70 15 15 
1984 __________________________ . _ _ _ _ _ __ _ _ _ __ _ 80 20 
1985 ____________ ._ _ _ _ __ _ _ _ __ _ _ _ _ _ __ _____ _ ___ _ _ _ _ __ 90 10 
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Expensing in lieu of additional first-year depreciation 
Under both bills, section 179, which allows a deduction for additional 

first-year depreciation, would be repealed. Under H.R. 3443, section 179 
would be replaced by a provision requiring that the first $25,000 of in­
vestment in eligible property be expensed, i.e., currently deducted in 
full, rather than be recovered through a lesser first-year recovery 
allowance~ If more than $25,000 is invested in a· taxable year, the 
propertjr'imbject to the mandatory $25,000 expensing rule would first 
be the property with the highest first-year recovery percentage, in the 
order of acquisition, and then property with the next highest first-year 
recovery percentage, in order of acquisition, until $25,000 of invest­
ment has been expensed. The expensing rule would not apply to estates 
and trusts. Expensing treatment would not be avaiIable with respect 
to assets "churned" between related taxpayers or assets exchanged in 
tax-free like-kind exchanges or involuntary conversions. AU members 
of a controlled group would be treated as one t'a.xpayer for purposes of 
the $25,000 limitation and the limit also would apply both to a part­
nership and to each of its partners. Another special rule is provided 
that would coordinate the first-year allowance rules and the special 
$25,000 expensing rules when they both apply to a portion of a single 
item of property. Under H.R. 3500, there is no mandatory $25,000 
expensing provision but all short-lived assets would have a first-year 
allowance of 100 percent. 
3. Real property 

Both bills would change the depreciation rules for real property 
placed in service after 1980. Under both bills, buildings and their 
structural components generally would be depreciated on a composite 
basis over 20 years using the straight-line method and no reduction 
for salvage value. Howeyer, low-income housing would be depreciated 
over a 15-year recovery period. Real property other than low-income 
housing generally would- be depreciated over a 20-year recovery peri­
od. In addition, H.R. 3500 would allow taxpayers to elect to use a 
15-year recovery period rather than the general 20-year recovery 
period, but any gain realized on disposition of the property (other 
than low-income housing) would be "recaptured" as ordinary income 
to the extent of depreciation previously taken. 

Both bills provide that structures for which an ADR guideline class 
life has been established under present law would be depreciated under 
present law rules and would be allowed a variance of 30 percent from 
the ADR guideline class life, instead of the 20 percent variance 
under present law. Such property would include farm buildings 
(guideline class life of 25 years), gas stations (guideline class life 
of 20 years), and theme park structures (guideline class life of 12.5 
years). The increased AD R variance for these assets is the same 
rule that would be applied to long-lived public utility property 
(including regulated oil pipeline property). 



C. H.R. 1053-CapitaI Cost Recovery Act of 1981 
("10-5-3") 

For most deprecia;ble assets R.R. 1053, the Capital Cost Recovery 
Act of 1981 (Messers. Jones, Conable, and others) would replace 
existing depreciation rules with a system that is, with certain excep­
tions, very similar to the Administration's proposal. 

Unlike the Administration's proposal, this bill would place all real 
property, except for residential real property, in the 10-year class. 
Also, the 3-year class would include only the first $100,000 of invest­
ment in cars and light trucks. Assets used predominantly outside the 
United States would be treated the same as other recovery property 
under R.R. 1053 while the capital costs of such assets would be recov­
ered over extended recovery periods under ACRS. 

Accelerated deductions would be equivalent to those under the Ad­
ministration's bill. Rowever, a taxpayer could, for any taxable year, 
deduct less than the allowable deduction and carryover any un­
used deductions to any succeeding year. This concept is known as 
"banking." The Administration's bill would not permit banking. 

The bills differ in their treatment of the investment tax credit. The 
investment cre,dit (and net operating loss) carryforward would re­
main at 7 years under R.R. 1053, while the Administration's bill would 
extend the investment credit (and net operating loss) carryforward 
to 10 years. The investment credit recapture provisions of the two bills 
are similar, except that in recomputing the credit under R.R. 1053. 
property held for a portion of a taxable year (other than the year of 
acquisition) would be treated as held for an entire year. Thus, under 
R.R. 1053, if an asset were purchased on December 31 by a calendar 
year taxpayer and sold on January 1 of the following year, the tax­
payer would receive credit as if the property had been held one full 
year. The Administration's bill would impose an "at-risk" limitation 
on the investment credit for certain taxpayers engaged in cel'tainac­
tivities while R.R. 1053 would impose no such limitation. For Quali­
fied progress expenditures. the Administration's bill would retain the 
present law 2-year norma] construction period limitation, but elimi­
Mte the 7-year useful life limitation. R.R. 1053 would eliminate both 
t.he 2-year normal constrllrtion neriod flncl the 7-year useful life 
limitations. In addition, R.R. 1053 would elimimite, the progress 
limitation and borrowing limitation. which apply under present law 
to nonsel£-constructed property. 

(38) 
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APPENDIX A 

ASSET DEPRECIATION RANGE SYSTEM (ADR) 

Asset 
guide­

line 

Asset depreciation range (in years) 

c1ass l Description of assets included 

32.11 

00.22 
01. 23 
34.01 

37.12 

30.21 

00.241 
00.26 
20.5 

30.11 

01. 24 
49.121 

00.21 

Manufacture of glass products-special 
tools _______________________________ _ 

Automobiles, taxis _____________________ _ 
Hogs, breeding ________________________ _ 
Manufacture of fabricated metal prod-

ucts-special tools ___________________ _ 
Manufacture of motor vehicles--special 

tools _______________________________ _ 
Manufacture of finished plastic products-

.special tools _________________________ _ 
LIght general purpose trucks ____________ _ 
Tractor units for use over-the-road _______ _ 
Manufacture of food and beverages-

special handling devices ______________ _ 
Manufacture of rubber products--special 

tools and devices ____________________ _ 
Sheep and goats; breeding ______________ _ 
Electric utility nuclear fuel assemblies ____ _ 
Airplanes (airframes and engines), except 

those used in commercial or contract 
carrying of passengers or freight, and all 
helicopters (airframes and engines) ____ ..:_ 

Lower limit 

2 
2.5 
2.5 

2.5 

2.5 

3 
3 
3 

3 

3 
4 
4 

5 

Asset guide­
line period 

2.5 
3 
3 

a 

3 

3.5 
4 
4 

4 

4 
5 
5 

6 

Upper limit 

3 
3.5 
3.5 

3.5 

3.5 

4 
5 
5 

5 

5 
6 
6 

7 

Annual asset 
guideline repair 

allowance 
percentale 

10 
16.5 

3.5 

12.5 

5.5 
16.5 
16.5 

20 

14 

~ 



00.242 Heavy general purpose trucks ____________ 5 6 7 10 
00.27 Trailers and trailer-mounted containers ____ 5 6 7 10 

13. 1 Drilling of oil and gas wells _______________ 5 6 7 10 
24.1 Cutting of timber _______________________ 5 6 7 10 
24.3 Sawing of dimensional stock from logs __ ____ 5 6 7 10 
15.0 Construction ______________________ _____ 5 6 7 9 
45.1 Air transport (restricted) ________________ 5 6 7 1.5 
48.2 Radio and television broadcasting __ ___ ___ 5 6 7 10 

00.12 Information systems ______________ ______ 5 6 7 7.5 
36.0 Manufacture of electronic components, 

products, and systems _____ --------- ___ 5 6 8 
00.13 Data handling equipment, except com-puters _______________________________ 5 6 7 15 
33.21 Manufacture of primary nonferrous 

metals-special tools __________________ 5 6.5 8 4 
37.33 Ship and boat building-special tools ______ 5 6.5 8 0.5 
01. 21 Cattle, breeding or dairy ________ _________ 5.5 7 8.5 ~ 
22.1 Manufacture of knitted goods _____________ 6 7. 5 9 7 ~ 

13.0 Oft shore drillinr ------------------------ 6 7.5 9 3 
22.4 Manufacture 0 textured yarns ___________ 6.5 8 9.5 7 
41. 0 Motor transport-passengers ______________ 6.5 8 9.5 11.5 
42.0 Motor transport-freighk ________________ 6.5 8 9. 5 11 

48.37 Telegraph, ocean cable, and satellite com-
munications-satellite space segment 
property _____________________________ 6.5 8 9.5 

48.44 Cable-Television service and test __________ 7 8.5 10 2.5 
00.23 Buses __ ________________________ _______ 7 9 11 11. 5 
48.43 Cable-Television program origination _____ 7 9 11 9 
57.0 Distributive trades and services __________ 7 9 11 8 
22.3 Manufacture of carpets, and dyeing, finish-

ing and packaging of textile products 
and manufacture of medical and dental 
supplies _____________________________ 9 11 15 

See footnotes at end of table. 



Appendix A 

Asset Depreciation Range System (ADR)-Continued 

Asset 
guide­

,line 

Asset depreeiation range (in years) 

claBs1 Des~rip~hm of assets hlcluded 

23.0 

28.0 

48.45 
10;0 
22..5 
24.2 
24.4 

48.36 

35.0 

49.5 

26.2 

37.2 
48'.13 
01. 22 

Manufactlfre of apparel and other finished 
prodticts ______ , ______________________ _ 

Maiiufactur~ of chemicals alid alliedprod-:-ucts ________________________________ _ 
C8;9~e television-:-xnicrowave systems ____ ---

~=ra""ct~~~ -~i ~~~~~~~~ -f~bri~;:_-_ ~ ~ = = = = 
Sawing ofdim~nsiorial stock from logs ___ ,-_ 
ManufacturQ of wood products, and furni-ture ______________ , __ ' ________________ _ 
Telegraph, ocean cable, and satellite com­

munications-sate1lite~ ground segment 
property ____________________________ _ 

Mimtifacture of electrical and non-electri­
cal machinery and other mechanical 
prciducts _________ -:- ________________ .,. __ 

Waste reduction and resource recovery 
plants ___ ~ _' _________________________ _ 

Manufacture of converted paper; paper 
board, and pulp products _____________ _ 

Manufactu.re of aerospace products ______ _ 
Telephone station equipment ____________ _ 
Horses, breeding, or work ______ .. ________ _ 

ASSet guide-
Lower limit line period Upper limit 

7 9 11 

7.5 9.5 11. 5 
7.5 9.5 11. 5 

8 10 12 
8 10 12 
8 10 12 

8 10 12 

8 10 12 

8 10 12 

8 10 12 

8 10 12 
8 10 12 
8 10 12 
8 , 10 12 

Annual asset 
guideline repair 

allowance 
percentage 

7 

12.5 
2 

6.5 
15 . ~ 

6.5 

6.5 

11 

15 

15 
7.5 

10 



48.38 Telegraph, ocean cable, and satellite com-
municati?ns-equ~pment. im,talled on 

8 10 12 customer s premIses ____ _______________ 
01. 1 Agriculture _______________ _____ " _________ 8 10 12 11 

48.42 Cable television-subscriber connection 
.and distribution systems _______________ 8 10 12 5 

00.11 Office furniture, fixtures, and ~quipment ____ 8 10 12 2 
79.0 Recreation _____________________________ 8 10 12 6.5 

48.35 Telegraph, ocean cable, and satellite com-
munications-comIuterized switching, 
channeling, an associated control 
equipment ___________________________ 8.5 10.5 12.5 

22.2 Manufacture of yarn, thread, and woven 
fabric ________________________ ________ 9 11 13 16 

27.0 Printing, publishinS', and allied industries __ 9 11 13 5.5 
t 30.2 Manufacture of fimshed plastics products __ 9 11 13 5.5 

31. 0 Manufacture of leather and leather 
products ___________ ________ _______ ___ 9 11 13 5.5 

48.41 Cable television-head end _________________ 9 11 13 5 
37.41 Manufacture of locomotives __________ - ___ 9 11.5 14 7.5 
20.4 M 'ufacture of other food and kindred 

products ______________________ _______ 9.5 12 14.5 5.5 
34.0 Manufacture of fabricated metalprQducts __ 9.5 12 14.5 6 

01. 11 Cotton ginning assets ___________________ 9.5 12 14.5 5.5 
37.11 Manufacture of motor vehicles ___________ _ 9.5 12 14.5 9.5 
37.31 Ship and boat building machinery and 

M:~~?a~~~:-~{ ;~il;~~ci -c~~~= = = = = = = = = = = = = 
9. 5 12 14.5 8.5 

37.42 9.5 12 14.5 5.5 
39.0 Manufacture of athletic, jewelry, and other goods _______________________________ 9.5 12 14.5 5.5 

See footnotes at end of table. 



