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INTRODUCTION

This report^ on tax expenditures for fiscal years 1989-1993 is pre-

)ared for the House Committee on Ways and Means and the

senate Committee on Finance. The report also is submitted by the
Joint Committee on Taxation to the House and Senate Committees
)n the Budget.
As in the case of earlier reports, ^ the estimates in this report

vere prepared with the cooperation of the staff of the Office of Tax
\nalysis in the Treasury Department. With the exception of the
irst two reports, which were prepared at the request of the confer-

ees on the Revenue Act of 1971, these reports have been prepared
is the Joint Committee's report under the budget process.

The Administration published its estimates of tax expenditures
br fiscal years 1987-1989 in Special Analysis G of the Budget for

^'iscal Year 1989.^ The tax expenditure items included in this pam-
jhlet and in Special Analysis G overlap considerably, and the dif-

erences are discussed below in Part II under the heading "Com-
parisons with Special Analysis G".
The staff of the Joint Committee has made its estimates (as

;hown in Table 1) based on the provisions in tax law as enacted
;hrough December 31, 1987, including relevant provisions of the

fax Reform Act of 1986 and the Revenue Act of 1987. Expired or

"epealed provisions are not listed if their effect on revenue results

mly from taxpayer activity in years before 1988. Some of the provi-

sions repealed in the Tax Reform Act of 1986 continue to appear as

:ax expenditures because they are phased out over periods as long
IS five years. Extensions or modifications of expiring provisions are

lot included until they have been enacted into law.

Part I of this report contains a discussion of the concept of tax

expenditures, and it is followed in Part II by a discussion of the
neasurement of tax expenditures. Estimates of tax expenditures
for fiscal years 1989-1993, under tax law enacted through Decem-
ber 31, 1987, are presented in Table 1 in Part III. Table 2 shows the

listribution of tax returns by income class, and Table 3 presents

distributions of selected individual tax expenditure items by
income class.

' This report may be cited as follows: Joint Committee on Taxation, Estimates of Federal Tax
Expenditures for Fiscal Years 1989-1993 (JCS-3-88), March 8, 1988.

^ Joint Committee on Taxation, Estimates of Federal Tax Expenditures, October 4, 1972, June
I, 1973, July 8, 1975, March 15, 1976, March 16, 1977, March 14, 1978, March 15, 1979, March 6,

1980, March 16, 1981, March 8, 1982, March 7, 1983, November 9, 1984, April 12, 1985, March 1,

1986, and February 27, 1987.

^Office of Management and Budget, "Tax Expenditures," Special Analysis G, The Budget of
the United States Government for Fiscal Year 1989, pp. G1-G45.
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I. CONCEPT OF TAX EXPENDITURES
Overview

Tax expenditure estimates measure the decreases in individual
and corporate income tax liabilities that result from provisions k
income tax laws and regulations that provide economic incentivej
or tax relief to particular kinds of taxpayers. These tax provisioni
take the form of exclusions, credits, deductions, preferential taj
rates, or deferrals of tax liability. (Tax disincentives or penaltie*
are not shown as negative tax expenditures; however, some tax ea
penditure items show negative estimates.)
The term tax expenditure is based on the assumption that the

objectives of these tax provisions could be accomplished by direct
expenditure programs. Tax expenditures, in this view, are analo-
gous to those direct expenditures which have no program spendinn
limits, and which are available as entitlements to individuals and
corporations who meet the statutory and regulatory criteria estab^
lished for the programs. Tax expenditure provisions, like all tax
provisions but unlike direct spending programs, are administerec
by the Internal Revenue Service. Tax expenditures require no fur
ther action by the Federal Government; direct expenditure proi
grams require at least approval of an application form. Like enih
tlement programs, tax expenditures usually do not have expiration
dates.

Tax expenditure estimates have been prepared for use in publi(f
policy analysis to determine the relative merits of providing direct
outlays or tax benefits to achieve specified public goals. To provide
this capability, the Congressional Budget Act of 1974 requires thai
a report on tax expenditures be submitted to the House and Senate
Budget Committees. These committees include tax expenditure esti-
mates in their reports that accompany the annual budget resolu^i
tions.

\

In this report, the Joint Committee staff follows the definition olj
tax expenditures that appears in the Congressional Budget Act;!

. . . those revenue losses attributable to provisions of the Federal'
tax laws which allow a special exclusion, exemption or deduction
from gross income or which provide a special credit, a preferential
rate of tax or a deferral of tax liability.'^ ^ ^he legislative history ofl

this Act indicates that tax expenditures are to be defined with ref-
erence to a normal income tax structure as was the case in thai
first two tax expenditure pamphlets prepared by the Joint Commit-;
tee staff
The normal income tax structure of the individual income tax in-

cludes one personal exemption for each taxpayer and one for each
dependent; the standard deduction, ^ which serves as a general

* Congressional Budget and Impoundment Control Act of 1974 (P.L. 93-344), sec 3(a)(3)
Beginnmg m 1987, the zero bracket amount was replaced by the standard deduction.

(2)



minimum deduction for all taxpayers; the existing tax rate sched-

ile; the limit on using passive losses to offset other income; and
leductions for costs incurred in producing net income that

exceed 2 percent of adjusted gross income.
The normal tax structure of the corporate income tax includes

deductions for the costs, including depreciation, incurred in produc-

ing income. It does not include the graduated tax rate schedule on
the grounds that it is intended to provide tax relief to small corpo-

jrations.

The staff acknowledges that its concept of the normal tax struc-

ture may err on the side of being too narrow and its definition of

tax expenditures may err on the side of being too broad. The staffs

^approach traditionally has been to list any item as a tax expendi-

'ture for which there is a reasonable basis for such classification

«and a revenue loss above a de minimis amount. In this context, a
ie minimis revenue amount means a revenue loss of at least $10
(million in each of the five years 1989-1993. The staff emphasizes,

however, that in the process of listing tax expenditure items, no
I|udgment is made, nor any inference intended, about the desirabil-

ity of any special provision as public policy.

f As defined in the Congressional Budget Act, the concept of tax

Expenditure refers to the corporate and individual income taxes.

