June 1979 FIVE-YEAR BUDGET PROJECTIONSAND
ALTERNATIVE BUDGETARY STRATEGIES
FOR FISCAL YEARS 1980-1984

Supplemental Report on
Tax Expenditures

As Required by Public Law 93-344

CONGRESS OF THE UNITED STATES '. CONGRESSIONAL BUDGET OFFICE




FI VE- YEAR BUDGET PRQJECTIONS AND
ALTERNATI VE BUDGETARY STRATEQ ES
FOR FI SCAL YEARS 1980-1984
SUPPLEMENTAL REPCRT ON
TAX EXPENDI TURES

The Congress of the United States
Congressional Budget COffice

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402






PREFACE

This report is a supplement to CBO's Five-Year Budget Pro-
jections and Alternative Budgetary Strategies for Fiscal Years
1980-1984, which was issued In January 197/9. As required by Sec-
tion 308(c) of the Congressional Budget Act of 1974, this report
projects tax expenditures for fiscal years 1980 to 1984. The
report also reviews the impact of the President's proposed changes
in the tax expenditure budget, as required by Section 202(f) of
the Congressional Budget Act. In accordance with CBO's mandate to
provide objective analysis, the report offers no recommendations.

The paper was written by Mark Steitz of the CBO's Tax Analy-
sis Division. The author is grateful for the helpful comments and
suggestions of Michael Deich, James Verdier, Paul McDaniel, and
Charles Davenport. Patricia H. Johnston edited the manuscript and
Linda Brockman typed it

Alice M. Rivlin
Director






CONTENTS

PREFACE
SUMVARY.
CHAPTER .

CHAPTER 1.
CHAPTER I,

CHAPTER [ V.

APPENDI X A

APPENDI X B.

| NTRODUCTI ON AND DEFI NI TI ONS
I ntroduction
Definitions
Rel ationship Between Direct and Tax
Expenditures . .. . . . .
MEASUREMENT
CURRENT | SSUES

The President's Tax Expenditure Proposals
G her Tax Expenditure 1ssues. .

TAX EXPENDI TURE ESTI MATES

Tax Expenditures and Direct Spendln

Cont i nui ng Provisions Scheduled to Expire . .

The Effect of 1978 Legislation
TAX EXPENDI TURES BY CONGRESSI ONAL COWM TTEE

Senat e.
House.

THE EFFECTS ON TAX EXPENDI TURE LEVELS OF THE
REVENUE ACT CF 1978 (PUBLI C LAW 95-600), THE
ENERGY ACT CF 1978 (PUBLIC LAW 95-618), AND

THE FOREI GN EARNED [ NCOME ACT OF 1978 (PUBLIC

LAW5- 427)

The Net Effect. =

The Revenue Act of 1978

The Energy Tax Act of 1978 =
The Forergn Earned I ncome Act.






TABLES

Page
TABLE 1. TAX EXPENDI TURE ESTI MATES BY FUNCTI ON AND
SUBFUNCTI ON _ _ _ 14
TABLE 2. SUM CF TAX EXPENDI TURE | TEMS BY TYPE
OF TAXPAYER o 22
TABLE 3. QUTLAYS AND TAX EXPENDI TURES BY BUDGET
FUNCTI ON FOR FISCAL YEAR 1980 24
TABLE 4. QUTLAYS, TAX EXPENDI TURES, AND OVERALL FEDERAL
SPENDI NG AS A PERCENT OF TOTALS BY BUDGET
FUNCTI ON FOR FI SCAL YEAR 1980 26
TABLE 5. TAX AND DI RECT SPENDI NG TOTALS 28
TABLE 6. | NCREASE |N TAX EXPENDI TURES RESULTING FROM THE
EXTENSI ON OF PROVI SI ONS SCHEDULED TO EXPIRE IN
THE PRQJECTI ON PERI QD 30
APPENDI X TABLES
APPENDI X A, TAX EXPENDI TURES BY CONGRESSI ONAL COWM TTEE . 33
APPENDI X B. THE EFFECT OF THE TAX EXPENDI TURE LEVELS
OF THE REVENUE ACT OF 1978, THE ENERGY ACT
OF 1978, AND THE FOREI GN EARNED | NCOVE ACT
- 1978 45

FI GURE

FI GURE 1. DI RECT SPENDI NG AND TAX EXPENDI TURE TOTALS
FOR 1974-1984. o :

vii

23






SUMVARY

Provisions in the tax code that provide preferential tax
treatment for certain groups of taxpayers result in revenue |o0sses
to the federal treasury.  These revenue losses are called "tax
expenditures," Dhecause they are equivalent to direct payments by
the federal governnment to those taxpayers.

The tax expenditure budget will be $169 billion in fiscal
year 1980, about 24 percent of overall federal spending, which
Includes both tax and direct spending. Assumng no chan?ejn tax
|aw, tax expenditures will rise by 5 gercent to $269 biTlion by
1984, an average annual increase of 12.3 percent. The direct out-
lay side of the budget, bg conparison, will increase at an average
angual growh rate of 82 percent if no change in current [aw Is
made.

~ For the fourth consecutive year, the Congress in 1978 enacted
major tax legislation that significantly affects the tax expendi-
ture budget.  The Revenue Act of 1978, the Energy Tax Act of 1978,
and the "Foreign Earned Income Act contained new tax expenditure
items (residential and alternative energy credits, among others)
and modi fied numerous existing ones (the increase in the capital
?al ns exclusion, for exanple).” The tax expenditure provisions of
hese acts will increase the tax expenditure budget by over $9
billion in fiscal year 190.

In his budget for fiscal year 1980, the President proposed
few modifications to the tax expenditure budget. Only his real
wage insurance plan would have a significant inpact. ~The Presi-
dent proposed additional tax expendifures as a Part of his energy
program announced in April. The Congress may also consider "sun-
set™ proposals to require periodic reauthorization of tax expendi-
ture provisions and proposals to limt overall tax spending as
part of various budget bal ancing and spending |imtation plans.

ix
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CHAPTER 1. | NTRODUCTI ON' AND DEFI NI TI ONS

| NTRODUCT! ON

This report presents projections of federal tax expenditures
for fiscal years 1980 through 1984  These estimates assume that
there wi Il not be any change in the tax law during this period and
thus provide a baseline against which the Congress can wei gh Pres-
idential and Congressional proposals affecting tax expenditure
provisions. This longer-term framework is useful since the full
effects of changes in tax expenditure provisions often are not
felt until several years after enactment. -

The report first defines tax expenditures and discusses their
relationship to direct expenditures. |ssues in measuring themare
then discussed.  The report reviews the President's fiscal year
1980 proposals and other tax expenditure issues that may be con-
sidered by the Congress, and concludes with five-year estimtes of
the tax expenditure budget.