Appendix A 

Asset Depreciation Range System (ADR)-Continued 

Asset Asset depreciation range (in years) Annual aBBet 
guide- guideline repair 

line A8tlet. guide- aUow:mce 
claBs! Description of aSBets included Lower limit line period UlIl'er limit percentage 

45.0 Air transporL __________________________ 9.5 12 14.5 15 
80.0 Theme and amusement parks ____________ 10 12.5 15 12.5 
26.1 Manufacture of pulp and paper ___________ 10.5 13 15.5 10 

48.32 Telegraph, ocean cable, and satellite com-
munications-high frequency radio and 
microwave systems ____________________ 10.5 13 15.5 

48.39 Telegraph, ocean cable, and satellite com- :t munications-support and service 
equipment ___________________________ 11 13.5 16 

13.2 Exploration for and production of petro-
leum and natural gas deposits __________ 11 14 17 4.5 

30.1 Manufacture of rubber products __________ 11 14 17 5 
32.1 Manufactm e of glass prod ucts ____________ 11 14 17 12 
33.2 Manufacture of primary nonferrous metals __ 11 14 17 4.5 
40.1 Railroad machinery and equipment _______ 11 14 17 10.5 

49.222 Gas utility substitute natural gas (SNG) 
hroductlOn plant (naphtha or lighter 

ydrocarbon feedstocKs) _______________ 11 14 17 4.5 
49.23 Natural gas production plant _____________ 11 14 17 4.5 
33.3 Manufacture of foundry products _________ 11 14 17 18 

00.25 Railroad cars and locomotives, except 
those o~vned by railroad transportation 

12 15 18 8 compames ___________________________ 



21. 0 Manufacture of tobacco and tobacco prod-
ucts _____________________ - - __________ 12 15 18 5 

32.3 Manufacture of other stone and clay prod-
ucts _________________________________ 12 15 18 4.5 

33.4 Manufacture of primary steel mill products_ 12 15 18 18 
13.3 Petroleum refining ______________________ 13 16 19 7 

37.32 Ship and boat bUIlding dry docks and land 
imvrovements _____________________ --- 13 16 19 2.5 

48.34 Telegraph, ocean cable, and satellite com-
munications-central office control 
equipment- _______ ___________________ 13 16.5 20 

20.1 Manufacture of grain and grain mill 
products ______________ _______________ 13.5 17 20.5 6 

00.28 Vessels, barges, tugs, and similar water 
transportation equipment, except those 
used in marine contract construction _____ 14.5 18 21. 5 6 

20.2 Manufacture of sugar and sugar products __ 14.5 18 21. 5 4.5 ~ 20.3 Manufacture of vegetable oils and vege-
table oil products _____________________ 14.5 18 21. 5 3.5 

49.233 Substitute natural gas-coal gasification ___ 14.5 18 21. 5 15 
48.31 Telegraph, ocean cable, and satellite com-

munications-electric power generating 
and distribution system ________________ 15 19 23 

32. 2 Manufacture of cement __________________ 16 20 24 
57.1 Distributive trades and services-bill-

board, service station buildings and pe-
troleum marketing land improvements ___ 16 20 24 5 

40.3 Railroad wharves find docks _____________ 16 20 24 5.5 
40.52 Railroad nuclear electric generating equip-ment ________________________________ 16 20 24 3 
44.0 Water transportation ____________________ 16 20 24 8 

48.12 Telephone central office equipmenk ______ 16 20 24 6 
49.12 Electric utility nuclear production plank ___ 16 20 24 3 
See footnote at end of table. 
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Asset Depreciation Range System (ADR)-Continued 

Asset Asset depreciation range (in years) Annual asset 
guide- guideline repair 

line Asset ,guide- allowance 
class 1 Description of assets included Lower limit line period Upper limit percentage 

49.15 Electric utility combustion turbine produc-
tion plan L __________ .. ________________ 16 20 24 4 

00.3 Land improvements (does not include 
buildings and their structural compo-
nents) _______________________________ 20 

46.0 Pipeline transportation __________________ 17.5 22 26.5 ~ 
49.24 Gas utilitla trunk pipelines and related 0) 

stora~e acilities ______________________ 17.5 22 26.5 3 
00.4 IndustrIal steam and electric generation 

and/or distribution systems ____________ 17.5 22 26.5 2.5 
49.25 Liquefied natural gas plant _______________ 17.5 22 26.5 4.5 

01. 3 Farm buildings ___________ ~ ___________ __ 20 25 30 5 
48.33 Telegraph, ocean cable, and satellite com-

munications-cable and long-line 
s;ystems __________________ __ __________ 21 26.5 32 

40.53 RaIlroad steam electric generating equip-
ment _________________________________ 22.5 28 33.5 2.5 

40.54 Railroad steam, compressed air, and other 
power plant equipment ________________ 22.5 28 33.5 7.5 

49.13 Electric utility steam production :planL ___ 22.5 28 33.5 5 
49.4 Cen.tla~ s~eam utility productIOn and 

dIstrIbutlOn ______________ .:. ___________ 22.5 28 33.5 2.5 



40.2 Railroad st.ruct.ures and similar im-
ptovements ___________________________ 24 30 

49.14 Electric utility transmission and distribu-
tion :elant----- _______________________ 24 30 

49.221 Gas utIlity manufactured gas production 

TeY!~h~; di;trib~t[o""~ pi~;t~ = = = = = = = = = = = = 
24 30 

48.14 28 35 
49.21 Gas utility distribution facilities ___________ 28 35 
48.11 Telephone central office buildings _________ 36 45 
49.11 Electric ~t~l~ty hydraulic productionplanL_ 40 50 

49.3 Water utilltles ___________________________ 40 50 
40.51 Railroad hydraulic electric generating 

equipment ____________________________ 40 50 

1 The asset gUideline classes have been arranged in order of ascending asset guideline period (midpoint life). 
Source: Revenue Procedure 77-10, 1977-1C.B. 548, as modified by Rev. Proc. 80-58, 1980-52 I.R~B. 46. 

36 5 

36 4.5 

36 2 
42 2 
42 2 
54 1.5 
60 1.5 
60 1.5 

60 1.5 

ti 





APPENDIXB 

COMPARISON OF INDUSTRY TAX CHANGES UNDER 
ALTERNATIVE CAPITAL COST RECOVERY SYSTEMS 

Tables a, b, c and cl of Appendix Tables B.l, B.2 and B.3 indicate, 
using different measures, the distribution among industries of the es­
timated tax changes due to depreciation and investment tax credit 
revisions under the Administration's Accelerated Cost Recovery Sys­
tem, the Simplified Cost Recovery System, and the First-Year Cost 
Recovery System, respectively. Industry tax change and investment 
levels are based on establishment data rather than company data. 
Thus, many firms will have investment in each of a number of the 
industrial classifications. 
a. Revenue loss by industry 

Tables a show for each of the three proposals the estimated tax 
change for each industry. A large revenue loss in this table could re­
sult from high investment levels in an industry or from proposed re­
covery provisions which (relative to present law provisions) would be 
especially beneficial for the type of assets in the industry. 

b. Percent of revenue loss by industry 
Tables b show for each of the three proposals the estimated amount 

of tax change for each industry, expressed as a percentage of the ag­
gregate tax change for all industries. 
c. Revenue loss relative to annual investment by industry 

Tables c show for each proposal how tax changes would be dis­
tributed when they are related to the amount of annual investment. An 
entry for an industry is its estimated percentage of the aggregate tax 
change divided by its percentage of aggregate annual investment. An 
entry which is greater than 1.0 suggests t.hat an industry's share of the 
proposed tax change is estimated to exceed its share of annual invest­
ment. This could result from proposed recovery provisions which (rela­
tive to present law provisions) would be especially beneficial for the 
type of assets in a particular industry-possibly 'because a present law 
bias against such assets would be lessened or possibly because a new 
bias in favor of such assets would be created by a proposa1. 
d. Revenue loss relative to capital stock by industry 

Tables cl show for each proposal how tax changes would be dis­
tributed when they are related to the capital stock in an industry 
(assuming new investment is to replace retired assets). An entry for 
an industry is its estimated percentage of the aggregate tax change 
divided by its percentage of the aggregate capital stock. An entry 
which is greater than 1.0 suggests that an industry's share of the pro­
posed tax change is estimated to exceed its share of the capital stock. 

(49) 



Table B.1.-Industry Tax Change Under the Accelerated Cost Recovery System (H.R. 2400)1 

a. Total Tax Change 

Calendar Years (millions of dollars) 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 
-~.--.-----

~~in~~~r~~~ == == ==== ==== == == == == 
-373 -980 -1,541 -2,070 -2,602 -2,959 -3,298 -3,575 -3,847 -4,382 
-175 -417 -765 -1,211 -1,680 -2, 009 -2,225 -2,303 -2,265 -2,547 

Construction ____________________ -507 -912 -1,274 -1,436 -1,385 - 1,354 -1,388 -1,483 -1,677 -1,988 
Grain products __________ ________ -35 -78 -137 -201 -284 -366 -432 -476 -496 -493 Sugar products __________________ -10 -22 -38 -55 -77 -98 -113 -122 -124 -121 

~~!;~~~e f~~d= = ================= 
-10 -22 -37 -52 -73 -92 -107 -117 -121 -120 
-90 -190 -345 -516 -750 -978 -1,169 -1,291 -1,346 -1,339 Tobacco _______ _ ~ _______________ -9 -23 -43 -64 -91 -116 -136 -148 -151 -144 

Knitt(>d goods ___________________ -9 -21 -33 ~43 -53 -60 -65 -74 -84 -95 g; Yarn, thread, wovenfabries _______ -11 -32 -62 -103 -165 -223 --268 -293 -296 -281 
Carpets, dyeing ________________ _ -' -6 -16 -31 -46 -61 -68 -72 -74 -85 -96 
Textured yarns __________________ -4 -8 -13 -16 -19 -21 -23 -26 -29 -33 
Nonwoven fabrics ________________ -2 -4 -7 -9 -13 -16 -19 -20 -21 -24 
AppareL _____________________ ___ -25 -66 -121 -171 -215 -237 -252 -268 -316 -365 
Logging _________________ ________ -22 -47 -67 -76 -80 -77 -80 -89 -102 -115 Sawmills __ -, ______ . _______________ -24 -54 -86 -114 -142 -162 -182 -197 -206 -230 
Wood products and furniture ______ -35 -82 -137 -192 -245 -289 -333 ~369 -397 -448 
Pulp and paper ________ __________ -89 -248 -424 -624 -899 -1,170 -1, 354 -1,428 -1, 382 -1,252 
Converted paper _____ ____________ ~38 -85 -137 -188 -247 -294 -330 -346 -344 -385 
Printing and publishing ____ . _______ -78 -186 -324 -458 -634 -779 -895 -971 -999 -998 Chem.icals ______________ ______ . ___ -258 -750 -1,402 -1,989 -2,438 -2,666 -2,740 -2,597 -2,915 -3,250 

~ilt~~du:sr~~~~~~t~~--~·== == == == == 
-471 -1,115 -1,643 -2,164 -2,832 -3,453 -3,943 -4,246 -4,317 -4,166 
-253 -655 -1,223 -1,812 -2,539 - 3,211 -3,750 -4,099 -4,200 -3,961 

Pe.troleum markpting _____________ -25 -70 -143 -218 -298 -372 -440 -496 -569 -637 
Oil and ga~ drilling _______ ________ -46 -112 -178 -226 -261 -263 -267 -282 -314 -347 Rubber _______ __________________ -13 -33 -57 -80 -104 -125 -146 -165 -180 -188 Pla .. "tic __________________________ -25 -66 -138 -216 -313 -393 -462 -518 -559 -578 Leather _________________________ -7 -14 -22 -29 -39 -48 ~56 -64 -71 -76 Glass ___________________________ -30 -68 -112 -156 -210 -257 -298 -329 -346 -348 



Cement ______ ___ ________________ -11 -28 -48 -70 -96 -121 -142 -159 -169 -172 
Stone and clay ______ _____________ -44 -108 -184 -262 -355 -453 -539 -603 -639 -647 
F errous metaL ____________ . ______ -38 -117 -216 -337 -479 -611 -712 -773 -786 -742 
Nonferrous metaL _______________ -19 -58 -113 -170 -229 -290 -339 -370 -388 -397 
Fabricated metaL ____ ____________ -89 -144 -269 -397 -559 -693 -818 -926 -1,016 -1,084 
Machinery ___________ ___________ -208 -559 -1,089 -1,753 -2,457 -2,976 -3,380 -3,632 -3,762 -4,272 
Electronics ______________________ -59 -148 -249 -327 -381 -390 -411 -459 -533 -613 
Motor vehicle production _________ -105 -5 -340 -893 -1,568 -2,023 -2,293 -2,434 -2,426 --2,226 
Aerospace _______________________ -34 -92 -166 -259 -338 -378 -407 -422 -432 -484 
Shipbuilding _____________________ -13 -33 -58 -87 -126 -164 -196 -221 -235 -242 
Locomotives and railroad cars _____ -2 -4 -8 -13 -19 -25 -30 -32 -32 -31 
R ailroad transportation ________ ___ -47 -152 -332 -549 -811 -1,044 -1,203 -1,268 -1,219 -1,048 
Land passenger transportation _____ -54 -93 -137 -141 -164 -181 -196 -214 -239 -265 
Land freight transportation ______ _ -117 -214 -352 -426 -434 -445 -483 -553 -634 -709 
Water transportation _________ ____ -34 -143 -282 -442 -638 -824 -969 -1, 064 -1,100 -1,064 
Airlines ____________ ____________ _ -55 -131 -384 -739 -1,228 -1,691 -1,998 -2,108 -1,980 -1,591 
Oil and gas pipelines __ ____________ -29 -88 -237 -502 -831 -1,147 -1,419 -1,639 -1,803 -1,906 
T elecommunications _____________ _ -90 -226 -1,115 -2,533 -4,001 -5,127 -5,968 -6,523 -6,798 -7,580 
Radio and TV __ ____ ____________ _ -18 -45 -69 -85 -92 -81 -71 -71 -82 -94 
Cable TV ______________________ _ -6 -17 -33 -54 -74 -83 -83 -74 -60 -67 

~ Electric utilities _________ _____ ____ -603 -1,966 -2,977 -3,752 -4,8313 -6,072 -7,407 -8,737 -9,964 -11, 099 
Gas utilities __ ________ __________ _ -147 -480 -803 -1,073 -1,436 -1,846 -2,279 -2,708 -3,102 -3,465 
Trade ____________ __________ __ __ -740 -1,488 -2,123 -2,393 -2,776 -3,192 -3,735 -4,328 -4,945 -5,636 
Amusements ________ _________ __ __ -56 -189 -305 -371 -455 -523 -585 -629 -652 -662 
Finance, insurance and real estate __ -84 -250 -461 -702 -978 -1,297 -1,651 -2,025 -2,4.31 -2,893 
P ersonal and professional services __ -168 -501 -840 -1,077 -1,322 -1,521 -1,704 -1,879 -2,145 -2,457 

Industry total1 ______ __ __ _____ __ __ --5,547 -13,654 -23,731 -33,943 -45,434 -55,354 - 63,864 -70,318 - 75,330 -80,453 

Grandtota12 __ ___________ _ _ -5,804 -14,961 -25,192 -35,086 - 46,178 - 55,767 -64,162 -70,730 -76,108 - 81,872 

1 The industry estimates do not include the effect of residential real estate provisions, the at-risk rule for the investment tax credit, 
the extension of the net operating loss and investment tax credit carryover periods, the change in treatment of foreign depreciable assets, 
and the inclusion of r esearch and development equipment in the 3-year class. 