^Other parts of the Internal Revenue Code—excise taxes, employ-
'ment taxes, estate and gift taxes—also have exceptions, exclusions,

Refunds, and credits, but they are not included in this report be-

cause they are not parts of the income tax. Thus, the income tax

Credit for producing ethanol for use in blending gasohol is included,

Vhile the equivalent exemption of the excise tax on gasohol sales is

not a tax expenditure.

^Individual Income Tax

P The staff does not include as tax expenditures either the stand-

Wd deduction or the personal exemption for the taxpayer and de-

^pendents (except for dependents who are students and age 19 or

'more) because Congress believes these amounts approximate the
^level of income below which it would be difficult for an individual

or a family to obtain minimal amounts of food, clothing, and shel-

Jter. Thus, itemized deductions are classified as tax expenditures
i only to the extent they exceed the standard deduction.

f Deductions for costs incurred in producing income are considered

5part of the normal tax structure and, therefore, are not listed as

J
tax expenditures. These deductions, some of which are subject to

f limitations, include job-related moving expenses, employee business

f; expenses, investment expenses, and business-related travel ex-

^penses. In addition, certain deductible interest expenses, which in-

I

elude such items as interest paid or accrued on indebtedness in-

1 curred or continued in connection with a trade or business, invest-

{ ment interest to the extent of investment income, or interest pay-

j

able on any unpaid portion of tax due on an estate when an exten-
i' sion of time for payment is in effect, are not tax expenditure items.

Interest deductions that are tax expenditure items include mort-

! gage interest on a principal or second residence, nonmortgage in-

1 terest in excess of investment income (which includes interest on
home equity loans and qualified interest on consumer debt under



the phaseout), and the permanent exemption from imputed interest
rules for certain purchases of a residence, small business, or farm.
The failure to include in gross income imputed income received

by individuals from the services of their own durable assets is not
treated as a tax expenditure. Such imputations are often consid-
ered as income under other concepts of income, such as that used
in measuring gross national product. Measurement of imputed
income for inclusion for income tax purposes would present severe
administrative problems, and its exclusion from taxable income is i

regarded as an administrative necessity rather than as a specific
incentive to encourage certain kinds of consumption. The imputed
income from an owner-occupied home is the most prominent of
these omitted items; among the others are the income that could be
imputed to household furniture and appliances, books, art collec-
tions, and automobiles. If all the imputed income items were in-
cluded in adjusted gross income, however, it would be proper to in-
clude all interest deductions as part of the normal tax structure,
since interest deductions would be allowable as a cost of producing
imputed income.
The exclusion from income of a portion of capital gains for indi-

viduals and the alternative capital gains rate for corporations were
repealed by the Tax Reform Act of 1986. Beginning in 1987, capital
gains income of taxpayers is taxed as ordinary income. For 1987, a
maximum rate of 28 percent applies to capital gains of individual
taxpayers. The exclusion of capital gains from income at death, the
deferral of capital gains rolled over in the purchase of a new prin-
cipal residence, and the exclusion of capital gains up to $125,000 on
home sales for individuals age 55 or over were not changed by the
Tax Reform Act of 1986, and are listed as tax expenditures.

Business Income Taxation

The most difficult issues in defining tax expenditures for busi-
ness income of individuals and corporations relate to capital costs,
which are costs not properly allocable to income earned in a single
year. The staff assumes, for example, that the normal tax structure
would permit straight-line cost recovery deductions on structures
and equipment over the asset's estimated useful life, as used for
the alternative minimum tax.
The measurement of income from capital under the normal tax

structure does not take account of the effects of inflation on depre-
ciation, capital gains, and interest payments. Thus, certain tax ex-
penditure estimates may be larger or smaller than would be the
case if the normal tax structure were indexed. For example, the
definition of depreciation in the tax expenditure estimates does not
take into account the effect of inflation in eroding the real value of
depreciation deductions and therefore tends to overstate the tax ex-
penditures. Fixed accelerated depreciation schedules do not always
provide deductions whose real value corresponds to the amount
originally paid for the asset. Because annual rates of inflation vary
considerably, fixed accelerated depreciation schedules will over-
state or understate in any given year the real value of depreciation
of assets.
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]The foreign tax credit is not classified in this report as a tax ex-

landiture because it is intended to prevent double taxation of

(Come earned abroad by U.S. investors.

imparisons with Special Analysis G

The Joint Committee and Treasury Department lists of tax ex-

,enditures differ for several reasons. First, the Joint Committee
^es as its measure of tax expenditures the definition of tax ex-

,mditure in the Congressional Budget Act of 1974. A normative
pncept based on the Internal Revenue Code, as amended by the

(Conomic Recovery Tax Act of 1981 and the Tax Reform Act of

))86, is used by the Treasury in determining which items to in-

fude for purposes of Special Analysis G. Second, the Joint Commit-
[«e in 1985 expanded its list of tax expenditures to include several
(' the tax provisions recommended for repeal under the principles

^nployed in developing both the President's and the Treasury De-

cartment's tax simplification and reform proposals.^ Third, Special

nalysis G covers the usual three-year period of a budget submis-

on—the most recent fiscal year, the current fiscal year, and the

=scal year to which the budget proposals apply, i.e., fiscal years

i)87-1989. The Joint Committee estimates apply to the fiscal year

j) which the budget proposals apply and the succeeding four fiscal

oars, i.e., fiscal years 1989-1993. In addition, the Joint Committee
estimates are based on the provisions in the Internal Revenue Code

,3 in effect on December 31, 1987, and include several expired or

i^pealed provisions for which lengthy transition periods have been
^ovided and which involve substantial amounts of revenue.