DEFINITIONS

Tax expenditures are revenue losses that arise from provi-
sions of the tax code that provide special or selective tax relief
to certain groups of taxpayers. These provisions either encourage
some desired economic activity or provide special aid to taxpayers
suffering unusual hardship. For example, business investment is
encouraged by the investment tax credit, and the elderly and the
blind receive special financial benefits through extra personal
exemptions.

These revenue losses are called tax "expenditures" because
they are payments--or expenditures--by the federal government
made through a reduction of taxes rather than a direct grant.
Just as a forgiveness of debt is equivalent to a payment, so a
remission of tax liability is an expenditure.



The financial henefits offered by tax expenditure provisions
resembl e those available through entitlement programs on the
sh)endl ng side of the budget. There is no legislated ceiling on
the overal|l cost of a tax expenditure; the cost depends solely on
the nunber of taxpayers that meet the eligibility requirenents and
that take advantage of the provision.

A tax expenditure provision can provide special tax relief in
any of the follow ng ways:

0 Special exclusions, exenptions, and deductions, which
reduce taxable income, and thus result in a smaller tax
liability (for exanple, tax-exenmpt municipal bond interest
or the exclusion from taxable income of 60 percent of all
| ong-term capital gains).

0 Preferential rates, which reduce liabilities by applying
lover rates to all or part of a taxpayer's income (the
special fifty percent maximum tax rate on earned incone,
for example).

0 Special credits, which are subtracted from the tax |iabil-
ity rather than from the income on which the taxes are
figured (forexanple, the investnent tax credit).

o Deferrals of tax, which generally result fromallowing in
the current year deductions that ‘are properly attributable
to a future year (for exanple, accelerated depreciation).

There is general agreement about which provisions of the tax
code result in tax expenditures. Except for fiscal years 1975 to
1977, when there was a dispute about four provisions, the tax
expenditure budgets presented by the Joint Conmttee on Taxation,
the Department of Treasury and the Congressional Budget Cfice
have included the same provisions.

THE RELATIONSHIP BETWEEN DI RECT AND TAX EXPENDI TURES

Many spending programs could be recast as tax expenditure
Programs_ and the goals of nost tax prog.rams could be pursued
hroug?h direct spending. Because tax and direct spending Frograns
are often alternative methods of achieving the sama_?oa s, the
Congress s becomng increasingly aware of the necessify to com
pare tax and direct expenditures. For exanple, both Houses paid
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great attention to the conparison between tax and direct spendi n(}
programs while debating the financing of postsecondary education.

~In designing or evaluating a tax subsidy program the sane
criteria can be used as those enployed in considering a direct
spendi ng program

0 Cost and Effici encK. How nuch does the program cost? How
wel | targeted is the program, that is, does it reach those
and only those it is intended to reach?

o Fairness and Equity. Is the subsidy benefit fairly dis-
{Hbut?d?? Are the benefits treated equitably under the
ax rules?

0 Ease of Administration. How nuch red tape does the pro-
?ram involve? How detailed are the eligibility limts?
s the agency charged with admnistering the program
experienced in the area? (Can it make the necessary evalu-
ations needed to run the progran®

0 Budget Visibility and Controllability. IS each program
subject to periodic review by the Congress? Are its costs
subject to control by the Congress?

These two types of spending should be coordinated as well as
conpared, since there are substantial interactions between tax and
direct expenditures. The |evel of the tax exPendHure budget, for
exanple, depends in part on the magnitude of related direct out-
lays. A rise or fall in direct expenditures will often result in
a change in tax expenditure levels. Tax expenditures that arise
from exenpting certain federal transfer payments, such as social
security benefits and sone unenpl oyment conpensation, from federal
income tax provide a case in point. Increasing outlays for any of
%hese prograns would also increase the size of the tax expendi-
ure.

Direct spending programs can also be affected b}( the size and
availability of tax expenditures. The Department of Housing and

1. For a more conplete discussion of this issue, see CBO, Federal
Aid to Post-Secondary Students: Jax Allowances and Alternafive
Subsidies, Background Paper {January 1978).



Urban Development, for exanple, provides direct subsidies for the
construction of housing for [ow and moderate-income famlies,
Gven the existing levels of direct subsidies, many developers
find it profitable to participate in the program only because they
are able to supplenent these direct subsidies with the benefits
Prowded by tax expenditure provisions that ?rant favorable tax
reatment to rental housing construction costs. A cutback in
these tax expenditures, unacconpanied by any increase in direct
spending programs, would probably reduce the nunber of devel opers
o find it {Jrofltable to take advantage of the direct subsidy
program and thereby reduce direct subsidy costs.2

e difficulty with coordinating tax and direct spending is
that these two types of federal expenditures often lie within the
jurisdiction of ~different Congressional conmttees.  All tax
expenduures fall within the jurisdiction of the tax-writing com
mitees, the Senate Conmttee on Finance and the House Commttee
on Wys and Means. Direct spending prograns are within the pur-
view Of different authorizing commttees and appropriations sub-
conmttees, depending upon the %ollcy areas that the pro?rams
address.  Only in a few cases, such as ‘social security, are these
authorizing commttees also the tax-witing commttees.  Thus
authorization SOMetines mey occur without careful consideration of
related tax expenditures. = To assist authorizing commttees that
my want to consider related tax expenditures, Appendix A classi-
fies tax expenditures by the Congressional commttees having
authorizing jurisdiction over related direct spending prograns.

2. Congressional Budget Office, Real Estate Tax Shelter Subsidies
Drect Subsidy Alternatives, Background Paper (May 1978).