2 The grand total includes items not allocated by industry as indicated in footnote 1. The estimated additional revenue loss for these 
items (in millions of dollars) is: 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 
- 2.57 -1,307 -1,462 -1,143 -743 -414 -291 -411 -778 -1,419 



TableB.l.-Accelerated Cost. Recovery System (H.R. 2400) I-Continued 

b. Percent of Revenue Loss 
Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Agriculture ______________________ 6.7 7.2 6.5 6.1 5.7 5.3 5.2 5.1 5.1 5.4 Mining _________________________ 3.1 3.1 3.2 3.6 3.7 3.6 3.5 3.3 3.0 3.2 
Construction ____________________ 9.1 6.7 5.4 4.2 3.0 2.4 2.2 2.1 2.2 2.5 
Grain products_ ~ ________________ .6 .6 .6 .6 .6 .7 .7 .7 .7 .6 
Sugar products __________________ .2 .2 .2 .2 .2 .2 .2 .2 .2 .2 
Vegetable oiL ___________________ .2 .2 .2 .2 .2 .2 .2 .2 .2 .1 
Prepared food ___________________ 1.6 1.4 1.5 1.5 1.7 1.8 1.8 1.8 1.8 1.7 

~ Tobacco ________________ ~ _______ .2 .2 .2 .2 .2 .2 .2 .2 .2 .2 I:>:) Knitted goods ___________________ .2 .2 · 1 . 1 . 1 · 1 . 1 . 1 . 1 .1 
Yarn, thread, woven fabrics _______ .2 .2 .3 .3 .4 .4 .4 .4 .4 .3 
Carpets, dyeing __________________ .1 .1 · 1 .1 .1 · 1 . 1 .1 .1 . 1 
Textured yarns __________________ . 1 1 · 1 (*) (*) (*) (*) (*) (*) (*) 
Nonwoven fabrics ________________ (*) (*) (*) (*) (*) (*) (*) (*) (*) (*) 
AppareL ________________________ .5 .5 .5 .5 .5 .4 .4 .4 .4 .5 
Logging _________________________ .4 .3 .3 .2 .2 · 1 .1 .1 .1 . 1 
Sawmills _____________________ ~ __ .4 .4 .4 .3 .3 .3 .3 .3 .3 .3 
Wood products and furniture~ _____ .6 .6 .6 .6 .5 .5 .5 .5 .5 .6 Pulp and paper __________________ 1.6 1.8 1.8 1.8 2.0 2.1 2.1 2.0 1.8 1.6 
Converted paper _________________ .7 .6 .6 .6 .5 .5 .5 .5 .5 .5 
Printing and publishing ___________ 1.4 1.4 1.4 1.3 1.4 1.4 1.4 1.4 1.3 1.2 Chemicals ____________________ ~ __ 4.7 5.5 5.9 5.9 5.4 4.8 4.3 3.7 3.9 4.0 
Petroleum refining _______________ 8.5 8.2 6.9 6.4 6.2 6.2 6.2 6.0 5.7 5.2 
Oil and gasproduction _________ ~ __ 4.6 4.8 5.2 5.3 5.6 5.8 5.9 5.8 5.6 4.9 
Petroleum·marketing~ ____________ .5 .5 .6 .6 .7 .7 .7 .7 .8 .8 
Oil and gas drilling _______________ .8 .8 .8 .7 .6 .5 .4 .4 .4 .4 
Rubber _________________________ .2 .2 .2 .2 .2 .2 .2 .2 .2 .2 



Plastic __________________________ .4 .5 .6 .6 .7 .7 .7 .7 .7 .7 Leather _________________________ . 1 .1 . 1 . 1 . 1 . 1 . 1 . 1 . 1 . 1 Glass ___________________________ .5 .5 .5 .5 .5 .5 .5 .5 .5 .4 CemenL ________________________ .2 :2 .2 .2 .2 .2 .2 .2 .2 .2 

~~~~u~~~e~l:l ~ ~ ~~= ============= 
.8 .8 .8 .8 .8 .8 .8 .9 .8 .8 
.7 .9 .9 1.0 1.1 1.1 1.1 1. 1 1.0 .9 

Nonferrous metaL _______________ .3 .4 .5 .5 .5 .5 .5 .5 .5 .5 
Fabricated metaL _______________ 1.6 1.1 1. 1 1.2 1.2 1.3 1.3 1.3 1.3 1.3 Machinery ______________________ 3.7 4.1 4.6 5.2 5.4 5.4 5.3 5.2 5.0 5.3 
Electronics ______________________ I. 1 1. 1 1. 1 1.0 .8 .7 .6 .7 .7 .8 
Motor vehicle production _________ 1.9 (*) 1.4 2.6 3.5 3.7 3.6 3.5 3.2 2.8 
Aerospace _______________________ .6 .7 .7 .8 .7 .7 .6 .6 .6 .6 
Shipbuilding ____________________ .2 .2 .2 .3 .3 .3 .3 .3 .3 .3 
Locomotives and railroad cars _____ (*) (*) (*) (*) (*) (*) (*) (*) (*) (*) 
Railroad transportation ___ :..~ ______ .9 1. 1 1.4 1.6 1.8 1.9 1.9 1.8 1.6 1.3 
Land passenger transportation _____ 1.0 .7 .6 .4 .4 .3 .3 .3 .3 .3 
Land freight transportation _______ 2.1 1.6 1.5 1.3 1.0 .8 .8 .8 .8 .9 
Water transportation _____________ .6 1.0 1.2 1.3 1.4 1.5 1.5 1.5 1.5 1.3 Airlines _________________________ 1.0 1.0 1.6 2.2 2.7 3.1 3.1 3.0 2.6 2.0 CJ1 
Oil and gas pipelines _____________ .5 .6 1.0 1.5 1.8 2.1 2.2 2.3 2.4 2.4 

~ 

Telecommunications ______________ 1.6 1.7 4.7 7.5 8.8 9.3 9.3 9.3 9.0 9.4 
Radio and TV ___________________ .3 .3 .3 .2 .2 .1 .1 .1 .1 .1 Cable TV _______________________ .1 . 1 .1 .2 .2 .1 . 1 .1 . 1 .1 
Electric utilities _________________ 10.9 14.4 12.5 11.1 10.6 11.0 11.6 12.4 13.2 13.8 
Gas utilities _____________________ 2.7 3.5 3.4 3.2 3.2 3.3 3.6 3.9 4.1 4.3 Trade __________________________ 13.3 10.9 8.9 7.0 6.1 5.8 5.8 6.2 6.6 7.0 
Amusements ____________________ 1.0 1.4 1.3 1.1 1.0 .9 .9 .9 .9 .8 
Finance, insurance and real estate __ 1.5 1.8 1.9 2.1 2.2 2.3 2.6 2.9 3.2 3.6 
Personal and professional services __ 3.0 3.7 3.5 3.2 2.9 2.7 2.7 2.7 2.8 3.1 

Grand totaL _______________ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

*Less than .05. 
I This distribution does not include the effect of residen~ial real estate provisions, the at-risk rule for the investment tax credit, 

the extension of the net operating loss and investment ~ax credit carryover periods, the change in treatment of foreign depreciable assets, 
and the inclusion of research and development equipment in the 3-year class. 



Table B.I.-Accelerated Cost Recovery System (H.R. 2400) I-Continued 

c. Ratio of Percent Revenue Loss to Percent Annual Investment 

Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Agriculture ____ __ _____________ ___ I, 1 1.2 1.0 ,9 ,8 ,8 ,7 ,7 ,7 ,7 
Mining_" _____ __ ________________ ,8 ,7 .7 .8 .8 .8 .7 .7 .6 .6 
Construction ____________________ 1.7 1.3 1. 1 .9 .6 .5 .5 .5 .5 .6 
Grain products __________________ 1.3 1.2 1.3 1.3 1.3 1.4 1.5 1.5 1.5 1.4 
Sugar products __________________ 1.4 1.3 1.3 1.3 1.4 1.5 1.5 1.5 1. 4 1.3 
Vegetable oiL ___________________ 1.6 1.5 1.5 1.4 1.5 1.5 1.6 1.6 1.6 1.5 
Prepared food ___________ : _______ 1.0 .9 1.0 1.0 1.1 1.2 1.3 1.3 1.3 1.2 

~ Tobacco _____ __ _________________ 1.2 1.3 1.4 1.5 1.6 1.7 1.7 1.6 1.6 1.4 ~ Knitted goods ___________________ 1.4 1.4 1.3 1.0 .9 . 8 .8 .8 .9 .9 
Yarn, thread, woven fabrics ____ ___ .7 .8 . 9 1.0 1.1 1.2 1.3 1.2 1.2 1.0 
Carpets, dyeing __________________ .8 1.0 1.1 1.1 1.0 .9 .8 .8 .8 .9 
Textured yarns ___________ __ ____ _ 1.5 1.4 1.3 1.0 9 .8 .7 .8 .8 .8 
Nonwoven fabrics ________________ 1.2 1.1 1.1 1.0 1.0 1.0 1.0 1.0 1.0 1.0 
AppareL ________________________ 1.0 1.1 1.2 1.2 1. 1 1.0 9 .9 1.0 1. 1 
Logging ____________________ ____ _ 1.9 1.6 1.3 1.0 .8 . 7 .6 .6 .6 .7 Sawmills ______________________ __ 1.4 1.2 1.1 1.0 9 .9 .8 .8 .8 .8 
Wood products and furniture ______ 1.3 1.2 1.2 1. 1 1. 1 1.0 1.0 1.0 1.0 1.1 
Pulp and papeL _________________ 1.0 1.2 1.3 1.3 1.4 1.5 1.5 1.4 1. 3 1.1 
Converted paper _________________ 1.2 1.1 1.2 1.1 1.1 1.0 1.0 1.0 . 9 .9 
Printing and publishing ___________ 1.0 1.1 1.1 1. 1 1.2 1.2 1. 1 1.1 1. 1 1.0 
Chemicals _______________________ 1. 1 1.3 1.4 1.4 1.3 1.2 1.0 .9 .9 .9 
Petr.oleum refining _______________ 4.1 3.2 2.5 2.2 2.1 2.1 2.0 2.0 1.9 1.7 
Oil and gas production ____________ 1.4 1.2 1.1 1. 1 1.2 1.2 1.2 1.2 1.1 1.0 
Petroleum marketing _____________ .8 .7 . 8 .8 .8 . 8 .8 .8 .9 .9 
Oil and gas drilling _______________ 1.8 1.5 1.2 1.0 .9 .7 .6 .6 .6 .6 Rubber _________________________ 1.0 1.0 1.1 1.2 1.1 1. 1 1.1 1. 1 1.0 1.0 



Plastic __________________________ .6 .7 .8 1.0 1.1 1. 1 1.0 1.0 1.0 1.0 Leather _________________________ 1.2 1. 1 1.0 1.0 1. 0 1.0 1. 0 1. 0 1.0 1.1 Glass ____ __ _____ ____ ____________ 1.6 1.5 1.4 1.4 1.4 1.4 1.4 1.4 1.3 1.2 CemenL _____________ ________ ___ 1.4 1.4 1.4 1.4 1. 5 1.5 1.5 1.5 1.5 1.4 Stone and clay ____________ ______ _ 1.3 1.3 1.3 1.3 1.3 1.3 1.4 1.4 1.3 1.3 Ferrous metaL ___________ _______ .6 .8 .9 1.0 1.1 1.1 1. 1 1.1 1.0 .9 Nonferrous metaL _______ _____ ___ .5 . 6 .7 .8 .8 .8 .8 .8 .8 .8 Fabricated metaL _________ _______ 1.3 .9 .9 .9 1.0 1.0 1.0 1.0 1. 1 1. 1 Machinery ______________________ .8 .9 1. 0 1.1 1. 1 . 1. 1 1. 1 1.0 1. 0 1. 0 Electronics __________ _____ _______ .9 .9 .9 .8 .7 .6 .5 .5 . 6 .6 
Motor vehicle production _________ .6 (*) .4 .8 1.0 1.0 1.0 1.0 .9 .8 

~h[;b~fld1itg--~ ~ == == == == == == == == == 
.7 .8 .9 1.0 1.0 .9 .9 .8 .8 .8 
.9 1. 1 1.0 1.0 1. 1 1.2 1.3 1. 3 1.3 1.2 

Locomotives and railroad cars _____ .6 .8 .8 .9 1.0 1. 1 1. 1 1. 1 1. 1 .9 
Railroad transportation ____ _______ .6 .8 1.0 1.2 1.3 1.4 1.3 1.3 1. 2 .9 
Land passenger transportation _____ 1.5 1.0 . 8 .6 .5 .5 .4 .4 .5 .5 
Land freight transportation _______ 1.5 1. 1 1.0 .8 .6 .5 .5 .5 .5 .6 
Water transportatlOn _____________ .7 1. 1 1.2 1.3 1.4 .1. 5 1.6 1.6 1.5 1.4 Airliries __ ____________ ___________ .4 .4 .6 .8 .9 1.0 1. 1 1.0 .9 .7 CJl 
Oil and gas pipelines __ __ __________ .3 .4 .6 .8 1.0 1.2 1. 2 1.3 1.3 1.3 CJl 

Telecommunications ______________ .2 .2 .6 .9 1.1 1. 2 1.2 1.2 1. 2 1.2 Radio and TV __ ______________ ___ 1. I) 1. 6 1.5 1. 3 1.0 .8 .6 . 5 . 6 .6 Cable TV ____________ ___________ .8 .9 1. 1 1.3 1.3 1.2 1.1 .9 .7 .7 Electric utilities ______ ______ ______ 1.3 1.8 1.6 1.4 1.4 1.5 1.6 1.7 1.8 1.9 Gas utilities _____ ____________ ____ 1.0 1.3 1.3 1.2 1.2 1.3 1.5 1.6 1.7 1.8 Trade ______ ____________________ 1.3 1. 1 1.0 .8 .7 .6 .7 .7 .8 .8 Amusemcnts __________ __________ _ .6 .8 .8 .7 .6 .6 .6 .6 .6 .6 
Finance, insurance and real estate __ .3 .3 .4 .4 .4 . 5 .5 .6 .7 .8 
Personal and professional services __ .6 .8 .8 .8 .7 .7 .7 .7 .7 .8 

Grand totaL ___ ___ ____ _____ 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

*Less than .05. 
I This distribution does not include the effect of residential real estate provisions, the at-risk rule for the investment tax credit, the ex-