Tax expenditure items in the Joint Committee list which have
ot been made part of the listing in Special Analysis G are shown
elow.

iternational affairs

' Exclusion of certain allowances for Federal employees abroad

'nergy

Exception from passive loss limitation for working interests in oil

and gas properties

Expensing tertiary injectants

agriculture

Deductibility of patronage dividends and certain other items of

cooperatives
Exclusion of cost-sharing payments
Cash accounting

''inancial institutions

Merger rules for thrift institutions

8 The White House, The President's Tax Proposals to the Congress for Fairness, Growth and
implicity, Washington, D.C., May 1985, and Office of the Secretary of the Treasury, Tax

eform for Fairness, Simplification, and Economic Growth: The Treasury Department Report to

le President, vols. 1 and 2, Washington, D.C., Department of the Treasury, November 1984.



Insurance companies

Exclusion of income from structured settlement amounts
Deduction of unpaid loss reserves of property and casualty com

panies
Treatment of life insurance company reserves
Special alternative tax on small property and casualty insuranci
companies

Tax exemption for certain insurance companies
Special deduction for Blue Cross-Blue Shield companies

Business and commerce

Expensing up to $10,000 of depreciable business property
Exclusion of capital gains at death
Permanent exception from imputed interest rules
Expensing magazine circulation expenditures
Special rules for magazine, paperback book, and record return
Completed contract rules
Cash accounting, other than agriculture

Employment

Exclusion of benefits provided under cafeteria plans
Exclusion of miscellaneous fringe benefits
Exclusion of employee awards
Exclusion of income earned by voluntary employee beneficiar

associations (VEBAs)

Social services

Exclusion of employer-provided child care
Exclusion for certain foster care payments
Expensing costs of removing architectural barriers

Medicare

Exclusion of untaxed medicare benefits

Income security

Exclusion of employer provided death benefits



II. MEASUREMENT OF TAX EXPENDITURES
Estimates of tax expenditures as revenue losses are subject to im-

portant limitations. The difference between the estimates of tax li-

abilities under present law, which provides for a particular tax ex-
penditure provision, and the higher level of tax liabilities under
the assumption that the provision had never existed, is the amount
of the tax expenditure. For this computation, as opposed to revenue
estimates provided for legislative purposes, it is assumed that noth-
ing else changes, i.e., these are static estimates that do not antici-
pate taxpayer behavioral responses to changes in tax law.

^

Each tax expenditure is measured in isolation. If two or more
items were to be eliminated simultaneously, the result of the com-
bination of changes might produce a lesser or greater revenue
effect than the sum of the amounts shown for each item separately.
This means that the addition of the amounts of various tax expend-
iture items is of quite limited usefulness, and this is why annual
totals for all tax expenditures in Table 1 are shown only as an ad-
dendum to Table 1.

If a tax expenditure item were to be eliminated, it is possible
that Congress would deal with the underlying reason for enacting
the tax expenditure in another way, rather than simply terminat-
ing federal assistance of any kind. For example, the Tax Reform
Act of 1986 repealed the itemized deduction for adoption expenses
and in its place authorized a direct spending program for such ex-
penses. To the extent that a replacement program would be adopt-
ed, the higher revenues received as a result of the elimination of a
tax expenditure might not represent a net budget gain. The nature
of any alternative program cannot be anticipated—it could involve
direct expenditures, direct loans or loan guarantees, a different
form of a tax expenditure, or a general reduction in tax rates. If
any tax expenditures were repealed, adjustments might be made
through fiscal or monetary policy to offset the effects of higher tax
liabilities on the economy; the estimates of tax expenditures do not
anticipate such policy responses.

Year-to-year differences in the estimates for each tax expendi-
ture reflect changes in tax law, including phaseouts of tax expendi-
ture provisions and changes which alter the definition of the
normal tax structure, such as, changes in the tax rate schedule, the
personal exemption amount, and the standard deduction. Some of
the estimates for this tax expenditure budget may differ from esti-
mates made in previous years because of changes in law and eco-
nomic conditions, the availability of better data, and improved esti-
mating techniques. Similar differences also occur in the budget es-
timates for direct outlays.
An alternative way to measure tax expenditures is to express

their values in terms of outlay equivalents, i.e., what amounts
would direct outlays have to be for a program in order to place the

(7)
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taxpayer and the Federal Government in the same after-tax pos
tion as under a tax expenditure regime; the administration pr«

sents such estimates in Special Analysis G. Often the outlay equi
alent is greater than the revenue loss, because in many cases ou
lays would be included in the taxable income of the beneficiaries
the program.



III. TAX EXPENDITURE ESTIMATES

To aid analysis of the economic benefits provided through the tax
laws to various sectors of the economy, tax expenditures are

grouped in Table 1 in the same functional categories as outlays in

the Federal budget. Estimates are shown separately for individuals

and corporations. Those tax expenditures that do not fit clearly

into any of the budget functional categories have been placed in

the most appropriate functional category.

Several of the tax expenditure items involve small revenue loss;

those estimates are indicated in Table 1 by footnotes 1 and 2. For
each of these items, the footnote means that the revenue loss or

gain is less than $50 million in the fiscal year.

Table 2 presents tax return information for each of nine income
classes on the number of all returns filed, the number of all re-

turns and taxable returns with itemized deductions, and the

amount of tax liability.

Table 3 provides estimates by income class for some of the tax

expenditures which affect individual taxpayers. Not all tax expend-
itures which affect individuals are shown in this table because of

the difficulty in making reliable estimates of the income distribu-

tion of items which do not appear on tax returns under present
law.

Tables 1, 2, and 3 assume the tax laws as enacted through De-
cember 31, 1987.

(9)



Table I.-Tax Expenditure Estimates By Budget Function, Fiscal Years 1989-1993 

(Billions of dollars] 

Corporations Individuals 
Function 

1989 1990 1991 1992 1993 1989 1990 1991 1992 1993 

National defense 
Exclusion of benefits and allowances to Armed 

Forces personnel ............................................................. j ................................................................ . 
Exclusion of military disability pensions ...................................................................................... .. 