CHAPTER 1. MEASUREMENT

The cost of any particular tax expenditure is calcul ated bPI
assumng that the particular provision is repealed and that al

other aspects of the tax system remain the sang; the tax expendi-
ture is then equal to the’increased revenues that result fromthe
h%pot hetical repeal. This estimating technique is consistent with
those used to estimate the costs of the direct spending prograns.
Usi ng, this general method, the specific techniques used to measure
the different types of tax expenditures are as follows:

0 Tax credits. The amount of the expenditure is equal to
the amount of the credits claimed by those taxpayers
eligible for that credit.

0o Preferential rates.  The expenditure is calculated by
miltiplying the amount to which the special rate iS
aﬁplled by the difference between the regular tax rate and
the preferential tax rate.

0 Exclusions and deductions from taxable incone. The
expenditure is calculated by adding the amount excluded or
deducted from taxable income back into the taxpayer's
income, and then computing a new tax liability onthat
income; the tax expenditure is equal to the difference
between the hypothetical tax |iabili t}/ so conputed and the
Tiability incurred under present law.

1. In some cases removal of a particular provision would reduce
the total of a person's itemzed deductions beneath the zero
bracket amount (ZEBRA), and he would no longer itemze. The
tax expenditure is then figured by taking the excess of total
i tem zed deductions over the ZEBRA and multiplying that excess
by the appropriate marginal rate. This is an accurate esti-
mate of the amount by which an individual's liability woul d
increase if the particular provision were repeal ed.

~ For exanple, suppose a taxpayer has total itemzed deduc-
tions of $3,600, consisting of $3,200 in nortgage interest



0 Deferrals of 1iability. The expenditure is calculated as
the difference between taxes paid under current [aw and
those that would have been paid had the deferral never
been allowed.

As was noted before, these estimates are made one at a tine,
assumng that only the J)YOVISIOH in question is repealed. The
revenue gain that would result from reﬂeallng two or nore tax
exPendMure provisions at the same time, however, iS in mny cases
not equal to the sum of the two estimates in the tax expenditure
budget. In the case of nonbusiness itemzed deductions, the sum
of the two estimates made assum nﬂ repeal of each in isolation
woul d sonmetimes be greater than the revenue gain that would be
achieved if both were repealed at once.2 1n most other cases,

deductions and $00 in nedical expense deductions, If the
applicable ZEBRA were $3,400, total deductions without the
mortgage interest deduction would be only $00, substantially
less than the ZEBRA The person's taxable income would
increase by only $200, the difference between his total actual
deductions” and the ZEBRA  The tax on this $200 increase in
income would be the tax expenditure attributable to the nort-
gage interest deduction.

This technique has been criticized because it differs from
that used in spending programs. For exanple, if a spending
program provided new jobs, it would reduce the amount spent on
unenpl oyment 1nsurance. The cost of the jobs program how
ever, i's not reduced by the decrease in unenployment insurance
that woul d occur if the jobs program were enacted.

2. This results from the relationship between total item zed
deductions and the ZEBRA.  Consider the exanple used in foot-
note 1. A taxpayer has a total of $3,600 in itemized deduc-
tion, consisting of a $3200 rmrt%age interest deduction and a
$00 medi cal expense deducti on. ,eﬁeal ~of either would result
in his using the ZEBRA  When either is repealed alone, his
liability would increase by $00 times his marginal rate.
Thus, that amount would be estimated for each tax expenditure.
Repeal of both of the items would still increase his 1iability
by only $00 tines his marginal rate, which is one-half the
sum of "the individual estimates.



however, the sum of the individual estimates would be less than
the r3evenue gain that would be achieved by repealing both at
once.

Because of these differences, the amount of net revenue_?ain
for any proposed combination of changes in the tax expendifure
budﬁet woul d not be the total produced by adding the estimates for
each conponents in the conbination. Rather, the revenue gain from
retp.ealt| rgjg more than one tax expenditure at once nust be separately
estimat ed.

These differences have caused the grand totals of estimates
made one at a time to be a topic of considerable controversy. The
controversy centers about the fact that adding all the estimates
arrived at separately would not necessarily equal the total that
would be achieved if all tax expenditure provisions were repealed
in_one fell swoop. The interaction of the zero bracket amount
(ZEBRA) and itemzed deductions would tend to cause the total of
the one-at-a-time method to be higher than the all-at-once total;
this tendency would he either partially or totally offset by the
higher marginal rates resulting fromthe alil-at-once nethod,” how
ever.

3. This results from the way in which the marginal rate is
applied to the ampunt added back into incone.  This can be
seen most clearly in the case of exclusions. A taxpayer has
four exclusions from income of $1,000 each.  Assum ng_ one- at
a time repeal, the expenditure is calculated by adding each
$1,000 back into inconme and applfyl ng the taxpayer's highest
marginal rate to that amount. If, however, all four exclu-
sions were added back at the sane time, a higher marginal rate
woul d often be applicable to three of the exclusions, thus
increasing the size of the revenue gain.

4. No conprehensive estimate of the net difference between the
totals of the tw nethods has been nmade. The Departnent of
Treasury estimted that there would be a $12 billion differ-
ence between the totals for itemized deductions, which account
for one-fourth portion of the tax expenditure budget; the one-
at-a-time totals for this portion are higher than the all-at-
once totals hecause of the interaction wth the ZEBRA  Since
the remaining 75 percent of the tax expenditure budget does

47-2290 O - T8 - 3



In addition to these estimating difficulties, another factor
that should be kept in mnd is that "second order” effects of the
hepeal of the provisions are not considered when making tax
expenditure estimates.  Thus, possible changes in the econony
resulting from nodifications in tax expenditures, and the effectS
of these changes on revenues in general, are not taken into
account in the calculations.  AlSo not considered are other
second-order efects resulting from any possible changes in tax-
Payer_utlll_zatlon of other tax provisions except the ZEBRA  This
echnique is consistent with the assunptions generally used to
estimte direct spending program costs. ~ For exanple, a spending
program that provided for a substantial number of new jobs would
no doubt affect the cost of other direct sFend| ng prograns, such
as unenpl oyment insurance benefits; it would also affect overall
federal revenues. No attempt, however, is made in the budget cost
estimtes of such a program to include these second order effects.

not involve the ZEBRA the effect of the marginal rate inter-
action on this portion of the budget could well nore than off-
set the $12 billion dollar difference; no estimate of this
effect has been nmade, however.