~~~i~~~~fo\h:e~:~r~he!~~n!e~cl~;~~!~:~~l~~~!n\~nC~h~t!;:!~~r~:.'1~eriods, the change in treatment of foreign depreciable assets, and the 



Table B.I.-Accelerated Cost Recovery System (H.R. 24(0)l-Continued 

d. Ratio of Percent Revenue LOBS to Percent Capital Stock 
Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

tK~f:i~~r~~~== == == == == == == == == == 
1.6 1.7 1.4 1.3 1.2 1.1 1.1 1.0 1.0 1.1 
1.2 1.0 1.0 1.1 1.1 1. 1 1.0 .9 .9 .9 

Construction ___ ____ _____________ 4.3 3.2 2 .. 7 2.1 1.5 1.3 1.2 1.2 1.2 1.4 
Grain products ______________ ___ _ 1.2 1.1 1.1 1.2 1.2 1.3 1.4 1.4 1.4 1.3 
Sugar products __________________ 1.5 1.4 1 .• 1.4 1.5 1.5 1.6 1.6 1.5 1.4 
Vegetable ·oil ____________________ 1.5 l·4 1.4 1.3 1.4 1.4 1. 5 1.5 1.4 1.4 
Prepared food _______________ __ __ 1.0 .9 1.0 1.0 1.1 1.2 1.2 1.3 1.2 1.2 
Tobacco ____ __ ___ ___ ____________ 1.2 1.3 1.4 1.5 1.6 1.7 1.6 1.6 1.5 1.4 g: Knitted goods __________________ _ 1.9 1.8 1.7 1.4 1.2 i.l 1.0 1.0 1.1 1.2 
Yarn, thread, woven fabrics _____ __ .8 1.0 1.1 1.2 1.3 1.4 1.5 1.5 1.4 1.2 

~:~r:;~d ~::~:~= == ==== ==== == ==== 
1.0 1.2 1.4 1.3 1.3 1.1 1.0 .9 1.0 1.1 
2.1 2.0 1.8 1.5 1.3 1. 1 1.0 1.1 1 1 1.2 