1.7 1.8 1.8 1.9 2.0 
0.1 0.1 0.1 0.1 0.1 

International affairs 
Exclusion of income earned abroad by U.S. citizens ... , ................................................................ . 1.3 1.4 1.5 1.6 1.7 
Exclusion of certain allowances for Federal employ-

ees abroad ........................................................................................................................................ . 0.2 0.2 0.2 0.2 0.2 
Exclusion of income of foreign sales corporations 

(FSCs)................................................................................ 0.6 0.7 0.7 0.8 1.0 ..................................................... • •• •••••••••• 1 

Deferral of income of controlled foreign corpora-
tions................................................................................... 0.1 0.1 0.1 0.1 0.1 ................................................................. 

Inventory property sales source rule exception............ 2.3 2.6 2.9 3.3 3.7 
Interest allocation rules exception for certain nonfi-

................................................................. 

nancial institutions ........................................................ 0.1 0.1 0.1 0.1 0.1 ................................................................. 
General science, space, and technology 

Expensing of research and development expendi-

Cr~d~~si~~·i~~;~~i~·g·~~·~~~~~h·~·~ti~ti~~::::::::::::::::::::::::1 5:~ 5:i ~i~ ~'1~ ~'1~ 
Energy 

(1 ) (1 ) (1 ) (1 ) 0.1 I 
(1 ) (1 ) (1 ) (1 ) (1 ) 

Expensing of exploration and development costs: 
Oil and gas................................................................... -0.7 - 0.5 -0.3 (1) 0.3 
Other fuels................................................................... (1) ( 1) ( 1 ) ( 1 ) ( 1 ) 

Excess of percentage over cost depletion: 
Oil and gas ................................................................... 0.1 0.1 0.1 0.1 0.1 

0.4 0.5 0.5 0.6 0.6 
(1) (1) (1 ) (1) (1) 

0.3 0.3 0.3 0.4 0.4 
Other fuels ................................................................... 0.2 0.2 0.2 0.3 0.3 

Exception from passive loss limitation for working 
interests in oil and gas properties ........ ....................... , .................. ..................... ... ...................... . 

Alternative fuel production credit .................................. (1 ) (1 ) (1 ) (1 ) (1 ) 
Alcohol fuel credit 3.......... .. ....................... ........................ (1 ) (1) (1) (1) (1) . 

(1 ) (1 ) ( 1 ) (1 ) (1 ) 

0.3 0.3 0.4 0.4 0.5 
................................................................. 

(I ) ( I ) (l) (1) (1 ) 

Total 
1989-93 

9.1 
0.6 

7.5 

1.0 

3.8 

0.5 
14.8 

0.4 

7.0 
0.7 

1.5 
0.1 

2.0 
1.3 

1.8 
0.1 
0.1 

...... 
0 



Exclusion of interest on State and local government 
i~dustri.a! .development bonds for energy produc-
tIon facllIhes ................................................................... . 

Expensing of tertiary injectants ..................................... . 
Natural resources and environment 

Expensing of exploration and development costs, 
nonfuel minerals ............................................................ . 

Excess of percentage over cost depletion, non fuel 
minerals ........................................................................... . 

Investment credit and 7 -year amortization for refor-
estation expenditures .................................................... . 

Expensing multiperiod timber growing costs ............... . 

(2) 
(1 ) 

(1 ) 

0.2 

(1 ) 

0.3 

(2) 
(1 ) 

(1 ) 

0.2 

(1 ) 

0.3 

(2) 
(1) 

0.1 

0.3 

(1 ) 

0.3 

(2) 
(1 ) 

0.1 

0.3 

(1) 
0.4 

(2) 

(1) 

0.1 

0.3 

(1 ) 

0.4 
Exclusion of interest on State and local government 

sewage, water, and hazardous waste facilities 
bonds ................................................................................. 1 -0.3 -0.3 -0.4 -0.4 -0.4 

Investment tax credit and passive loss exception for 
rehabilitation of historic structures ........................... . 

Special rules for mining reclamation reserves ............ . 
Agriculture 

Expensing of certain capital outlays including cash 
accounting ....................................................................... . 

Expensing certain multiperiod production costs ......... . 

0.1 
(1 ) 

0.1 
(1 ) 

0.1 
(1) 

0.1 
(1 ) 

0.1 
(1 ) 

0.1 
(1) 

0.1 
(1 ) 

0.1 
(1) 

0.1 
(1 ) 

0.1 
(1 ) 

Deductibility of patronage dividends and certain 
other items of cooperatives ........................................... 1 0.3 0.3 0.3 0.3 0.3 

Exclusion of cost-sharing payments ................................................................................................ . 
Exclusion of cancellation of indebtedness income of 

farmers ............................................................................. , ................................................................ . 
Commerce and Housing 

Financial institutions: 
Bad debt reserves of financial institutions ........... . 
Merger rules for thrift institutions ........................ . 
Exemption of credit union income .......................... , 

Insurance companies: 
Exclusion of investment income from struc-

0.2 
0.2 
0.4 

0.2 
0.2 
0.4 

0.2 
0.1 
0.5 

0.2 
0.1 
0.5 

0.2 
(1 ) 
0.5 

0.2 
(1) 

(1 ) 

(1 ) 

(1) 
(1) 

1.4 

0.1 
(1) 

(1) 
(1) 

-0.1 
(1) 

(1) 

0.2 
(1) 

(1) 

(1 ) 

(1) 
(1) 

1.6 

0.1 
(1 ) 

(1) 
(1 ) 

-0.1 
(1 ) 

(1 ) 

0.2 
(1) 

(1 ) 

(1) 

(1) 
(1) 

1.6 

0.1 
(1) 

(1) 
(1 ) 

-0.1 
(1) 

(1) 

0.2 
(1 ) 

(1) 

(1 ) 

(1 ) 
(1) 

1.7 

0.1 
(1) 

0.1 
(1) 

-0.1 
(1 ) 

(1) 

0.2 
(1) 

(1) 

(1 ) 

(1 ) 
(1 ) 

1.8 

0.1 
(1 ) 

0.1 
(1 ) 

-0.1 
(1 ) 

(1 ) 

tured settlement amounts ................................... .. (1) (1 ) (1) (1 ) (1) , ................................................................ . 
Exclusion of investment income on life insur-

ance and annuity contracts .................................. . 0.3 0.4 0.4 0.4 0.5 5.2 5.8 6.3 7.0 7.6 
Small life insurance company taxable income 

adjustment ............................................................... 1 0.1 0.1 0.1 0.1 0.1 

0.8 
0.1 

0.3 

1.4 

0.4 
1.8 

6.5 

0.9 
0.2 

0.6 
0.1 

1.2 
0.1 

0.1 

1.0 
0.6 
2.3 

0.1 

34.0 

0.5 

~ 
~ 



Table I.-Tax Expenditure Estimates By Budget Function, Fiscal Years 1989-1993-Continued 

[Billions of dollars] 

Function 

Deduction of unpaid loss reserves for property 
and casualty insurance companies ..................... . 