CHAPTER 1. CURRENT | SSUES

~In his fiscal year 190 budget, President Carter proposed
three ,chanc};es in the tax expenditure budget: real wage insurance,
modi fying the capital gains treatment of inheritances, and limit-
ing the use of tax-exenpt, sing]e-famﬂ% mortgage bonds. \While
only his real wage insurance plan would have a substantial inpact
on ‘the size of the tax expenditure budget in 1980, the other two
proposed changes would have a significant effect in three to five
years. The President also proposed a series of new tax expendi-
tures as a part of his energy program announced in April. In
addition to President carter's proposals, the Congress may con-
sider proposals to require periodic reauthorization of all tax
expenditures (so-called "sunset” legislation) and to [imt tax
expenditures in conjunction with overall spending limitation pro-
posals.

THE PRESIDENT'S TAX EXPENDI TURE PROPOSALS

Real \Mge Insurance. As a part of its anti-inflation policy,
the Administration proposed a real wage insurance program  Under
the plan, groups of enPI oyees whose average hourly wages rise this
year by 7 percent or less would be eligible for refundable tax
credits if the inflation rate exceeded 7 percent. The credit
would be equal to one percent of wages for each pe_rcenta%e oi nt
by which inflation exceeded 7 percent. Only the first $0,000 of
wages woul d be covered, however, and no credit would he granted
for inflation exceeding 10 percent. The maximumcredit would thus
be $600 QS percent of $20,000) and woul d be consi dered additional
conpensation and so constitute taxable incone.

The Administration estimates that the real wage insurance
plan woul d result in additional tax expenditures of $23 billion,
plus $0.2 billion in direct outlays for refunds to those whose
credits exceeded their liabilities.” CBO estimates that the plan
woul d increase tax expenditures by $3.2 billion, plus an addition-
al $0.3 billion in outlays. his higher estimte reflects the
combined effects of the higher rate of inflation projected by CBO



and its assunption that fewer workers than the Administration pre-
dicts would accept lower wages in response to the plan.

~ Capital Gains on Inheritances. Under the previous law all
gai ns nade Detween the Tine of purchase and the time of inheri-
tance were exenpt fromtax. In order to close this exenption, the
Tax Reform Act” of 1976 required inheritances to be subject to
capital gains tax fromthe tine of original acquisition by the
benefactor,l that is, technically, the heir nust "carryover® the
"basis" of the donor. The Congress delayed the effective date of
the provision until Decenber 31, 1979.

The President has proposed nodifying the provision to apply
only to estates of over $175000, instead of the $60,000 |ower
limt set b?/ the Tax Reform Act, thus reducing the nunber of
estates affected to less than 2 percent. This ¢ angie woul d in-
crease the tax expenditure bud%et by less than $1 m |
cal year 1980, and less than $200 m|lion in 19

Single-Family Mrtgage Bonds.  The proposed change to limt
tax- eXenpl nmort gage oond |1SSUES has not yet been fully worked out
by the Administration. |t has been estimated that "the revenue
| 0ss from these bonds coul d qrow to as nuch as $.1 billion by
fiscal year 1984 if no legislative limts are placed on their
issue.

ion in fis-

Energy Tax Qredits. In conjunction with his decontrol of
domestic oIT and windfall profits tax plan, President Carter has
proPosed three increases in tax expenditures: a shale oil devel op-
ment tax credit, a residential wood stove credit, and additional
solar energy credits. The Admnistration estimates that these new
expendi tures woul d cost $100 million in fiscal year 1980 and $400

1. The Act included a "fresh start" clause that made the basis
either the value on Decenber 31, 1976, or the acquisition cost
If it was acquired after that date.

2. For a more detailed discussion of this issue, see Tax-Exenpt
Bonds for Single Fami |y Housing, prepared by CBO for the Sub-
committee On the Uy, HOuSe Committee on Banking, Finance and
Urban Affairs, 96:1 (April 1979).
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mllion in fiscal year 198  Under the President's plan, these
expendi tures woul d, "however, be financed through an Energy Secur-
ity Fund that would be funded by windfall profits tax revenue.

OTHER TAX EXPENDI TURE ISSUES

Proposals fOr Sunset Legislation. In 1978, both Houses con-
sidered proposals that would force periodic reviewof all govern-
ment programs, including tax expenditure provisions, by requiring
reauthorization at regular intervals. None of these "Sunset" pro-
ﬁosals passed both Houses of the Congress, but simlar |egislation
as been introduced in the %th Congress. Subjecting tax expendi-
tures to periodic reauthorization has been a hotly debated issue.

Proponents of sunset review for tax expenditures argue that
tax expenditures nust be subject to such periodic_reexamination
for the same reasons as direct spending programs. This device is
seen as a way of reviewng, evaluating, and, when appropriate,
modi fying or eliminating costly and inefficient prograns, be they
tax or direct spending programs. They further argue that applyi n?
the sunset mechanismto tax expenditures is particularly inportan
because, in many cases, these prograns are not subject to any
other periodic review by the Congress. Proponents also point out
that reviewng tax expenditures on the same schedule as related
direct spendi n? Programs woul d aid in Congressional evaluation and
coordination of tax and direct expenditures.

Opponents claimthat using sunset review for tax expenditures
woul d reduce their effectiveness as economc policy tools. If
individuals and corporations did not have confidence in the per-
manence of a tax expenditure provision, it is argued, they would
not respond as readily to the economc incentive offered by the
provision. (Qpponents also claimthat the technical difficulties
In rewevw,n% tax expenditures are so %reat as to preclude any but
the most infrequent reviews. Sone also argue that such review
woul d result in a "back door tax increase"--that iS, the Congress
woul d elimnate tax expenditures, thus raising liabilities for
those who previously took advantage of the provisions, but would
not |ower overall tax rates to conpensate for the increased reve-
nue. Proponents of sunset Ie?|slat|o_n respond that the objections
raised apply equally to direct expenditure prograns.
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Bal anced Budget/Spending Limitation Proposals. Budget
limitation proposals are Often criticized Decause they can Circum
vented by "creative accounting." Some observers see tax expendi -
tures as one way to evade budget 1limitation proposals.  Tax
spending is of Partlcular concern when considering spending
Timitation proposals as opposed to balanced budget proposals. Tax
expenditures reduce revenues and so affect the balance of the
budget, but unless they were specifically included in a spending
limtation proposal they would escape the desired constraint on
governnent intervention in the econony.