Nonwoven fabrics ________________ 1.4 l·3 1..3 1.2 1.2 1.1 1. 1 1.1 1: 1 1. 1 
AppareL ___________ ___________ ~_ 1.0 1. 1 1.2 1.2 1. 1 1.0 .9 .9 .9 1; 0 
Logging _____ ______________ ____ __ 3.6 3.0 2.4 1.9 1.5 1.2 1.1 1.1 1.2 1.2 
Sawmills ______ ________ ____ ______ 1.7 1.5 1.3 1.2 1.1 1.1 1.0 1.0 1.0 1. Q 
Wood products and furniture __ ___ _ 1.3 1.2 1.2 1. 1 . 1.1 1.0 1.0 1.0 1.0 1,1 

~~~v:~~!~~~~ = == == == == == == == == 
1.2 1.4 1.6 1.6 1.6 1.7 1.7 1.6 1.5 1.3 
1.4 1.4 1.5 1.4 1.3 1.3 1.2 1.2 1.1 1.1 

Printing and publishing ___________ 1.3 1.3 1.3 1.3 1.4 1.4 1.3 1.3 1.2 1.2 
ChemicalS ___________________ ____ 1.3 1.6 1.7 1.7 1.6 1.4 1.2 1.0 1. 1 1.1 
Petroleum refining~ ______________ 4.8 3.8 2.9 2.5 2.4 2.4 2.3 2.3 2.2 1.9 
Oil and gas production ____________ 1.9 1.6 1.6 1.6 1.6 1.7 1.7 1.6 1.6 1.4 

~~;ir~~~~~I~t~~~~============= 
.9 .9 . 9 .9 .9 .9 .9 .9 1.0 1.1 

3.9 3.1 2.6 2.2 1.9 1.5 1.3 1.3 1.3 1.3 
1.1 1.1 1.2 1.3 1.2 1. 1 1. 1 Ll 1.1 1.0 

Plastic ______ ____________________ .6 .7 .8 1.0 1.1 1.1 1. 1 1.0 1.0 1.0 



Leather ___ _______ _______ _____ ___ 1.2 1.1 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 Glass _______ _______ _____________ 1.9 1.7 1.6 1.6 1.6 1.5 1.5 1.5 1.5 1.4 
Cement~ _______ _______ _____ _____ 1.3 1.3 1.3 1.3 1.3 1.4 1.4 1.4 1.3 1.3 
Stone and clay ____ __________ _____ 1.3 1.3 1.2 1.2 1.3 1.3 1.3 1.3 1.3 1.2 
Ferrous metaL _____ ___ _______ ___ .6 .8 .8 .9 LO 1.0 1.0 1.0 1.0 .9 
Nonferrous metaL __ ___ __________ .5 .6 .7 .8 .8 .8 .8 .8 .8 .7 
Fabricated metaL ___ _____ ____ ____ 1.6 1.0 1.1 1. 1 1.2 1.2 1.2 1.2 1.2 1.2 
Machinery _______________ ______ _ 9 1.0 1.0 1.2 1.2 1.1 1.1 1.0 1.0 1.1 
Electronics _________________ _____ 1.2 1.2 1. 1 1.0 .9 .8 .7 .7 .8 .8 
Motor vehicle production _________ 1.2 (*) .8 1.4 1.8 1.9 1.9 1.8 1.7 1.5 
Aerospace ___ _____ _______ ____ __ __ .8 .9 1.0 1. 1 1.1 1.0 1.0 .9 .9 .9 
Shipbuilding ___ _____________ _____ .7 .9 .8 .8 .9 1.0 1.0 1.1 1 .. 1 1.0 
Locomotives and railroad cars ____ _ .7 .9 .9 .9 1.1 1.2 1.2 1.2 1.1 1.0 
Railroad transporta tion ____ _______ .8 1.0 1.3 1.5 1.7 1.8 1.7 1.6 1.5 1.2 
Land passenger transportation _____ 3.7 2.5 2.0 1.4 l.. 2 1.1 1.0 1.0 1. 1 1.1 
Land freight transportation _______ 3.0 2.2 2.0 1.7 1.3 1.1 1.0 1.0 1.1 1.2 
Water transportation ____ ____ ___ __ .5 .9 .9 1.0 1.1 1.. 1 1.1 1.1 1.1 1.0 
Airlines __ _____________ _____ _____ .5 .4 .7 .9 1.1 1.3 1.3 1.2 1.1 .8 
Oil and gas pipelines. ____ _______ .. __ .3 .3 .4 .6 .8 .9 1.0 1.0 1.0 1.0 ~ Telecommunications ___ ________ ___ .2 .2 .4 .. 7 .9 .9 .9 .9 .9 .9 
Radio and TV ____ ______ __ ___ ____ 3.4 3.4 3.1 2 6 2.2 1.7 1.3 1.1 1.2 1.3 
Cable TV _____ ______ ____________ 1.4 1.6 1.8 2.1 2.2 2.1 1.8 1.5 1. 1 1.2 
Electric utilities __________ _______ _ 1.0 1.3 1, 1 1.0 1.0 1.0 1.1 1.2 1.3 1.3 
Gas utilities __ ______ _____________ .7 .9 .8 .8 .8 .9 .9 1.0 1.1 1.2 
Trade ______ ____ ____ ____________ 1.2 1.0 .9 .7 .6 .6 .6 .6 .7 .7 
Amusements· __ ___ ____________ ____ .7 1.0 .9 .8 .7 .7 .7 .7 .7 .6 
Finance, insurance and real estate __ .1 .2 .2 .2 .2 .2 .3 .3 .3 .4 
Personal and professional services __ . 5 .7 .7 .6 .6 .5 .5 .6 .6 .6 

Grand totaL _______________ 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

*Less than 0.05. 
1 This distribution does not include the effect of residential real estate provisions, the at-risk rule for the investment tax credit, the ex-

tension of the net operating loss and investment tax credit carryover periods, the change in treatment of foreign depreciable assets and the 
inclusion of research and development equipment in the 3-year class. 



Table B.2.-Industry Tax Change Under the Simplified Cost Recovery System 
("Z-4-7-10") 1 

a. Total Tax Change 
Calendar Years (millions of dollars) 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

~1~~~~~~~~~~~~~~~~~~~~~ = ~ Jl 
-1,328 - 1,312 -1,287 - 1,197 -1,128 -1,128 -1,114 -1,112 -1,228 

-830 -899 -882 -851 -797 -766 -731 -727 -787 
-1,669 -1,133 -688 -286 -163 -103 -70 -80 -188 

-90 -89 -93 -100 -108 -117 -128 -138 -148 
-26 -26 -26 -28 -29 -31 -33 -35 -37 

VegetableoiL ____ .:_______________ -13 -26 -26 -26 -28 -30 -33 -35 -38 -41 
Prepared food ___________________ -149 -307 -307 -313 -326 -343 -362 -382 -402 -420 
Tobacco _____ :.. __________________ -18 -39 -44 -47 -47 -48 -52 -56 -60 -64 C1 Knitted goods ________________ ___ -12 -28 -25 -23 -23 -22 -21 -22 -25 -28 00 
Ynrn;t,hread, woven fabricB _______ -22 -77 -93 -97 -102 -103 -103 -101 -96 -97 
CarpetS, dye,ing.-----_--_________ -8 -25 -26 -24 -23 -19 -16 -15 -19 -21 
Te.xtured yarns __________________ -4 -11 -9 -8 -8 -8 -7 -7 -8 -9 
Nonwoven fabrics ________________ -3 -7 -6 -6 -6 -7 -7 -7 -7 ~.8 

t!;::{:~~~: ~=~===:=:=:=== =: == == == 
-48 -88 -90 -83 -76 -64 -56 -61 -78 ~95 

-42 -90 -66 -45 -31 -21 -18 -20 -24 -25 Sawmills ________________________ -41 -91 -82 -71 -60 -53 -54 -58 -62 -69 
Wood products and furniture ______ -65 -120 -122 -120 -111 -108 -115 -124 -136 -152 

~~!!'v~~f~~~~~~================ -186 -396 -437 -431 -433 -441 -451 -460 -463 -463 
-83 -196 -171 -135 - 126 -123 -124 -127 -135 -152 

Printing andpublishing ________ '- __ -196 -408 -410 -383 -352 -332 -333 -341 -340 -35.8 
ChemicaJs ____ -__ ;.. _'" ______________ -452 -1,377 -1,477 -1,308 -1,128 -991 -928 -902 -1,003 -1,125 
Petroleum refining _______________ -827 -1,781 -1,873 -1,869 -1,917 -2,025 -2,157 -2,298 -2,438 -2,580 
Oil \lond gas production ______ ______ -642 -1,251 -1,435 -1,515 -1,489 -1,484 -1,511 -1,550 -1,569 -1,562 
Petroleum marketing _____________ -85 -144 -151 -136 -117 -102 -95 -94 -102 -104 

~~b~!~~_~~i~ll~~==:=:::======:: -119 -286 -274 -231 -178 -135 -114 -102 -98 -102 
-27 -50 -53 -50 -46 -48 -54 -60 -66 -70 

Plastic __________________________ -65 -161 -183 -173 -156 -157 -165 -172 -181 -203 
Leather ______________ :.. __________ -10 -20 -19 -19 -18 -19 -20 -22 -24 -26 



Glass ___________________________ -60 -118 -116 -111 -110 -114 -122 -132 -141 -149 Cement _________________________ -16 -31 -33 -36 -37 -41 -46 -52 -58 -64 
Stone and clay ___________________ -80 -158 -173 -182 -187 -200 -221 -245 -269 -291 
Ferrous metaL __________________ -74 -192 -224 -232 -237 -246 -259 - 274 -288 -300 
Nonferrous metaL _______________ -44 -102 -114 -120 -122 -124 -129 -137 -145 -151 
Fabricated metaL ________________ -190 -306 -259 -226 -220 -232 -262 -294 -319 -339 Machinery ______________________ -462 -1,202 -1,298 -1,284 -1,243 -1,209 -1,212 -1,241 -1,342 -1,495 
Electronics ______________________ -159 -377 -287 -205 -141 -94 -73 -71 -85 -98 
Motor vehicle production _________ -526 -995 -885 -659 -557 -597 -610 -548 -509 -474 Aerospace _______________________ -82 -241 -222 -188 -145 -120 -108 -106 -112 -121 Shipbuilding ____________________ -24 -48 -51 -57 -60 -63 -66 -71 -76 -83 
Locomotives and railroad cars _____ -4 -11 -11 -12 -12 -11 -11 -11 -10 -11 
Railroad transportation ___ ________ -82 -222 -284 -310 -315 -315 -318 -321 -311 -291 
Land passenger transportation _____ -107 -145 -103 -81 -82 -84 -88 -97 -106 -114 
Land freight transportation _______ -318 -521 -419 -316 -202 -147 -158 -202 -235 -244 
Water transportation _____________ -30 -93 -134 -168 -198 -225 -252 -278 -305 -330 Airlines _________________________ -74 -218 -296 -336 -342 -327 -314 -310 -283 -231 
Oil and gas pipelines ______ _______ -35 -72 -114 - 161 - 205 -241 -278 -314 -349 -383 
Telecommunications ______________ -77 -171 -331 -532 -736 -858 -956 -1,036 -1,121 -1,240 
Radio and TV ___________________ -44 -106 -84 -63 -47 -30 -16 -12 -16 -19 c:n Cable TV _______________________ -13 -36 -40 -38 -34 -27 -21 -14 -11 -12 r.o 
Electric utilities _________________ -94 -241 -386 -536 -617 -688 -811 -974 - 1,144 -1,316 
Gas utilities __ ____________ _ . __ . ____ -35 -87 -133 -179 - 198 -215 -252 -303 -355 -407 
Trade __________________________ -1,451 -2,014 -1,543 - 1,259 -1,180 -1,250 - 1,431 -1,685 -1,959 -2,213 
Amusements ____________________ -184 -265 -212 -166 -140 -128 -123 -123 -125 -122 
Finance, insurance and real estate __ -97 -214 -272 -339 -430 -547 -687 -844 -1,027 -1,235 
Personal and professional serviCt,s __ -213 -505 -443 - 369 -322 -292 -281 -313 -385 -461 

IndustrytotaJl _______ __________ -10,321 -19,614 -19,307 - 18,253 -17,382 -17,333 -18,044 -19,099 -20,554 -22,356 

Grand total 2 _____________ -10,860 -20,300 -20,126 -19,205 -18,461 -18,554 -19,431 -20,680 -22,361 -24,419 

1 The industry amounts do not include the effect of residential real estate provisions and the increll.~e in the investment tax credit for 
rehabilitated structures. 

2 The grand total includes items not allocated by industry a,.; indicated in footnote 1. The estimated additional revenue los~ for these 
itf'ms in millions of dollars is: 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

-a3U -68a -819 -9;:;2 - 1,078 -1,221 -1,387 -1,a82 -1,806 -2,06:\ 



Table B.2.-Simplified Cost Recovery System ("2-4-7-10") I-Continued 

b. Percent of Revenue Loss 

Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Agriculturc __ _____ ___________ ____ 10.5 6.8 6.8 7.1 6.9 6.5 6.3 5.8 5.4 5.5 
Mining _____ __ ___ _______ __ ___ ' __ _ 3.2 4.2 4.7 4.8 4. 9 4.6 4.2 3.8 3.5 3.5 
Construction _______ _____________ II. 3 8.5 5.9 3.8 1.6 .9 .6 . 4 .4 .8 
Grain products _____________ _____ .4 .5 .5 .5 .6 .6 .7 . 7 .7 .7 
Sugar products ______ ______ ______ .1 · 1 .1 .1 .2 .2 . 2 .2 .2 .2 
Vegetable oiL ________ ___ _____ ___ .1 · 1 .1 . 1 .2 . 2 . 2 . 2 . 2 .2 
Prepared food _____ ______________ 1.4 1.6 1.6 1.7 1.9 2.0 2.0 2.0 2.0 1.9 

0) Tobacco ____ __ ____ ________ ______ .2 . 2 .2 .3 .3 .3 .3 . 3 .3 .3 0 Knitted goods _____ ___ _______ ____ • 1 · 1 . 1 .1 .1 · 1 .1 .1 · 1 .1 
Yarn, thread, wovenfabrics _______ .2 .4 .5 . 5 .6 .6 .6 . 5 .5 . 4 
Carpet s, dyeing ____ ________ __ ____ .1 .1 .1 .1 .1 · 1 .1 .1 · 1 . 1 
Textured yarns ___________ __ _____ (*) .1 (*) (*) (*) (*) (*) (*) (*) (*) 
Nonwoven fabrics _______________ _ (*) (*) (*) (*) (*) (*) (*) (*) (*) (*) 
AppareL ______ ___ __ _______ ______ .5 . 4 .5 .5 .4 .4 .3 .3 . 4 .4 
Logging _________________________ .4 .5 .3 .2 .2 · 1 . 1 .1 · 1 . 1 
Sawmills ____ ______ ______________ .4 .5 .4 .4 .3 .3 .3 . 3 .3 .3 
Wood products and furniture ______ .6 .6 .6 .7 .6 .6 .6 .7 .7 .7 
Pulp and paper ______________ ____ 1.8 2.0 2.3 2.4 2. 5 2.5 2.5 2.4 2.3 2.1 
Converted paper _________________ .8 1.0 .9 .7 .7 .7 .7 .7 .7 .7 
Printing and publishing ___________ 1.9 2.1 2.1 2.1 2.0 1.9 1.8 1.8 1.7 1.6 
Chemicals _______________________ 4.4 7.0 7.6 7.2 6.5 5.7 5.1 4.7 4.9 5.0 
Petroleum refining _______________ 8.0 9.1 9.7 10.2 11. 0 11. 7 12.0 12. 0 11.9 11.5 
Oil and gas production ____________ 6.2 6.4 7.4 8.3 8. 6 8.6 8.4 8.1 7.6 7.0 
Petroleum marketing _______ ______ .8 .7 .8 .7 .7 .6 .5 .5 .5 .5 
Oil and gas drilling ____ ____ _______ 1.1 1.5 1.4 1.3 1.0 .,8 .6 . 5 .5 .5 
Rubber ____ ________________ _____ .3 . 3 .3 . 3 .3 .3 .3 .3 .3- .3 



Plastic __ ___ ___ ___ __ __ ____ _______ .6 .8 .9 .9 .9 .9 .9 .9 .9 .9 
Leather __ ___ ________ ____________ . 1 .1 . 1 . 1 .1 . 1 · 1 . 1 .1 . 1 Glass _____ ______________ ________ .6 .6 .6 .6 .6 .7 .7 .7 .7 .7 
Cement" __ _______ _______________ .2 .2 .2 .2 .2 . 2 .3 .3 .3 .3 
Stone and clay ___ _______ ____ ___ _ .8 .8 .9 1.0 1. 1 1.2 1.2 1.3 1.3 1. 3 
Ferrous metaL ______ ____________ .7 I.O 1.2 1. 3 1.4 1.4 1.4 1.4 1.4 1.3 
Nonferrous metaL _______________ . 4 .5 .6 .7 .7 .7 .7 .7 .7 .7 
Fabricated metaL __ __ ____ _______ 1.8 1.6 1.3 1.2 1.3 1.3 1.5 1.5 1.6 1.5 
Machinery __ ________ _____ _______ 4.5 6.1 6.7 7.0 7.1 7.0 6.7 6.5 6.5 6.7 
Electronics ________ __________ ____ 1.5 1.9 1.5 1.1 .8 ·.5 .4 .4 .4 .4 
Motor vehicle production _________ 5.1 5.1 4.6 3.6 3~ 2 3.4 3.4 2.9 2.5 2.1 
Aerospace _____ ______ _____ _______ .8 1.2 1.2 1.0 .8 .7 .6 .6 .5 . 5 
Shipbuilding _____________________ .2 .2 .3 .3 .3 .4 .4 .4 .4 .4 
Locomotives and railroad cars _____ (*) . 1 .1 . 1 . 1 . 1 · 1 .1 (*) (*) 
Railroad transporta tion _______ ____ . 8 1.1 1.5 1.7 1.8 1.8 1.8 1.7 1.5 1. 3 
Land passenger transportation _____ 1. 0 .7 .5 .4 .5 .5 .5 .5 .5 .5 
Land freight transportation _______ 3.1 2.7 2.2 1.7 1.2 .8 .9 1.1 1.1 1. 1 
Water transportation _________ ____ . 3 .5 .7 .9 1. 1 1.3 1.4 1.5 1.5 1.5 

0) AirIines ______ _____ ______________ .7 1.1 1.5 1.8 2.0 1.9 1.7 1.6 1.4 1.0 t-' 

¥~l:c~~~~~ta~\i~~:~ ___ ~~====== = = = .3 . 4 .6 . 9 1. 2 1.4 1. 5 1.6 1.7 1.7 
.7 .9 1.7 2.9 4.2 5.0 5.3 5.4 5.5 5.5 

Radio and TV ___________________ . 4 .5 .4 .3 .3 .2 .1 . 1 .1 . 1 
Cable TV _________ ____________ __ . 1 .2 .2 .2 .2 .2 · 1 .1 .1 .1 
Electric utilities ______________ ____ .9 1.2 2.0 2.9 3.5 4.0 4.5 5.1 5.6 5.9 
Gas utilities __________ _______ ____ .3 .4 .7 1.0 1. 1 1.2 1.4 1.6 1.7 1.8 
Trade ___ ___ ___________________ _ 14.1 10.3 8.0 6.9 6.8 7.2 7.9 8.8 9.5 9.9 
Amusements ___ ________________ _ 1.8 1.4 1.1 .9 .8 .7 .7 .6 .6 .5 
Finance, insurance and real estate __ . 9 1.1 1.4 1.9 2.5 3.2 3. 8 4.4 5.0 5. 5 
Personal and professional services __ 2.1 2.6 2.3 2.0 1.9 1.7 1.6 1.6 1.9 2.1 

Grand totaL _________ ____ __ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

* Less than .05. 
1 This distribution does not include the effect of residential real esta.te provisions and the increase in the investment ta.x credit for re-

habilitated structures. 



Table B.2.-Simplified Cost Recovery System ("2-4-7-10") I-Continued 

c. Ratio of Percent Revenue Loss to Percent Annual Investment 

Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Agriculture ______________________ 1.7 1. 1 1. 1 1.0 1.0 1.0 .9 .8 .8 7 
Mining _____________________ : ____ .8 1.0 1.0 1.0 1.0 1.0 .9 .8 .7 .7 
Construction ____________________ 2.2 1.7 1.2 ;8 .3 .2 .1 .1 . 1 .2 