Treatment of life insurance company reserves .... . 
Special alternative tax on small property and 

casualty insurance companies ............................. . 
Tax exemption for certain insurance companies .. 
Special deduction for Blue Cross and Blue 

Shield companies ........................................... · ........ 1 

Housing: 
Deductibility of interest on debt secured by 

1989 

2.4 
0.5 

(1 ) 
(1) 

(1) 

Corporations 

1990 1991 1992 

2.0 
0.6 

(1) 
(1) 

0.1 

2.0 
0.7 

(1) 
(1 ) 

0.1 

1.6 
0.7 

(1) 
(1 ) 

(1 ) 

1993 

1.4 
0.7 

(1 ) 
(1) 

(1 ) 

personal residences ................................................. , ....................................................... ..... .... . 
Deductibility of property tax on owner-occupied 

homes ........................................................................ 1 ............................................................. ... . 

Deferral of capital gains on sales of principal 
residences ...... ..... ........ ... ........................................... 1 ................................................................ . 

Exclusion of capital gains on sales of principal 
residences for persons age 55 and over ............... , ................................................................ . 

Exclusion of interest on State and local govern-
ment bonds for owner-occupied housing ............ . 0.3 0.3 0.3 0.3 0.3 

Depreciation of rental housing in excess of al-
ternative depreciation system ............................ .. 0.2 0.3 0.3 0.3 0.4 

Cr~dit and P!lSsive loss exception for low-
Income housing ....................................................... . 0.1 0.1 0.1 0.1 0.1 

Exclusion of interest on State and local govern-
ment bonds for rental housing ............................ . 0.2 0.2 0.2 0.2 0.2 

Other business and commerce: 
Depreciation on buildings other than rental 

housing in excess of alternative depreciation 
system ......... .............................................................. 1 4.6 4.8 4.9 5.0 5.1 

Individuals 

1989 1990 1991 1992 1993 

................................................................... 

. ................................................................ 

.................................................... ............. 

.................................................... ... .......... 

....................................... .......................... 

30.8 35.0 35.8 38.1 40.6 

8.0 8.4 8.9 9.4 9.9 

9.8 10.6 11.6 12.6 13.7 

3.3 3.5 3.9 4.2 4.9 

1.4 1.3 1.3 1.2 1.1 

0.8 0.9 0.9 1.0 1.0 

0.3 0.5 0.6 0.6 0.6 

0.7 0.7 0.7 0.7 0.7 

1.7 1.8 2.0 2.1 2.1 

Total 
1989-93 

9.4 
3.2 

0.1 
0.1 

0.2 

180.3 

44.7 

58.3 

19.8 

7.8 

6.0 

3.2 

4.6 

34.1 

~ 

l...:> 



Investment credit other than rehabilitation of 
structures, reforestation, and energy proper-
ty ............. .................................................................. . 

Expensing up to $10,000 depreciable business 
property .......................... .......................................... 0.7 0.6 0.2 0.2 0.1 

Exclusion of capital gains at death ......................................................................................... . 
Amortization of business startup costs................... (1) (1) (1) (l) (l) 

3.2 2.7 1.5 0.8 0.2 0.6 

0.3 
(1 ) 
0.2 

0.2 

0.2 
4.8 
0.1 

0.1 

0.1 
5.1 
0.1 

0.1 

0.1 
5.4 
0.1 

(1 ) 

0.1 
5.8 
0.1 

Reduced rates on first $75,000 of corporate tax-

Dea:~~t~~~o~~~~~~~~i··i~t~~~~t·::::::::::::::::::::::::::::::::: ....... ~:~ ........ ~:~ ........ ~:~ ........ ~:~ ........ ~:~.r····5:7·· ······3:2·· ······0:9·· ::::::::::::: ::::::::::::: 
Permanent exemption from imputed interest 

rules ....................................................................... ... . 
Expensing of magazine circulation expendi-

tures .................................................................... ..... . 
Special rules for magazine, paperback, and 

record returns ......................................................... . 
Deferral of gain on non-dealer installment sales. 
Completed contract rules ... ···.·· .......................... · .. ····1 
Cash accounting, other than agriculture .............. . 

(1 ) 

(1) 

(1) 
0.1 

-2.8 
(1) 

(1) 

(1 ) 

(1) 
0.1 

-1.7 
(1 ) 

(1) 

(1) 

(1) 
0.1 

-0.4 
(1) 

(1) 

(1) 

(1 ) 

0.1 
0.1 
(1) 

(1) 

(1) 

(1 ) 
0.1 
0.2 
(1) 

Exclusion of interest on State and local govern-
ment small-issue bonds .......................................... 1 -0.2 -0.1 -0.1 -0.1 -0.1 

Exception from passive loss rules for $25,000 of 
rental losses ............................................................. 1 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

Exception from net operating loss limitations 
for corporations in bankruptcy proceedings ..... . 