~Those in favor of including tax expenditures in a spending
limtation proposal argue that the only tax subsidies to escape
the desired 1imitation on government spending would be of no value
to |ower-incone individuals. This is hecause the refundable Ppr-
tion of refundable tax credits--the only tax subsidy that benefits
those who do not incur a tax liability--is now considered an out-
lay, and so would be subject to spending limitation constraints
even if tax expenditures were not specifically included.

. It has also been argued that tax expenditures nust be |imted
in order to keeP the normal tax rates down. Some see the size of
the tax expenditure budget as a mmjor contributor to the high cur-
rent level of taxes. The rationale for this argunent is that, if
tax spending were decreased, the overall 1evels of taxation could
be cut substantially.

Tax_Expenditure Budget Ceilings. Another p.roEosaI that may
cone Defore the Congress IS to alter the way in which tax expendi-
tures are considered in the budget process. It has been suggested
that the Congress set explicit tax expenditure ceili nﬂs simlar to
those set for overall spending. These goals would, however, prob-
ably have to be set at least a year ahead of time, because of the
delay between enactment of a provision by the Congress and its
effect on receipts.

12



CHAPTER | V. TAX EXPENDI TURE ESTI MATES

The tax expenditure estimates for the next five fiscal years
are shown in Table 1.  These estimates were supplied to the  Con-
ressional Budﬁet Office by the staffs of the Joint Conmttee on
axation and the DeBartnent of the Treasury. \hen these estinates
depend on outlays by the federal governnment, the estimates are
consistent with CBO projections for outlay prograns. As with the
CBO aggregate revenue estimates, the tax expenditure estimates are
based on the law in effect as of Decenber 31, 1978  In contrast
to the revenue projections, however, the underlying assunption is
Ehat any provision that has a termnation date will expire on that
ate.

For easier conparison with direct expenditures, the estimtes
are grouped under each functional category of the federal budget,
and subtotals are shown for each category.” The totals of a1l tax
expenditures are shown in Table 2. These are estimated to be $169
billion in fiscal year 1980 and $269 billion in 198,

Tax expenditures will increase by 59 percent during fiscal
years 1980 to 1984, growing at an average annual rate of 123
percent. This growth is a result of projected increases in in-
come--both real and inflationary--as Well as the increasing effect
of many of the changes in the tax law made in 1978  Increases in
income cause the level of tax expenditures to rise because, as
incomes rise, nore income receives special tax treatment.  Fur-
thermore, increased incomes push taxpayers into higher marginal
tax brackets and so raise the value of some tax expenditure itens,

The individual income tax expenditures, which make up 75 per-
cent of the total in fiscal year 1980, will grow at a faster rate
than the corporate tax expenditures. The average annual growh
rate for individual expenditures is estimted to be 14 percent
during fiscal years 1980 to 1984, while the corporate portion will
grow at a 9 percent rate.

13



TABLE 1. TAX EXPENDI TURE ESTI MATES BY FUNCTI ON AND SUBFUNCTION:.

BY FISCAL YEARS

IN MLLIONS OF DOLLARS a/

Function and Subfunction

Corporations

Individuals

1979

1980

1981

1982

1983

1984

1979

1980

1981 1982

1983

1984

National Defense
Exclusion of benefits and al-
lowances to Armed Forces per-
sonnel
Exclusion of military dis-
ability pensions

Subtotal

International Affairs
Exclusion of income earned
abroad by U.S. citizens
Deferral of income of domestic
international sales corpor-
ations (DISC)
Deferral of income of con-
trolled foreign corporations
Special rate for Western Hemi-
sphere trade corporations

Subtotal

General Science, Space, and
Jechnology
Expensing of research and
development expenditures

Energy

Expensing of exploration and
development costs

Excess of percentage over
cost depletion

Capital gains treatment of
royalties on coal
Residential energy credits

Alternative conservation and
new technology credits

Subtotal

1,170
530
15

1,260

445

1,300

480

1,400

520

1,525

560

1,640

605

1,370

120

1,470
130

1,585 1,715

135 145

1,850

150

2,000

160

1,490

530

1,600

555

1,720 1,860

600 645

2,000

695

2,160

755

1,715

1,550

1,060
1,190

10

220

1,710

1,745

1,160
1,265

10

390

1,780

1,980

1,280

1,355

1,920

2,230

1,365
1,440

10

595

2,085

2,490

1,475
1,525

15

460

2,245

2,780

30

430

435

715

b/

35

505

485

40 45

590 675
525 535

90 100
465 505

b/ b/

50

890

540

55

1,025

550

2,480

2,825

Source and footnotes appear at end of Table 1.

3,410

3,475

1,645

1,670 1,815

{Continued)
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TABLE 1. (Continued)

Corporations Individuals

Function and Subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984
National Resources_and Environment

Exclusion of interest on state

and local government pollu-

tion control bonds 200 220 245 270 295 325 215 240 265 290 320 355

Exclusion of payments in aid

of construction of water and

sewage facilities 10 60 110 110 110 110 - -- — — — -

5-year amortization on pollu-

tion control facilities £/ £/ 15 55 95 90 - - — — — —

Tax incentives for preserva-

tion of historic structures 5 5 5 5 5 5 5 5 10 10 10 5

Capital gains treatment of

certain timber income 315 355 400 440 485 530 90 100 125 140 150

Capital gains treatment of

iron ore 10 10 10 10 10 10 10 10 10 10 10 10

Subtotal 540 650 785 890 1,000 1,070 320 355 400 435 480 520

Agriculture

EXpensing of certain capital

outlays 75 75 80 85 85 90 445 430 475 545 565 585

Capital gains treatment of

certain ordinary income 10 10 15 15 15 20 365 385 405 425 445 465

Deductibility of noncash pa-

tronage dividends and certain

other items of cooperatives 505 540 590 625 670 710 d/ d/ d/ d/ d/ d/

Exclusion of certain cost-

sharing payments — -= - -- - -- b/ 30 75 80 80 75

Subtotal 590 625 685 725 770 820 810 845 955 1,050 1,090 1,125

Commerce and Housing Credit

Dividend exclusion — — _ — — - 450 450 470 495 515 540

Exclusion of interest on state

and local industrial develop-

ment bonds 240 280 335 395 455 510 255 305 360 430 490 555

Exemption of credit union income 90 100 us 125 140 155 n— - - — — —

Excess bad debt reserves of

financial institutions 780 855 965 1,015 1,090 1,260 - - — — _ -

(Continued)