Grain products __________________ .9 1.0 1.0 1. 1 1.2 1.3 1.4 1.5 1.5 1.5 
Sugar products __________________ 1.0 1. 1 1. 1 1.2 1.3 1.4 1.5 1.5 1.5 1.5 
Vegetable oiL ___________________ I. 1 1.2 1.2 1.3 1.5 1.13 1.7 1.8 1.8 1.8 

0). Prepared food ___________________ .9 1.0 1. 1 1. 1 1.3 1.3 1.4 1.4 1.4 1.4 I:>:) Tobacco ________________________ 1.2 1.5 1.7 2.0 2.2 2.2 2.3 2.3 2.3 2.2 
Knitted goods ___________________ 1.0 1.3 1.2 1'0 1. 1 1.0 .9 .9 .9 1.0 
Yarn thread, woven fabrics ________ .7 1.3 1. & .7 1.8 1.8 1.7 1.6 1.4 1.3 
Carpets', dyeing __________________ .6 1. 1 1. 1 1.0 1.0 .8 .6 6 .7 .7 
Textured yarns __________________ 1.0 1.3 1.2 1.0 1.1 1.0 .8 .8 .8 .8 
Nonwoven fabrics ____ -'- ___________ 1.0 1.3 1.3 1; 2 1.3 1.3 1.3 1.2 1.2 1.2 
AppareL _________ :.._.,. ___________ 1.0 1.0 1; 1 1. 1 1. 1 .9 .7 .7 .9 1. b 
Logging ________________________ 2.0 2.2 1.6 1.1 .8 .6 .5 .5 .5 .5 
Sawmills _________ '- ______________ 1.2 1.4 1.3 1.2 1.0 .9 .9 .9 .9 .9 
Wood products and furniturc ______ 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3 
Pulp and paper __________________ 1.1 1.3 1.7 1.7 1.7 1.8 1.7 1.7 1; 6 1.4 
Converted paper _________________ 1.4 1.8 1.9 1.5 1.4 1.4 1.4 1.3 1.3 1.3 
Printing and publishing ___________ 1.4 1.6 1.7 1.7 1.7 1.6 1.5 1.4 1.3 1.3 
Chemicals _______________________ 1.0 1.7 1.9 1.8 1.6 1.4 1.2 1. 1 1.1 1.2 
Petroleum refining _______________ 3.8 3.6 3.4 3.5 3.7 3.9 3.9 3.9 3.9 3.8 
Oil and gas production ____________ 1.9 1.6 1.7 1.8 1.8 1.8 1.7 1.7 1.6 1.4 

~1r:n~u::d~I~f~~~~~~=========== 1.4 1.1 1.0 .9 .8 .7 .6 .6 .6 .5 
2.5 2.6 2.3 2.0 1.6 1.2 .9 .8 .7 .7 



Rubber _________________________ I. 1 1. 1 1.2 1.4 1.3 1.3 1.4 1.4 1.4 1.3 Plastic ________________ _____ ___ __ .9 1. 1 1.4 1.5 1.4 1.3 1.3 1.3 1.2 1.2 Leather _- _______________________ 1.0 1. 1 1. 1 1.2 1.2 1.2 1.3 1.3 1.3 1.3 Glass ___________________________ 1.8 1.8 1.8 1.9 1.9 2.0 2.0 2.0 2.0 1.9 
Cement _______________ - _________ I. 1 1. 1 1.2 1.4 1.5 1.6 1.7 1.8 1.9 1.9 
Stone and clay ___________________ 1.3 1.3 1.5 1.7 1.8 1.9 2.0 2.1 2.1 2.0 Ferrous metaL __________________ .7 9 1.1 1.3 1.4 1.4 1.4 1.4 1.4 1.3 
Nonferrous metaL _______________ .6 .8 .9 1.0 1. 1 1.1 1. 1 1.1 1.1 1.0 
Fabricated metaL ________________ 1.5 1.3 1. 1 1.0 1.0 . 1.1 1. 1 1.2 1.2 1.2 Machinery ______________________ 1.0 1.4 1.4 1.5 1.5 1.4 1.3 1.3 1.3 1.3 
Electronics ______________________ 1.3 1.6 1.2 .9 .7 .4 .3 .3 .3 .4 
Motor vehicle production _________ 1.6 1.4 1.3 1.0 .9 1.0 .9 .8 .7 .6 Aerospace _______________________ .9 1.5 1.4 1.3 1.1 . 9 .8 .8 .7 .8 
Shipbuilding _____________________ .9 1.2 1. 1 1.3 1.4 1.5 1.5 1.6 1.6 1.5 
Locomotives and railroad cars _____ .9 1.6 1.5 1.5 1.7 1.6 1.5 1.4 1.3 1.2 
Railroad transportation ___________ .5 .8 1.0 1.3 1.3 1.3 1.3 1.2 1. 1 .9 
Land passenger transportation _____ 1.6 1. 1 .8 .6 .7 .7 .7 .7 .7 .7 
Land freight transportation _______ 2.1 1.8 1.4 1.1 .7 .5 .6 .7 .7 .7 
Water transportation _____________ .3 .5 .7 .9 1.2 1.3 1.4 1.5 1.5 1.5 ~ 
Airlines _________________________ .3 .4 .5 .6 .7 .6 .6 .5 .5 . 3 CI:I 
Oil and gas pipelines __________ ____ .2 .2 .3 .5 .7 .8 .9 .9 .9 1.0 
Telecommunications ______________ .1 .1 .2 .4 .5 .6 .7 .7 .7 .7 Radio and TV ___________________ 2.1 2.7 2.2 1.8 1.4 .9 .5 .3 .4 .4 Cable TV _______________________ .9 1.4 1.6 1.6 1.5 1.3 1.0 .6 .4 .5 
Electric utilities __________________ .1 .2 .3 .4 .5 .5 .6 .7 .8 .8 
Gas utilities _____________________ .1 .2 .3 .4 .4 . 5 .6 .7 .7 .8 Trade __________________________ 1.4 1.1 .9 .8 .8 .8 .9 1.0 1. 1 1.2 
Amusements _____________________ 1.0 .8 .7 .6 .5 .5 .4 .4 .4 .4 
Finance, insurance and real estate_~ .2 .2 .3 .4 .5 .6 .8 .9 1.0 1.2 
Personal and professional services __ .4 .6 .5 .5 .4 .4 .4 .4 .5 .5 

Grand totaL ______________ 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

1 This distribution does not include the effect of residential real estate provisions and the increase in the investment tax credit for 
rehabilitated structures. 



Table B.2.-Simplified Cost Reeover1 System ("2-4'-'-7-10") I-Continued 

d. Ratio of Percent Revenue Loss to Percent Capital Stock 

Calendar Years 
Industry 1981 1982 1983 1984 1985 1986 1981 1988 198t lItO 

~~i;~~~r~~~==================== 
2.6 1.6 1.5 1.5 1.4 1.4 1.3 ti l.lf 1.1 
1.2 1.4 1.5 1.5 L5 1.4 1.3 1: p 1.0 

Construction ____________________ 5.3 4.1 2.9 1.9 .8 .5 .3 .2 .2 .5 
Grain products __________________ .8 .9 .9 1.0 1.1 1.2 1.3 1.4 1.4 tJ Sugar products __ ..: _______________ 1.0 1.2 1.2 1.2 1.4 1.5 L5 1.6 1; 6 
Vegetable oiL ___________________ 1.0 1.2 1.1 1.2 1.4 1.5 1.6 1.6 1.7 1.7 Prepared food ___________________ .9 1.0 1.1 1.1 1.2 1.3 1.3 1.4 1.4 1.3 

~ Tobacco ________________________ 1.3 1.5 1.1 2.0 2.2 2.2 2.2 2.2 2.2 2.2 Knitted goods ___________________ 1.3 1.7 1.5 1.4 L4 1.3 1.2 1; 1 1.2 1.2 
Yarn, thread, woven fabrics _______ .8 1.6 2.0 2.0 2; 2 2.1 2.0 1.9 1.6 1.5 Carpets, dyeing~ _________________ .7 1.4 1.4 1.3 1.3 1.0 .8 .7 ; 8 .8 Textured yarns __________________ 1.4 1.8 1.7 1.5 1.5 1.3 1.2 1.1 1.2 1.2. 
Nonw:oven fabrics ________________ 1.1 1.5 1.5 1.4 1.5 1.5 1.5 1.4 1.4 1. " AppareL ________________________ 1.0 1.0 1.0 1.1 1.1 .9 .7 .7 .9 1.0 Logging ____ .:. _______________ .:. ____ 3.7 4.1 2.9 2.1 1.6 1.1 .9 .9 1.0 1; 0 
Sawmills'-_____________________ :._ 1.5 1.7 1.5 1.4 1.3 1. 1 1.1 1.1 1.1 1.1 
Wood products and furniture ______ L3 L3 1.3 1.3 1.3 1.2 1. a 1.3 1.3 1.3 
Pulp and paper __________________ 1.3 1.5 2.0 2.0 2.1 2.1 2.0 1.9 1;-.8 1.7 
Convert.ed paper _________________ 1.7 2.2 2.3 1.9 1.8 1.1 1.6 1.6 1.5 1.6 
Printing and publishing ___________ 1.7 1.9 2.0 2.0 2.0 1.9 1.8 1.1 1.5 1.5 Chemicals _______________________ 1.2 2.0 2.3 2.1 1.9 1.6 1.5 1. a 1.4 1.4 
Petroleum refining _______________ 4.6 4.2 4.0 4.0 4.3 4.5 4.5 4.5 4.5 4.3 
Oil and gas production ____________ 2.6 2.2 2.3 2.4 2.5 2.5 2.4 2.3 2.1 2.0 
Petroleum marketing _____________ 1.7 1.2 1.2 1.1 .9 .8 .1 .1 ; 6 .6 
Oil and gas drilling _______________ 5.4 5.6 4.8 4.1 3.3 2.5 2.0 1.7 1.6 1.4 Rubber _________________________ 1.2 1.2 1.3 1.5 1.4 1.4 1.5 1.5 1.5 1.4 



Plastic __________________________ .9 1.1 1.4 1.6 1.4 1.4 1.3 1.3 1.2 1.2 Leather _________________________ 1.0 1. 1 1. 1 1.1 1.2 1.2 1.2 1.2 1.2 1.2 Glass ___________________________ 2.0 2.0 2.0 2.1 2.1 2.2 2.2 2.2 2.2 2.1 Cement _________________________ 1.0 1.0 1. 1 1.2 1.4 1.5 1.6 1.6 1.7 1.7 Stone and clay _______________ ~ ___ 1.3 1.3 1.4 1.6 1.7 1.8 1.9 2.0 '2.0 1.9 Ferrous metaL ___________ ' _______ .6 .9 1.1 1.2 1.3 1.3 1.3 1.3 1.3 1.2 Nonferrous metaL _______________ .6 .8 .9 1.0 1. 1 1. 1 1.1 1.1 1.1 1.0 
Fabricated metaL ________________ 1.8 1.5 1.3 1.2 1.2 1.2 1.3 1.4 1.4 1.4 Machinery ______________________ 1.0 1.4 1.5 1.6 1.6 1.5 1.4 1.3 1.3 1.3 
Electronics ______________________ 1.7 2.1 1.6 1.2 .9 .6 .4 .4 .4 .5 
Motor vehicle production __ ~ ______ 3.2 2.7 2.4 2.0 1.7 1.8 1.7 1.5 1.3 1.1 
Aerospace ______ _________________ 1.0 1.7 1.6 1.5 1.3 1.0 .9 .9 .8 .8 Shipbuilding _____________________ .7 1.0 .9 1.0 1.1 1.2 1.2 1.2 1.3 1.2 
Locomotives and railroad car8 _____ 1.0 1.7 1.5 1.6 1.7 1.7 1.5 1.4 1.3 1.2 
Railroad transportation ___________ .7 . 1.0 1.3 1.6 1.7 1.7 1.6 1.5 1.4 1.2 
Land passenger transportation _____ 3.9 2.7 1.9 1.5 1.6 1.6 1.6 1.7 1.7 1.7 
Land freight transportation _______ 4.4 3.7 2.9 2.3 1.5 1.1 1.1 1.4 1.5 1.4 
Water transportation _____________ .2 .4 .5 .7 .9 1.0 1.0 1.1 1.1 1. 1 0) Airlines _________________________ .4 .5 .7 .8 .8 .8 .7 .7 .6 .4 ail 
Oil and gas pipelines ______________ .2 .2 .3 .4 .5 .6 .7 .7 .7 .8 
Telecommunications ______________ . 1 · 1 .2 .3 .4 .5 .5 .5 .5 .6 
Radio and TV ___________________ 4.4 5.6 4.6 3.7 3.0 2.0 1.0 .7 .9 .9 Cable TV _______________________ 1.6 2.4 2.7 2.7 2.6 2.2 1.6 1.0 .7 .8 
Electric utilities __________________ .1 · 1 .2 .3 .3 .4 .4 .5 .5 .6 Gas utilities _____________________ .1 .1 .2 .2 .3 .3 .4 .4 .5 .5 Trade __________________________ 1.3 1.0 .8 .7 .7 .7 .8 .9 1.0 1.0 
Ainusements _____________________ 1.2 .9 .8 .7 .6 .5 .5 .5 .5 .4 
Finance, insurance and real estate __ . 1 · 1 . 1 .2 .2 .3 .4 .5 .5 .6 
Personal and professional services __ .4 .5 .5 .4 .4 .3 .3 .3 .4 .4 

Grand totaL _______________ 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

1 This distribution does not include the effect of residential real estate provisions and the increase in the investment tax credit for 
rehabilitated structures. 



Table B.3.-lndustry Tax Change Under the First-Y~ar Capital Cost Recovery System (H.R. 3443) 1 

Ii. Total T~ Change 

Calertd'r Years (millions of dollars) 
Industry 1981 1982 ,1983 1984 1985 1986 1987 1988 1989 1990 

tli~~~~~~:==:==:===:::::::::::: -1,!gg 
-1,715 -1,695 -1,646 -1,11)0 -1,091 -1,087 -I, d30 -9~6 -'936 

-237 "':491 -809 -54'l -627- -632 -553 -660 -589 

$.'i?'i~~:~:~~~~~~~~~~~~~~ -1~~1 
-1,128 -906 -591 -360 850 963 1,072 1,065 1, n;7 

-220 -284 -332 -297 -296 -275 -249 -253 -220 
-23 -44 "':63 -60 -~ ....,68 -'66 -70 =-62 
-15 -32 -'48 -46 ~53 -55 -54 -58 -&3 

~~:=-~~::::::::::::::::::: -!~ -99 -273 -453 -407 -481 -484 -454 -4£16 -398 
-45 -70 -88 -=-73 "':77 -78 -75 -78 -68 0) 

Knl~ted goods ___________________ -2 - ,4 -15 -31 -30 -.34 -34 ,32 -38 =-34 0) 

Yarn. thread, woven fabriC8 _______ -11 -48 -89 -140 -117 -135 -138 -128 -128 -108 

~=~7;~:c~=:===:~=::::::== 
-1 -15 -27 "::42 -32 '-::34 -30 -26 -31 -25 
-1 

__ 3 
-7 -13 -12 -14 -13 -12 -14 -12 

0 -1 -4 ~7 -7 -9 -9 -,8 -;9 -=-8 

t!i~~f;:::===::=::=:=::::==::=: 
-63 =-56 -74 -86 -54 -,56 -51 -49 -64 -58 
-8 -17 -28 -27 -11 -10 -8 "":5 -11 , ,0 

-13 -24 -42 -42 -23 -25 -28 -22 -27 -14 Wood products and furniture ______ -10 -85 -110 -108 -83 -8\) -98 ~95 -105 -"95 

t~!fv:~~!~~;~::==:::::=:=:=::: -122 -364 -513 -758 -635 -71~ -748 -7H -746 -(328 
-18 -71 -100 -153 -129 -143 -141 "':122 -~33 -108 Printing and pubUshing __________ :. -Hi8 -188 -309 -402 -322 -373 -395 -379 ..,..382 -324 

Chemicals~_,. ~: ___________________ -'7 -444 -'"899 -1,367 -914 -1,029 -1,038 -933 -1,150 -946 
Petrol6umre6llinl~ ______________ -49 -579 -l,l48 -1,658 -1,623 -1,807 -1,883 -1,864 -2;013 -1,801 Oil and gas production ________ :.._.:._ -345 =-900 -1,622 -2,232 -2,006 -2,202 -2,249 -2i 164 -2,304 -1,925 Petroleum marketing _____________ -105 -202 -223 -219 -165 -152 -136 -122 -131 -114 

1l~b:! _g_~_~~!~~:== ==:::: ==:~:: -21 -65 -138 -200 -153 -159 -147 -127 -155 -115 
-14 -42 -61 -71 -60 -70 -76 -80 -91 -80 

Plastic~ _________________________ -38 -88 -133 -164 -136 -165 -179 -183 -208 -185 Leather _________________________ =-5 -14 -21 -25 -24 -26 -26 -24 -25 -22 



Glass ___________________________ -21 -47 -91 -131 -120 -141 -152 -154 -175 -161 Cement _________________________ -12 -33 -55 -70 -66 -77 -84 -89 -101 -99 Stone and clay ___________________ -50 -101 -175 -224 -199 -234 -258 -268 -304 -284 
Ferrous metaL __________________ - 69 -153 -217 -292 -2'38 -271 -284 -282 -300 -261 
Nonferrous metaL _______________ -35 -63 -96 -137 -101 -110 -112 -106 -116 -101 
Fabricated metaL ________________ -117 -99 -189 -276 -290 -355 -404 -410 -457 -414 Machinery ______________________ -202 -447 -895 -1,374 -1,167 -1,331 -1,385 -1,353 -1,496 -1,319 Electronics ______________________ -15 -92 -144 -212 -120 -114 -94 -66 -97 -63 
Motor vehicle production _________ 7 -185 -632 -1,242 -1,354 -1,750 -1,778 -1,611 -1,771 -1,358 

~~f~~~il~~;~~=== == == == == == == ==== 
-26 -125 -188 -245 -190 -201 -195 -180 -202 -170 
-16 -41 -67 -90 -79 -87 -88 -86 -90 -96 

Locomotives and railroad cars _____ -2 -8 -13 -18 -14 -15 -15 -13 -13 -14 
Railroad transportation ___________ -150 -386 -596 -785 -655 -751 -794 -774 -802 -707 
Land passenger transportation _____ -93 22 0 -38 -64 -94 -102 -98 -116 -94 
Land freight transportation _______ -337 -344 -380 -195 -114 -104 -116 -138 -184 -117 
Water transportation _____________ -71 -202 -343 -492 -537 -608 -655 -686 -745 -739 Airlines ________ ~ ________________ -104 -396 -738 -1,063 -1,165 -1,283 -1,297 -1,227 -1,243 -1,014 
Oil and gas pipelines ______________ -12 -26 -44 -68 -91 -111 -132 -153 -175 -199 
Telecommunications ______________ 262 -418 -1,084 -1,646 -1,135 -1,179 -1,168 -1,048 -1,163 -1,008 Radio and TV ___________________ -13 -125 -145 -157 -113 -93 -68 -49 -52 -39 en Cable TV _______________________ -10 -28 -44 -59 -40 -41 -37 -28 -27 -20 .... 
Electric utilities __________________ 7 -18{j -511 -483 -632 -792 -955 -1,111 -1,356 -1,408 Gas utilities _____________________ 20 -47 -132 -143 -185 -224 -268 -310 -37{j --397 
Trade __________________________ -1,688 -818 -765 -670 -830 -1,078 -1,208 -1,343 -1,609 -1,568 
Amusements _____________________ -267 -221 -229 -236 -202 -225 -221 -212 -228 -164 
Finance, insurance and real estate __ -79 -122 -207 -317 -40{j -534 -670 -820 -1,004 -1,192 
Personal and professional services __ -196 -211 -340 -47{j -464 -552 -564 -583 -713 -694 

Industry tota)1 ___________________ -7,861 -11,596 -17,684 -22,917 -20,046 -21,449 -22,246 -21,666 -24,176 -21,446 

Grand totaI 2 _______________ -7,852 -11,577 -17,671 -22,926 -20,094 -21,553 -22,427 -21,944 -24,576 -21,990 

1 The industry amounts do not include the effect of residential real estate provisions. 
2 The grand total includes items not allocated by industry as indicated in footnote 1. The estimated additional revenue loss for these 

items in millions of dollars is: 
1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

+9 +lS +1:: -0 -48 -10;; -181 -270 -3911 -544 



Table B.3.-First-Year Capital Cost Recovery System (H.R. 3443)l-Continued 

h. Percent of Revenue Loss 

Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