Like-kind exchanges .................................................. . 
Transportation 

0.2 
0.3 

0.2 
0.3 

0.2 
0.3 

0.2 
0.3 

0.2 
0.3 

0.1 

(1) 

(1) 
(1) 

-0.1 
(1 ) 

2.3 

2.7 

0.2 

0.1 

(1 ) 

(1) 
(1) 

-0.1 
(1 ) 

2.3 

3.5 

0.2 

0.2 

(1) 

(1) 
(1) 
(2) 
(1) 

2.2 

3.8 

0.2 

0.2 

(1 ) 

(1) 
(1) 
(2) 
(1 ) 

2.2 

3.8 

0.2 

0.2 

(1) 

(1) 
(1 ) 
(1 ) 
(1 ) 

2.2 

3.7 

0.2 

Defe~ra~ of tax 0I?- capital construction funds of 
shIppIng companIes ............... , ........................................ . 0.1 0.1 0.1 0.1 0.1 I ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

Exclusion of interest on State and local government 
bonds for mass transit commuting vehicles and 
facilities ........................................................................... . 

Community and regional development 
Investment credit and passive loss exception for 

rehabilitation of structures, other than historic 
structures ........................................................................ . 

Exclusion of interest on State and local government 
bonds for private airports and docks .......................... 1 

(2) 

0.1 

-0.1 

(2) (2) (2) 

0.1 0.1 0.1 

-0.1 -0.1 -0.1 

(2) (1) (1) (1 ) (1 ) (1) 

0.1 0.1 0.1 0.1 0.1 0.1 

-0.2 0.6 0.6 0.7 0.8 0.9 

9.2 

2.4 
21.1 

0.8 

27.4 
9.8 

1.0 

0.2 

0.1 
0.8 

-4.8 ...... 
0.2 CI:) 

10.6 

17.6 

0.9 
2.5 

0.5 

0.1 

0.8 

2.8 



Table I.-Tax Expenditure Estimates By Budget Function, Fiscal Years 1989-1993-Continued 

[Billions of dollars] 

Corporations 
Function 

1989 1990 1991 1992 1993 

Education, training, employment, and social services 
Education and training: 

Exclusion of scholarship and fellowship income ... , ................................................................ . 
Parental personal exemption for students age 

19 or over .................................................................. 1 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

Exclusion of interest on State and local govern-
ment student loan bonds ...................................... . 

Exclusion of interest on State and local govern
ment bonds for private educational facilities .... 

Deductibility of charitable contributions for 
education ................................................................. . 

Employment: 

0.1 

(1) 

0.4 

(1) (1 ) (1) (1) 

(1) (1) (1 ) (1) 

0.4 0.5 0.6 0.6 

Targeted jobs credit.................................................... 0.2 0.1 0.1 (1) (1) 

Individuals 

1989 1990 1991 1992 1993 

0.4 0.4 0.5 0.5 0.6 

0.3 0.3 0.3 0.4 0.4 

0.2 0.3 0.3 0.3 0.3 

0.4 0.4 0.4 0.5 0.5 

1.2 1.3 1.3 1.4 1.4 

(1 ) (1 ) (1) ........................ .. 
Exclusion of employee meals and lodging (other 

than military) ........................................................................................................................... 1 0.8 0.9 0.9 1.0 1.0 
Employee stock ownership plans (ESOPs) 4 .......... 0.3 0.3 0.3 0.3 0.3 ............................................................... .. 
Exclusion for benefits provided under cafeteria 

plans .......................................................................... , ................................................................ . 
Exclusion of rental allowances for minister's 

home .......................................................................... 1 ................................................................ . 

Exclusion of miscellaneous fringe benefits ........................................................................... .. 
Exclusion of income earned by benefit organi-

zations: 
Supplemental unemployment benefits 

trusts .................................................................. I ............................................................... .. 
Voluntary employees' beneficiary associa-

Exclusl~~n~f·~~~i~~~~·~-;;;;;~;i~·:::::::::::::::::::::::::::::::::1::::::::::::: ::::::::::::: ::::::::::::: ::::::::::::: ::::::::::::: 

1.1 

0.2 
3.7 

(1 ) 

0.4 
0.1 

1.8 

0.2 
4.1 

(1) 

0.5 
0.1 

2.7 

0.2 
4.4 

(1) 

0.5 
0.1 -

3.5 

0.2 
4.7 

(1 ) 

0.5 
0.1 

4.2 

0.2 
5.1 

(1) 

0.6 
0.1 

Total 
1989-93 

2.5 

1.7 

1.6 

2.2 

9.2 

0.5 

4.5 
1.6 

13.3 

0.9 
22.0 

0.2 

2.5 
0.5 

~ 
~ 

J 



Deductibility of charitable contributions, other 
than for education and health .............................. 0.4 0.5 0.5 0.6 0.6 

Credit for child and dependent care expenses ...... ............. ............. ............. ............. .......... ... 
Exclusion for employer-provided child care .......... ... ............... ............................................... 
Exclusion for certain foster care payments ...... ..... .. ........... .................................................... 
Expensing costs of removing architectural bar-

riers ....... ............ .. .. ........................ .......... ....... ........... (1 ) (1 ) (1) (1) (1 ) 
Health 

Exclusion of contributions by employers and self
employed for medical insurance premiums and 
medical care .................................................................... ·1 ............ · ................................................... . 

Deductibility of medical expenses ................................... ....................................... ............. ... .. .. .... .. 
Exclusion of interest on State and local government 

bonds for hospital facilities .......................... ............... .. 
Deductibility of charitable contributions for health .. .. 
Tax credit for orphan drug research ............................. . 

Medicare 
Exclusion of untaxed medicare benefits: 

(1 ) 
0.2 
(1 ) 

( 1 ) 
0.2 
(1 ) 

0.1 
0.2 
(1 ) 

0.1 
0.2 

0.1 
0.2 

Hospital insurance ..................................................... 1 ................................................................ . 

Supplementary medical insurance ......................................................................................... .. 
Income security 

Exclusion of untaxed railroad retirement system 
benefits ............................................................................. 1 ............................................................... .. 