TABLE 1. (Conti nued)

Corporations Individuals
Function and Subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984
Commerce and Housing Credit
{continued])
Deductibility of mortgage inter-
est on owner-occupied homes — — - -- - -- 8,225 9,290 10,965 12,935 15,265 18,010
Deductibility of property tax
on owner-occupied homes — -- - -- -- - 5,920 6,615 7,675 8,905 10,330 11,980
Deductibility of interest on
consumer credit — — - - -- -= 2,585 2,945 3,475 4,100 4,835 5,705
Expensing of construction
period interest and taxes 525 555 585 615 645 675 90 145 165 160 155 150
Excess first-year depreciation 50 50 50 55 55 60 135 135 145 150 160 170
Depreciation on rental housing
in excess of straight Tine 70 65 65 70 70 75 290 285 290 295 305 320
Depreciation on buildings
(other than rental housing)
in excess of straight line 135 135 140 150 165 185 120 120 125 135 150 165
Asset depreciation range 2,460 2,880 3,400 3,940 4,330 4,300 130 150 180 215 225 225
Capital gains (other than farm-
ing, timber, iron ore, and coal) 555 625 725 785 870 965 7,520 10,150 10,905 11,730 12,615 13,580
Deferral of capital gains on
home sales — — - - - -= 1,125 1,010 1,115 1,225 1,350 1,485
Capital gains at death — — -- - -— -- 9,015 10,005 11,105 12,275 13,555 14,965
Corporate surtax exemption 3,070 135 — - - - - — — — — —
Reduced rates on first $100,000
of corporate income 3,270 6,940 7,425 7,890 8,350 8,735 - — -- — — —
Investment credit, other than
for TRASOPs and for rehabili-
tated structures 13,405 15,370 17,380 18,965 20,180 21,300 2,665 3,090 3,510 3,870 4,110 4,360
Investment credit for rehabili-
tated structures 55 120 140 155 170 185 10 60 65 65 65 70
Exclusion of interest on state
and local housing bonds 450 680 975 1,320 1,715 2,165 90 140 200 270 350 440
Subtotal 25,155 28,790 32,300 35,480 38,235 40,570 38,625 44,895 50,750 57,255 64,475 72,720
Transportation
Deductibility of nonbusiness
state gasoline taxes ' — — -= - -— -- 350 — — — — —

(Cont i nued)



TABLE 1. (Continued)

Corporations

Individuals

Function and Subfunction 1979

1980

1981

1982

1983

1984 1979

1980

1981 1982

1983 1984

Transportation (Continued)
5-year amortization on rail-
road rolling stock e/
Deferral of tax on shipping
companies 75

70

75

75

80

Subtotal 75

Community and Regional

Eée_lm
-year amortization for rehabili-

tation of low-income housing 5

Education, Training, Employment,

and Social Services
Exclusion of scholarship and
fellowship income -
Parental personal exemption
for students age 19 or over -
Exclusion of employee meals
and lodging (other than
military) -
Exclusion of contributions
to prepaid legal service plans --
Investment credit for employee
stock ownership plans (TRASOPSs) 385
Deductibility of charitable
contributions (education)
Deductibility of charitable
contributions to other than
education and health
Maximum tax on personal service
income --
Credit for child and dependent
care expenses -
Credit for employment of AFDC
recipients and public assis-
tance recipients under work-
incentive programs 55

320

395

70

450

355

440

75

10

75

10

520 600

380 420

475

520

80

10

655

455

560

215

- 355

- 935

- 325

360 -

485 710

600 5,320
- 1,335

-— 610

240 5

10

365

1,020

350

20

795

5,965
1,625

705

40

375 390

1,025 1,020

380 410
35 10

925 1,070

6,920 8,030

2,030 2,540

770 845

55 65

15 10

400 410

1,020 1,020

445 480

1,240 1,440

9,310 10,805

3,175 3,970

925 1,015

70 75

(Continued)



TABLE 1.  (Conti nued)

Corporations

Individuals

Function and Subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984
Education, Training, Employment,
and Social Services (continued)
General jobs credit 1,035 215 110 55 35 20 860 — — — — —
Targeted jobs credit 125 345 470 320 85 85 15 135 190 135 — —
Employer educational assistance == -- -= == -- -— 20 30 30 35 40 25
Subtotal 2,315 1,925 2,115 2,100 2005 1,790 10,505 11,050 12,735 14,550 16,625 19,240
Health
Exclusion of employer con-
tributions for medical
insurance premiums and
medical care -- - - - -- - 8,255 9,595 11,150 12,955 15,030 17,490
Deductibility of medical
expenses - - - - - - 2,890 3,120 3,525 3,985 4,505 5,090
Expensing of removal of archi-
tectural and transportation
barriers to the handicapped 10 b/ b/ b/ b/ b/ - — — — — —
Deductibility of charitable -
contributions (health) 195 220 235 260 280 300 1,065 1,195 1,385 1,605 1,865 2,160
Subtotal 205 220 235 260 280 300 12,210 13,910 16,060 18,545 21,400 24,740
Income_Securit
Exclusion o% social security
benefits:
Disability insurance benefits == - - -- -- - 615 735 860 1,010 1,175 1,370
0ASI benefits for retired .
workers -- - - - - - 5,455 6,430 7,535 8,750 10,115 11,630
Benefits for dependents and
survivors - — - - - - 825 940 1,075 1,210 1,365 1,540
Exclusion of railroad retire-
ment system benefits - - - - -- - 275 305 345 365 380 390
Exclusion of workmen's compen-
sation benefits - - - - .- - 1,035 1,285 1,590 1,975 2,450 3,035
Exclusion of special benefits
for disabled coal miners - -- - .- - - 50 50 50 50 50 50
Exclusion of unemployment in-
surance benefits - -— -— - - - 1,780 1,935 2,150 2,095 2,010 1,940