~~~:~~~~~=========:========= 24.9 14.8 9.6 7.2 5.7 5.1 4.9 4.6 4.0 4.4 
.6 2.0 2.8 3.5 2.7 2.9 2.8 2.6 2.7 2.7 

Construction ____________________ 18.2 9.7 5.1 2.6 1.8 -4.0 -4.3 -4.9 -4.4 -5.5 

~ur;!~ g;~~~~::================== 
.2 1.9 1.6 1.4 1.5 1.4 1.2 1.1 to 1.0 
. 1 .2 .2 .3 .3 .3 .3 .3 .3 .3 

Vegetable oiL _________________ ~_ .1 .1 ;2 .2 .2 .2 .2 .2 .2 .2 
Prepared food ___________________ .5 .8 1.5 2.0 2.0 2.2 2.2 2.1 2.0 1.9 0) 
Tobacco ________________________ (*) .4 .4 .4 .4 .4 .3 .3 .3 .3 00 
Knitted goods ____ ~-------------- (*) (*) .1 .1 . 1 .2 .2 .1 .2 .2 
Yarn,. thread, woven fabrics _______ .1 .4 .5 .6 .6 .6 .6 .6 .5 .5 

~~~~:~7il~t~================ 
(*) . 1 .2 .2 .2 .2 ~ 1 . 1 . 1 . 1 
(*) (*) (*) .1 . 1 . 1 .1 . 1 : 1 .1 
(*), (*) (*) (*) (*) (*) (*) (*) (*) (*) 

~i~i;~~=====;================ 
.8 .5 .4 .4 .3 .3 .2 .2 .3 .3 
. 1 . 1 .2 .1 .1 (*) (*) (*) (*) (*) 
.2 .2 .2 .2 .1 .1 . 1 .1 .1 . 1 

Wood propupts and furniture ______ .9 .7 .6 .5 .4 .4 .4 .4 ~ 4 .4 

~!iv:~<!!~~~~~================= 1.5 3.1 2.9 3.3 3.2 3.4 3.4 3.3 3.1 2.9 
.2 .6 .6 .7 .6 .7 .6 .6 .6 .5 

Printing and publishing ___________ 2.1 1.6 1.7 1.8 1.6 1.7 1.8 1.7 1.6 1.5 
Chemicals_~ _____________________ .1 3.8 5.1 6.0 4.6 4.8 4.7 4.3 4.8 4.4 
Petroleum retining _______________ .6 5.0 6.5 7.2 8.1 8.4 8.5 8.6 8.3 8.4 
Oil and gas production ____________ 4.4 7.8 9.2 9.7 10.0 lO.3 lO.1 lO.O 9.5 9.0 
Petrole~m mari{eting _____________ 1.3 1.7 1.3 1.0 .8 .7 .6 .6 .5 .5 

~~b'~~_g~_S_~~i~l!~!=============== .3 .6 .8 .9 .8 .7 .7 .6 .6 .5 
.2 .4 .3 .3 .3 .3 .3 .4 .4 .4 



Plastic __________________________ .5 .8 .8 .7 .7 .8 .8 .8 .9 .9 
Leather _________________________ . 1 . 1 . 1 .1 .1 . 1 . 1 .1 · 1 . 1 Glass ___________________________ .3 .4 .5 .6 .6 .7 .7 .7 .7 .8 
CemenL ________________________ .2 .3 .3 .3 .3 .4 .4 .4 .4 .5 
Stone and clay ___________________ .6 .9 1.0 1.0 1.0 1.1 1.2 1.2 1.3 1.3 
Ferrous metaL __________________ .9 "1.3 1.2 1.3 1.2 1.3 1.3 1.3 1.2 1.2 
Nonferrous metaL _______________ .4 .5 .5 .6 .5 .5 .5 .5 .5 .5 
Fabricated metaL ________________ 1.5 .9 1. 1 1.2 1.4 1.7 1.8 1.9 1.9 1.9 
Machinery ______________________ 2.6 3.9 5.1 6.0 5.8 6.2 6.2 6.2 6.2 6.1 
Electronics ______________________ .2 .8 .8 .9 .6 .5 .4 .3 .4 .3 
Motor vehicle production _________ -.1 1.6 3.6 5.4 6.8 8.2 8.0 7.4 7.3 6.3 
Aerospace_-- ____________________ .3 1.1 1.1 1. 1 .9 .9 .9 .8 ".8 .8 
Shipbuilding _____________________ .2 .3 .4 .4 .4 .4 .4 .4 .4 .4 
Locomoti ves and railroad cars _____ (*) . 1 " . 1 . 1 . 1 . 1 . 1 .1 · 1 . 1 
Railroad transportation ___________ 1.9 3.3 3.4 3.4 3.3 3.5 3.6 3.6 3.3 3.3 
Land passenger transportation _____ 1.2 -.2 (*) .2 .3 .4 .5 .5 .5 .4 
Land freight transportation _______ 4.3 3.0 2.2 .9 .6 .5 .5 .6 " .8 .5 
Water transportation _____________ . P 1.7 1.9 2.1 2.7 2.8 2.9 3.2 3.1 3.4 
Airlines _________________________ 1.3 3.4 4.2 4.6 5.8 6.0 5.8 5.7 5.1 4.7 0) 

~~l:c~~~~~ta~i~::~~~=========== .2 .2 .3 .3 .5 .5 .6 .7 .1 .9 to 

-3: 3 3.6 6.1 7.2 5.7 5.5 5.2 4.8 4.8 4.7 
Radio and TV ___________________ .2 1.1 .8 .7 .6 .4 .3 .2 .2 .2 
Cable TV _______________________ .1 .2 .3 .3 .2 .2 .2 .1 · 1 .1 
Electric utilities __________________ -.1 1.6 2.9 2.1 3.2 3.7 4.3 5.1 5.6 6.6 
Gas utilities _____________________ -.3 .4 .7 .6 .9 1.0 1.2 1.4 1.6 1.9 
Trade __________________________ 21. 5 7.1 4.3 2.9 4.1 5.0 5.4 6.2 6.7 7.3 
Amusements _____________________ 3.4 1.9 1.3 1.0 1.0 1.0 1.0 1.0 .9 .8 
Finance, insurance and real estate __ 1.0 1.1 1.2 1.4 2.0 2.5 3.0 3.8 4.2 5.6 
Personal and professional services __ 2.5 1.8 1.9 2.1 2.3 2.6 2.5 2.7 3.0 3.2 

Grand totaL _______________ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

*Less than .05. 
I This distribution does not include the effect of residentitll real estate provisions. 



Table B.3 . .i...-First-Year Capital Cost Recovery System (H.R. 3443)1-Continued 

c. Ratio of Percent Revenue Loss to Percent Annual Investment 
Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 
---.~---

Agriculture ______________________ 4.1 2.4 1.5 1.1 .8 .7 .7 .7 .5 .6 Mining _________________________ .2 .5 .6 .8 .6 .6 .6 .5 .5 .5 
Construction _____________________ 3.5 1.9 1. 1 .5 .4 - . 9 -1.0 -1.1 -1.0 -1.3 
Grain products __________________ .5 4.1 3.5 3.1 3.2 3.0 2.7 2.6 2.4 2.4 
Sugar products ___________________ .6 1.6 2.0 2.2 2.4 2.6 2.6 2.6 2.5 2.6 
Vegetable oiL ___________________ .6 1.2 1.6 1.9 2.1 2.3 2.3 2.4 2.4 2.5 
Prepared food ___________________ .3 .6 1.0 1.3 1.4 1.5 1.5 1.5 1.4 1.3 ..... Tobacco _____ __ __________________ .2 2.9 3.0 3.0 2.9 2.9 2.7 2.7 2.5 2.5 0 Knitted goods ____________________ .2 .3 .8 1.1 1.2 l.2 1.2 1. 1 1.2 1.2 
Yarn, ,thread, woven fabrics _______ .5 1.4 1.7 2.0 1.8 1.9 1.9 1.7 1.6 1.5 
Carpets, dyeing __________________ . 1 1.1 1.3 1.5 1.2 1.2 1.0 .9 .9 .9 
Textured yarns __________________ .2 .6 1.0 1.3 1.3 1.4 1.3 1.2 1.2 1.2 
Nonwoven fabrics _______________ _ .2 .4 .8 1.2 1.3 1.4 1.4 1.3 1.3 1.3 
AppareL ________________________ 1.7 1.1 1.0 .9 .6 .6 .5 .5 .6 ; e 
Logging _________________________ .5 .7 .7 .5 .3 .2 .2 . 1 .2 (*) 
SawmiUs ________________________ .5 .6 .7 .5 .4 .4 .4 .3 .3 .2 
Wood products and furniture ______ 1.9 1.5 1.2 .9 .8 .8 .9 .9 .9 .9 