Exclusion of workers' compensation benefits .............................................................................. .. 
Exclusion of special benefits for disabled coal 

miners .............................................................................................................................................. .. 
Exclusion of cash public assistance benefits ................................................................................ .. 
Net exclusion of pension contribut ions and earnings ................................................................ .. 
Individual retirement plans ............................................................................................................. . 
Keogh plans ......................................................................................................................................... . 
Exclusion of employer-paid premiums on group 

term life insurance ......................................................... , ................................................................ . 
Exclusion for employer-provided death benefits ...................................... .................................... . 
Premiums on accident and disability insurance .......................................................................... . 
Additional standard deduction for the blind and the 

elderly ...................... ......................................................... 1 .......................................... .......... . ........... .. 

Tax credit for the elderly and disabled ......................................................................................... .. 
Deduction of casualty and theft losses .......................................................................................... .. 
Earned income credit 5 ...................................................................................................................... . 

9.5 
4.0 
0.2 
(1 ) 

(1 ) 

27.6 
2.5 

2.1 
1.2 

4.3 
2.2 

0.4 
2.9 

0.2 
0.3 

45.6 
8.0 
2.2 

1.7 
(1 ) 
0.1 

1.1 
0.2 
0.2 
1.2 

9.8 
4.1 
0.3 
(1) 

(1 ) 

32.3 
2.7 

2.3 
1.2 

4.7 
2.5 

0.4 
3.2 

0.2 
0.3 

48.2 
8.5 
2.3 

1.8 
(1 ) 
0.1 

1.2 
0.2 
0.2 
1.4 

10.1 
4.3 
0.5 
(1 ) 

(1 ) 

37.7 
2.9 

2.5 
1.3 

5.2 
2.8 

0.4 
3.6 

0.2 
0.3 

51.1 
9.0 
2.5 

1.9 
(1 ) 
0.1 

1.3 
0.2 
0.2 
1.5 

10.4 
4.5 
0.7 
(1 ) 

(1) 

41.0 
3.2 

2.8 
1.3 

5.7 
3.1 

0.4 
4.0 

0.2 
0.4 

54.5 
9.7 
2.7 

2.0 
(1) 
0.1 

1.4 
0.2 
0.1 
1.7 

10.7 
4.6 
0.9 
(1 ) 

(1 ) 

45.8 
3.4 

3.0 
1.4 

6.3 
3.5 

0.3 
4.4 

0.2 
0.4 

57.2 
10.6 
3.0 

2.1 
(1) 
0.1 

1.5 
0.2 
0.1 
1.8 

53.1 
21.5 

2.6 
0.1 

0.1 

184.4 
14.7 

12.9 
7.5 
0.1 / 

26.2 I-' 

14.1 01 

1.8 
18.0 

0.9 
1.7 

256.1 
45.8 
12.9 

9.4 
0.1 
0.5 

6.5 
1.0 
0.8 
7.6 



Table I.-Tax Expenditure Estimates By Budget Function, Fiscal Years 1989-1993-Continued 

[Billions of dollars] 

Corporations Individuals 
Function 

1989 1990 1991 1992 1993 1989 1990 1991 1992 1993 

Social security 
Exclusion of untaxed social security benefits: 

g~s~Y;:~e~~u~:~:t~~de~~;k~~':::::::::::::::::::::::::::1::::::::::::: ::::::::::::: ::::::::::::: ::::::::::::: ::::::::::::: 
Benefits for dependents and survivors ................................................................................... . 

1.4 1.4 1.5 1.6 1.7 
12.6 13.4 14.3 15.1 16.1 
4.0 4.3 4.5 4.8 5.1 

Veterans benefits and services 
Exclusion of veterans' disability compensation ............................................ ................................ . 1.3 1.3 1.4 1.4 1.4 
Exclusion of veterans' pensions ....................................................................................................... . 0.1 0.1 0.1 0.1 0.1 
Exclusion of GI bill benefits ............................................................................................................. . 0.1 0.1 0.1 0.1 0.1 
Exclusion of interest on State and local government 

veterans' housing bonds ................................................ 0.1 0.1 (1) (1) (1 ) 0.2 0.2 0.2 0.2 0.2 
General purpose fiscal assistance 

Exclusion of interest on general purpose State and 
local government debt ................................................... 1 1.5 1.4 1.3 1.3 1.3 7.8 8.7 9.6 10.6 11.3 

Deduction of nonbusiness State and local govern-
ment income and personal property taxes ................................................................................ . 16.5 17.4 18.4 19.4 20.4 

Exclusion and tax credit for corporations with pos-
Intere:~sions source income .................................................... 2.6 2.9 3.2 3.4 3.6, ................................................................ . 

Deferral of interest on savings bonds ............................. ............. ............. ............. ............. ............. 0.9 0.9 0.9 0.9 1.0 

Footnotes to Table 1: 
1 Positive tax expenditure of less than $50 million. 
2 Negative tax expenditure of less than $50 million. 

Total 
1989-93 

7.6 
71.5 
22.7 

6.7 
0.6 
0.3 

1.1 

54.7 

92.1 

15.7 

4.5 

3 In addition, the 6-cents-per-gallon exemption from excise tax for alcohol fuels results in a reduction in excise tax receipts, net of income 
tax effect, of $0.3 billion per year from 1989 through 1993. 

4 Includes effects of dividend deduction, nonrecognition of gain of stock sales, and exclusion of interest on ESOP loans. 
5 The figures in the table show the effect of the earned income credit on receipts. The increases in outlays are: $5.0 billion in 1989, $5.4 

i:--------- bi11ionj~1~.<}_- ~5..9 hillion in...1991..a.~llion in lQQ? IU'>~ 9;'L1 hiHin ... ~ l~Qg - -=-- - - _ ~~~ ____ ~ 
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AriilENDUM: TO '1'ABUf r:~StiM OF"'l 'j\X EXPENDiftiRE" I TEMs" BY" T YPE t>if i'AXPA YE"R, ".r "i~"CAL-YJa\hl; '1'Yo~-i~.,';;j~" 

[Billions of dollars] 

Fiscal year Corpora- Individuals I Total tions 

1989 ........................................................................................................................................................................ . 37.3 255.4 292.7 
1990 ........................................................................................................................................................................ . 39.5 279.9 319.4 
1991 ........................................................................................................................................................................ . 42.0 298.3 340.3 
1992 ........................................................................................................... ,.. .......................................................... . 44.7 318.8 363.5 
1993 ........................................................................................................................................................................ . 47.4 341.3 388.7 

Note: These totals represent the mathematical sum of the estimated flscal year effect of each of the tax expenditure items included in 
Table 1. The limitations on the use of the totals is explained in the text. 