(Continued)



TABLE 1. (Continued)

Corporations Individuals
Function and Subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984
Income _Security {continued)
Exclusion of public assistance
benefits - -- - - - -- 355 395 425 455 515 525
Exclusion Of disability pay - - - - - - 140 150 155 165 175 185
Net exclusion of pension con-
tributions and earnings:
Employer plans - - -~ - - -— 11,325 12,925 14,740 16,815 19,175 21,860
Plans for self-employed
and others -- - - -- -- - 1,920 2,205 2,535 2,920 3,355 3,860
Exclusion of other employee
benefits:
Premiums on group term life
insurance - - - - - - 875 915 950 990 1,030 1,075
Premiums on accident and
disabilityinsurance -- - - -- -- - 75 80 85 90 90 95
Income of trusts to finance
supplementaryunemployment
benefits - - - - - - 10 10 10 10 10 10
Exclusion Of interest on life
insurance saving -- - -- -- -- - 2,475 2,720 2,990 3,290 3,635 4,015
Exclusion of capital gains on
home sales for persons age 55
and over - - -- - -- - 300 535 590 645 710 785
Additional exemption for the
elderly -~ - - -- - - 1,670 1,855 1,950 2,045 2,150 2,255
Additional exemption for the
blind - - - - - - 30 35 35 35 40 40
Deductibility for casualty
losses - - - - - - 435 475 540 610 685 775
Tax credit for the elderly - - - - - - 160 160 160 160 160 160
Eared income credit:
Nonrefundable portion _f/ -- -- -- -- -- -- 266 350 276 - 272 268 260
Subtotal - - - - - - 30,071 34,490 39,046 43,957 49,543 55,855
Veterans' Benefits and Services
EXclusion of veterans dis-
ability compensation - - - - - -- 905 1,005 1,085 1,165 1,265 1,340

(Cont i nued)



TABLE 1. (Continued)

Cor por ati ons Individuals
Function and Subfunction 1979 1980 1981 1982 1983 1984 1979 1980 1981 1982 1983 1984
Veterans™ Benefits and Services
_{continued] _
Exclusion of veterans' pensions — -- - - -- 45 55 60 60 60 65
Exclusion of GI bill benefits -- - = = -- -- 195 170 150 135 120 105
Subtotal — - - — — - 1,145 1,230 1,295 1,360 1,445 1,510
General Government
Credits for political ]
contributions - — — - — - 80 100 140 100 125 100

General Purpose Fiscal Assistance
Exclusion of interest on general
purpose state and local debt 3,245 3,515 3,900 4,335 4,815 5,360 2,120 2,365 2,625 2,915 3,240 3,600
Deductibility of nonbusiness
state and local taxes (other
than on owner-occupied homes
and gasoline) — — - -- -- - 10,935 12,450 14,690 17,335 20,455 24,135
Tax credit for corporations
doing business in U.S.

possessions 685 730 805 885 970 1,070 — -- -- -- - -
Subtotal 3930 4,245 4705 5220 5785 6430 13,055 14815 17315 20,250 23,695 27,735
| nt er est
Deferral of interest on
savi ngs bonds -- -- — -- — -- 615 625 640 655 665 680

SOURCE:  Saffs of the Treasury Department and the Joint Comnmittee on Taxation.
a/ Al estimates are based on the |aw enacted as of Decenber 31, 1978,
b/ Less than $2 500, 000.

£/ This provision initially applied to new facilities added to plants in existence on January 1, 1969. It expired on Decenber 31, 1975
No investnent credit was allowed on property subject to this provision. The 1976 act renewed the provision for property in existence on
January 1, 1976. An investment credit of one-half now applies to facilities installed after December 31, 1976. Anortization on these
facilities is a tax preference falling under the mninumtax. The interaction of these provisions results in revenue gains of $25 m |-
lion and $10 mi I lion in fiscal years, 1979 and 1980, respectively. (Conti nued)



d/ Sone individuals will have their taxable incone increased by the dividends 0%aid by cooperatives. It is estimted that these dividends

T will increase revenues by $170 mitvion, $175 million, $190 mIlion, and $200 mi1tion, $210 mi1lion, and $220 miliion in fiscal years
1978, 1980, 1981, 1982, ‘and 1984, respectively.

e/

Before 1976, railroad stock, at the taxpayer's election, could be amortized over five years rather than depreciated. Sone property
that was amortized is still in service produci n% incone. Because such property has no basis for depreciation, taxable income fromit is
a

higher than it woul d have been if the property had not been anortized. The revenue on this incone is
%ggoevr\m subject to anortization.

, , , ?reater ‘than the revenue |osses on
The anmount of the tax 1iability accruing fromcorporations is $0 mTlion in each fiscal year except
en the anount is $35 million and 1984 when it is $20 miilion.
f/ The refundabl e portion of the earned income credit is considered an outlay. This is estimated to be $941, $1,874, $1,567, 81,544,
T $1,544, $1,521, and $1,128, for fiscal years 1979, 1980, 1981, 1982, 1983, and 1984, respectively.



TABLE 2. SUM OF TAX EXPENDI TURE |TEMS BY TYPE OF TAXPAYER BY
FISCAL YEARS, |IN M LLIONS OF DOLLARS

Fi scal Individuals and ,
Year Corporations Individuals Corporations
1979 150, 051 111, 491 38,560
1980 168, 825 126, 015 42,810
1981 191, 191 143, 381 47, 810
1982 214, 862 162, 542 52, 320
1983 240, 613 184, 398 56, 215
1984 269, 010 209,505 59, 505
SOURCE:  Table 1.

NOTE:  These totals are explained in Chapter II of the text.

TAX_ EXPENDI TURES AND DI RECT SPENDI NG

Tax and direct expenditures nust be viewed together before an
adequate eval uation of total federal support in a given area can
be made. Figure 1 shows the relation between overall tax and
direct spending for fiscal years 1975 to 198 (the figures for
1980 to 1984 are CBO current policy projections). Tables 3 and 4
show the relation between tax and direct spending for the najor
budget categori es.