~~~v~~~!~~~:; = ============== == 
.9 2.0 2.2 2.4 2.2 2.3 2.3 2.3 2.1 2.0 
.4 1.1 1.2 1.4 1.3 1.3 1.2 1.1 1.1 1.0 

Printing and publishing_~ _________ 1.6 1.3 1.4 1.4 1.3 1.4 1.4 1.4 1. 3 1.2 
Chemicals _______________________ (*) .9 1.2 1.5 1.1 1.2 1.1 1.0 1.1 1.0 
Petroleum refining ________________ .3 2.0 2.3 2.5 2.7 2.8 2.8 2.8 2.7 2.7 
Oil and gas production ____________ 1.3 1.9 2.0 2.1 2.1 2.1 2.1 2.0 1.9 1.8 
Petroleum marketing _____________ 2.3 2.5 1.7 1.2 1.0 .8 .7 .7 .6 .6 
Oil and gas driUing _______________ .6 1.0 1.3 1.4 1.2 1.1 1.0 .9 1.~ .8 
Rubber _____________________ ____ .8 1.6 1.5 1.6 1.5 1.5 1.6 1.6 l.6 1.6 



Plnstic __________________________ .7 1.0 l.1 l.2 1.1 1.1 1.2 l.2 1.2 1.2 Leather _________________________ .7 1.4 1.3 l.2 1.4 1.4 1.3 1.2 l.1 1.1 
Glass ___ __ -- -- ____ -- ____________ .8 l.2 1.5 1.8 1.8 2.0 2.0 2.1 2.1 2.2 CemenL __ - _____________________ I.I 2.0 2.1 2.1 2.3 2.5 2.6 2.8 2.8 3.0 
Stone and clay __________________ 1.1 1.4 1.6 1.6 1.7 1.8 1.9 2.0 2.0 2.1 
Ferrous metaL __________________ .8 1.3 1.2 1.3 1.2 1.3 1.3 1.3 1.2 1.2 
Nonferrous metaL _______________ .7 .8 .8 .9 .8 .8 .8 .8 .7 .7 
Fabricated metaL ________________ 1.2 .7 .8 1.0 1.2 1.3 1.4 1.5 1.5 1.5 
Machinery ______________________ .6 .9 1. 1 1.3 1.2 1.3 1.2 1.2 1.2 1.2 
Electronics ______ -- ______________ .2 .7 .7 .8 .5 .4 .3 .2 .3 .2 
Motor vehicle production _________ (*) .4 1.0 1.6 1.9 2.3 2.2 2.1 2.1 1.8 Aerospace _______________________ .4 1.3 1.3 1.4 1.3 1.3 1.2 1. 1 1. 1 1. 1 
Shipbuilding _____________________ .8 1.7 1.6 1.6 1.6 1.6 1.6 1.7 1.6 1.8 
Locomotives and railroad cars _____ .7 2.0 1.9 1.8 1.7 1.7 1.6 1.5 1.4 1.6 
Railroad transportation ___________ 1.3 2.4 2.4 2.5 2.4 2.5 2.5 2.5 2.4 2.3 
Land passenger transportation _____ 1.8 -.3 (*) .2 .5 .6 .7 .6 .7 .6 
Land freight transportation _______ 3.0 2.0 1.4 .5 .4 .3 .3 .4 .5 .3 
Water trnnsportation _____________ 1.0 1.9 2.0 2.2 2.7 2.9 3.0 3.3 3.2 3.6 Airlincs _________________________ .5 1.3 1.5 1.6 2.0 2.0 2.0 1.9 1.7 1.6 ;:i 
~~I:C~~l~~~Ji~~\~~:_-_-_~~========= . 1 . 1 . 1 .2 .3 .3 .3 .4 .4 .5 

-.4 .4 .7 .9 .7 .7 .7 .6 .6 .6 Radio and TV ___________________ .8 5.3 4.1 3.5 2.9 2.3 1.6 1.2 1.2 1.0 Cable TV _______________________ 1.0 1.9 1.9 2.0 1.6 1.6 1.4 1. 1 .9 .8 
Electric utilities __________________ (*) .2 .4 .3 .4 .5 .6 .7 .8 .9 Gas utilitics _____________________ -.1 .2 .3 .2 .4 .4 .5 .6 .6 .8 Tradc ______________________ ~ ___ 2.1 .7 .5 .3 .5 .6 .6 .7 .8 .9 Amusements ____________________ 1.9 1.1 .8 .7 .6 .7 .6 .6 .6 .5 
Finance, insurancc and real estate __ .2 .2 .2 .3 .4 .5 .6 .8 .9 1.2 
Personal and professional services __ .5 .4 .5 .5 .6 .6 .6 .7 .7 .8 

Grand totaL _______________ 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

* Less than .05. 
I This distribution docs not include the effect of residential real estate provisions. 



Table B.3.-First-Year Capital Cost Recovery System (H.R. 3443)1~Continued 

d. Ratio of Percent Revenue Loss to Percent Capital Stock 

Calendar Years 

Industry 1981 1982 1983 1984 1985 1986 1187 1988 1989 lItO 
------------~-------.--

~~i~J~~r~c~=== == == == == == == == == == 
6.1 3.5 2.1 i; 5 1.2 1 ~ 1.0 .9 .8 .8 
.2 .1 .9 1.1 .8 .9 -1: .7 ,.8 ; 8 

ConstruCtiOIL ________ ___________ 8.5 4.6 2.5 1.3 ,.9 -2.1 -2.1 -2.5 -3.1 
Grain.prqducts __________________ .4 3.8 3.2 2.8 2.9 2.7 2.5 2.4 2.2 2.2 
Sugar products __________________ .7 1.1 2.1 2.4 2.6 2.7 2.7 2.7 2.1 2.7 
Vegetable oiL ___________________ .5 1.1 1.5 1 . . 8 1.9 2. 1 2.1 2.2 2.2 2.3 
Prepared food ____ ~ ______________ .3 .6 1.0 1.3 1.3 1.5 1.5 1.4 1.4 1; 3 tj TQb/l.cco ________________________ .2 2.9 3.0 3.0 2.9 2.9 2.7 2.6 2. Ii 2.4 
Knitted goods ___________________ .3 .4 1.0 1.5 1.5 1.6 t.5 1.5 1.5 1.5 
Yarn, thread, woven fabrics _______ .6 1.7 2.1 2.3 2.1 2.3 2.2 2.1 1.9 1.8 
Carpets, dyeing __________ -------- .1 1.4 1.6 1.8 1.5 1.4 1.2 1. 1 1.2 1.0 
Textured yarns __________ -- ______ .3 .9 1.. 1.8 1.9 1.9 1.7 1.7 1.7 1.7 
Nonwoven fabrics ________________ .2 ;4 1.0 1.4 1.5 1.6 1.5 1.5 1.4 1.5 

tJ:i~r;~=== == == == == == == == == == == == 1.7 1. 1 .9 .9 .6 .6 .5 .5 .6 .6 
.9 1.3 1.4 1.0 .& .4 .3 .2 .4 (.) 

Sawmills ________________________ .6 ; 8 .9 .7 .4 .4 .4 .4 .4 .2 
Wood products and furniture ______ 1.9 1.5 1.3 1.0 .8 .8 ' .9 .9 ;& .~ 
Pulp and paper __________________ 1. 1 2.4 2.fi 2.8 2.6 2.8 2.7 2.7 2.5 2.4 
Converted paper _________________ .5 1;4 1.5 1.7 1.6 1.6 1.5 1.3 1; 3 1.2 
Printing and publishing ___________ 1.9 1.5 1.6 1.7 1.6 1.7 1.7 1.6 1.5 1.4 Chemlcals _______________________ (*) 1.1 1.5 1.8 1.3 1.4 1.3 1.2 1.3 1.2 
Petroleum refining _______________ .4 2.3 2.7 2.8 3.1 3.2 3.2 3.2 3.1 3.1 
Oil and gas production ____________ 1.9 2.7 2.8 2.8 2.9 3.0 2.9 2.8 2.7 2.5 

~i:~~~u:s ~~~~f~~~~============= 2.7 2.9 1.9 1.4 1.1 1.0 .8 .8 .7 .7 
1.2 2.2 2.6 2.8 2.5 2. '4 2.1 1.8 2.0 1.7 



Rubber ___ _________________ _____ .9 1.7 1.6 1.7 1.6 1.6 1.7 1.7 1.7 1.7 Plastic ________ ______________ ___ _ .7 1.1 1.1 1.2 1.1 1.2 1.2 1.2 1.2 1.2 
Leather ___ _____ ___ . _________ _____ .7 1.3 1.3 1.2 1.3 1.3 1.2 1.2 1.1 1.1 
Glass ___________________________ .9 1.4 1.7 1.9 2.0 2.2 2.2 2.3 2.3 2.4 Cement _______ __________________ 1.0 1.8 1.9 1.9 2.1 2.2 2.3 2.5 2.5 2.7 Stone and clay ___________________ 1.0 1.4 1.6 1.6 1.6 1.7 1.8 1.9 1.9 2.0 Ferrous metaL ___________________ .8 1.2 1.1 1.2 1. 1 1.2 1.2 1.2 1.2 1.1 
Nonferrous metaL _______ .:. _______ .7 .8 .8 .9 .8 .8 .8 .8 .7 .7 
Fabricated metaL ________________ 1.5 .8 1.0 1. 1 1.4 1.5 1.7 1.7 1.7 1.8 Machjnery ______________________ .6 .9 1. 1 1.3 1.3 1.3 1.3 1.3 1.2 1.2 
Electronics ______________________ .2 .9 .9 1.0 .7 .6 .4 .3 . -4 .3 
Motor vehicle productionc ___ ______ -.1 .9 1.9 2.9 3.6 4.2 4.1 3.9 3.9 3.4 

~~[~~~fl~~~g~== == == == == ==== == ==== 
.4 1.5 1.5 1.6 1.4 1.4 1.3 1.3 1.3 1.2 
.7 1.4 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.5 

Locomotives and railroad cars _____ .7 2.1 2.0 1.9 1.8 1.8 1.7 1.6 1.5 1.7 
Railroad transportation ___________ 1.7 3.0 3.1 3.2 3.1 3.3 3.3 3.3 3.1 3.0 
Land passenger transportation _____ 4.4 -.7 (*) .6 1.1 1.5 1.5 1.5 1.6 1.5 
Land freight transportation ________ 6.2 4.1 2.9 1. 1 .8 .6 .7 .8 1.0 .7 
Water transportation _____________ .8 1. 4 1.5 1.6 2.0 2.1 2.2 2.4 2.3 2.6 -...t 
Airlines _________________________ .7 1.6 1.8 2.0 2.4 2.5 2.4 2.3 2.1 1.9 

~ 

Oil and gas pipelines ______________ .1 .1 . 1 . 1 .2 .2 .3 .3 .3 .4 
Telecommunications ______________ -:-.3 .3 .6 .7 .5 .6 .5 .5 .5 .5 Radio and TV ___________________ 1.7 11.2 8.6 7.2 6.2 4.9 3.4 2.5 2.5 2.1 Cable TV ______ __ _______________ 1.7 3.2 3.2 3.3 2.7 2.7 2.3 1.8 1.5 1.3 Electric utilities __________________ (*) . 1 .3 .2 .3 .4 .4 .5 .5 .6 Gas utilities __________ -___________ -.1 .1 .2 .2 .2 .3 .3 .4 .4 .5 Trade __________________________ 2.0 .7 .4 .3 .4 .5 .6 .6 .7 .8 Amusements _____________________ 2.3 1.3 .9 .8 .8 .8 .7 .7 .7 .6 
Finance, insurance and real estate ___ . 1 .1 . 1 . 1 2 .2 .3 .4 .4 .6 
Personal and professional services __ .5 .3 .4 .4 .5 .5 .5 .6 .6 .7 

Grand totaL _______________ 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

*Less than 0.5. 
1 This distribution does not include the effect of residential real estate provisions. 

0 