~ 
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Table 2.-Distribution by Income Class of All Returns, Taxable Returns, Itemized Returns, and Tax Liability, a t 
1989 Law and 1989 Law and 1989 Income Levels 1 

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

Taxable Itemized returns 
Income class (thousands) 2 All returns 3 returns Tax liability 

Total Taxable 

Below $10 .................. ..................................................... 22,338 4,540 529 183 -121 
$10 to $20 ............ ...... .. ................................................... 29,562 19,052 2,545 1,875 18,030 
$20 to $30 ...... .. ..... ... ....................................................... 20,418 17,691 4,660 4,153 34,983 
$30 to $40 .. ..... ... .... ...... ....... ............................................ 15,323 14,637 5,986 5,815 45,217 
$40 to $50 .............. ..... .... ... ............................................. 9,577 9,434 5,271 5,147 42,598 
$50 to $75 ........................ ... ... ... ....... ... ......... ...... ............. 10,509 10,404 7,860 7,756 86,053 
$75 to $100 ..... ................................................................ 2,606 2,597 2,218 2,190 37,258 
$100 to $200 .. ... .. .. ..................... ..................................... 2,041 2,030 1,892 1,874 55,281 
$200 and over .. ...... ... ...................................................... 704 698 663 659 92,540 

Total .................................................................... 113,078 81,083 31,624 29,652 411,840 

1 Tax law as in effect on January 1, 1989, is applied to the 1989 level and sources of income and their distribution among taxpayers. 
Excludes individuals who are dependents of other taxpayers. 

2 The income concept used to place tax returns into income classes is adjusted gross income plus (1) tax-exempt interest, (2) employer 
contributions for health plans and life insurance, (3) inside build-up on life insurance, (4) workers' compensation, (5) nontaxable social 
security benefits, (6) deductible contributions to individual retirement accounts, (7) the minimum tax preferences, and (8) net losses, in excess 
of minimum tax preferences, from passive business activities. 

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

Note: Detail may not add to total due to rounding. 
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00 



Table 3.-Distribution of Selected Individual Tax J4..;xpenditure Items By Income Class, at 1989 Kates and 1989 
Income Levels 1 

[Money amounts in millions of dollars, ret urns in thousands] 

Medical deduction Real estate tax deduction 
Income class (thousands) 2 

Returns Amount Returns Amount 

Below $10 ................. ....... .. ....................................... ............................ .. 71 17 76 5 
$10 to $20 ................................... ........................................................... . 767 170 1,501 125 
$20 to $30 ............................................ .. ................................................ . 1,264 344 3,513 407 
$30 to $40 ............................................. ............................................. ... .. 1,323 421 5,514 740 
$40 to $50 ............................................................................................. .. 795 407 4,925 932 
$50 to $75 ................................................................................. ............. . 651 432 7,510 2,592 
$75 to $100 .................................................................................. ......... .. 155 240 2,246 1,169 
$100 to $200 .......................................................................................... . 82 338 1,817 1,469 
$200 and over ........................................................................................ . 17 172 629 789 ---------------------------------

Total ......................................... ......... ... ..................... ........ ... ..... . . 5,125 2,541 27,731 8,228 

Footnotes at end of table. 

~ 
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Table 3.-Distribution of Selected Individual Tax Expenditure Items by Income Class, at 1989 Rates and 1989 
Income Levels I-Continued 

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

State and local income tax Charitable contributions Casualty loss deduction 

Income class <thousands) 2 
deduction deduction 

Returns Amounts Returns Amount Returns Amount 

Below $10 .............................................. . 99 3 55 1 3 
$10 to $20 ............................................... 1,640 132 1,426 72 75 
$20 to $30 ............................................... 3,755 541 3,774 332 63 
$30 to $40 ............................................... 5,339 1,089 5,398 642 58 
$40 to $50 ............................................... 4,745 1,442 5,005 959 7 
$50 to $75 ............................................... 7,017 4,247 7,602 2,445 20 
$75 to $100 ............................................. 2,058 2,353 2,162 1,157 13 
$100 to $200 ........................................... 1,681 3,479 1,834 2,155 4 
$200 and over ......................................... 550 3,979 642 3,641 1 

1 
33 
40 
44 

5 
42 
20 
8 

14 

Total ............................................ 26,885 17,265 27,898 11,404 243 207 

Footnotes at end of table. 
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Income Levels I-Continued 

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

Child care credit 
Income class (thousands) 2 

Returns Amount 

Below $10 ................................. . 
$10 to $20 ............................................ .. .... . 
$20 to $30 
$30 to $40 
$40 to $50 
$50 to $75 
$75 to $100 
$100 to $200 .............. . 

257 
2,484 
2,088 
1,966 
1,480 
1,318 

186 
126 

50 
1,185 

941 
813 
583 
583 

76 
58 

Earned income credit 3 

Returns Amount 

2,870 2,077 
7,697 4,065 
1,314 456 

177 75 
43 22 

7 5 
0 0 
0 0 

$200 and over ..................................... ..... ........... ......... ........................... _ ________________ _ 22 14 0 0 

Total 9,927 4,303 12,109 6,700 

Footnotes to Table 3: 
1 Excludes individuals who are dependents of other taxpayers. 
2 The income concept used to place tax returns into income classes is adjusted gross income plus (1) tax-exempt interest, (2) employer 

contributions for health plans and life insurance, (3) inside build-up on life insurance, (4) workers' compensation, (5) nontaxable social 
security benefits, (6) deductible contributions to individual retirement accounts, (7) the minimum tax preferences, and (8) net losses, in excess 
of minimum tax preferences. from passive business activities. 

3 Includes the refundable portion of the earned income credit. 
Note: Detail may not add to total due to rounding. 

o 
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