As can be seen from Figure 1 and Table 5, tax spending has
and wi || continue to become an increasingly large portion of total
federal expenditures.  Over the nine-year “period of 1975 to 1934,
tax expenditures will nearlgétrll ple, growing at an average annual
rate of 12.5 percent. By 194 direct spending, on the other hand,
wi || increase 128 percent over 1975 levels, growing at an average
annual rate of 8.2 percent.
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Figure 1.

Tax and Direct Spending Totals for Fiscal Years 1975 to 1984

Billions of Dollars

. 47 / // /// / /A/%

SOURCES: The Joint Committee on Taxation, publications 1975-1977; CBO, Five-Year Budget Projections: Fiscal Years 1979-1983—Supplement
on Tax Expenditures (June 1978); Office of Management and Budget, Total Government Finances (January 1979); CBO materials
prepared for First Concurrent Resolution on the Budget for Fiscal Year 1980; Table 2.



TABLE 3. OUTLAYS AND TAX EXPENDITURES BY BUDGET FUNCTION FOR FISCAL YEAR

1980

Outlays and Tax Expend-

itures

(in_millions of dollars)

Proportion of the Total

for Each Function for
Outlays and Tax Expendi-

tures

(in percentages)

Tax Tax
Budget Expend- Expend-
Function Qutiays itures Total Outlays itures Total
National Defense (050) 125,730 1,600 127,330 98.7 1.3 100.0
International Affairs
(151) 7,637 2,265 9,902 771 22.9 100.0
General Science, Space,
and Technology (250) 5,401 1,780 7181 75.2 24.8 100.0
Energy (270) 7,855 4,326 12,180 64.5 35.5 100.0
Natural Resources and
Environment (370) 12,053 1,006 13,058 92.3 7.7 100.0
Agriculture(350) 5223 1,470 6,693  78.0 22.0 100.0
Commerce and Housing
Credit (370) 3,239 73,685 76,924 4.2 95.8 100.0
Transportation (400) 18,872 70 18,942 99.6 4 100.0
Community and Regional
Development (450) 8,168 15 8,183 99.8 2 100.0
Education, Training,
Employment, and Social
Services (500) 32,445 12,975 45,420 714 28.6 100.0
Health (550) 55,644 14,130 69,774 79.7 20.3 100.0

- ol L A A el A Sk A Al e

(Cont i nued)



TABLE 3.  (Continued)

Qutlays and Tax Expend-
_ itures
(in millions of dollars)

Proportion of the Total
for Each Function for
Qutlays and Tax Expendi-
tures
[{in percentages)

Tax Tax

Budget Expend- Expend-
Function Outlays itures Total Outl ays itures Total
I ncome Security (600) 184,174 34,490 218,664 84.2 158  100.0
Veterans' Benefits and
Services (700) 21,595 1,230 22,85 9.6 54  100.0
Administration of
Justice (750) 4,489 0 4,489 100.0 0 1000
General  CGovernnent (800) 4,308 100 4,408 97.7 2.3 100.0
Ceneral Purpose Fiscal
Assi stance (8%0) 8,540 19,060 27,600 30.9 69.1 100.0
Interest (900 56, 3% 625 57,019 989 11 1000
Allowances (920 1,999 0 1,999 100.0 0 100.0
Undi stributed Gf-
setting Receipts
950) -19.700 0 -19.700 100.0 0 1000

Tot al 544,066 168,825 712,891 76.3 23.7 1000
SOURCES:

Outlay figures from CBO materials prepared for the Senate markup of

the First Concurrent Resolution on the Budget for Fiscal Year 1980;

tax expenditure figures from Table 1.



TABLE 4. QUTLAYS, TAX EXPENDI TURES AND OVERALL FEDERAL SPENDI NG

AS A PERCENT OF TOTALS, BY BUDGET FUNCTION, FOR FISCAL
YEAR 1980
Tax Qveral |
Budget Expend- Federal
Function Outlays itures Spending
National Defense (050) 23.1 0.9 17.9
International Affairs (151) 1.4 13 14
General Science, Space, and
Technol ogy (250) 1.0 11 1.0
Energy (210) 14 2.6 17
Natural Resources and
Environment  (300) 2.2 0.6 1.8
Agriculture (350 10 0.9 0.9
Commer ce and Housi ng
Credit (310) 0.6 43.6 10.8
Transportation (400 35 a/ 2.7
Comuni ty and Regi onal
Devel opnent  ( 15 a/ 11
Education, Training, E%I oynent,
and Social Services (50) 6.0 7.7 6.4
Health  (550) 10.2 8.4 9.8
(-Co-r;{i-n.u.e-d-)
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TABLE 4. (Continued)

Tax Overall

Budget Expend- Federal
Function Qutlays  tures Spending
Income Security (600) 33.9 20.4 30.7
Veterans' Benefits and
Services (700) 4.0 0.7 3.2
Administration of Justice
(750) 0.8 — 0.6
General Government (800) 0.8 0.1 0.6
General Purpose Fiscal Assistance
(850) 1.6 113 3.9
Interest (900) 10.4 0.4 8.0
Allowances (930) 0.4 — 0.3
Undistributed Offsetting Receipts
(950) -3.6 — -2.8

Total 100.0 100.0 100.0

SQURCE:  Qutlay figures from CBO material prepared for the Senate
markup of "the First Concurrent Resolution on the Budget
I‘TorbI Fllscal Year 1980, tax expenditure figures from
able 1.

a/ Less than 0.5 percent.
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TABLE 5. TAX AND DI RECT SPENDING TOTALS, FISCAL YEARS 1975 TO 1984 IN BILLIONS COF
DALLARS

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

Tax Expend-
itures 92.9 97.4 1135 1238 1501 1688 1912 2149 240.6 269.0

Direct
Outlays 326.1 366.4 402.7 450.8 4934 5441 597.3 649.3 696.7 744.7

Total 4190 4638 5162 5746 6435 7129 7885 8642 937.3 10137

SOURCES; The Joint Committee on Taxation, publications 1975-1977; CBO, Five-Year Budget
Projections: Fiscal Years 1979-1983--Supplement on Tax Expenditures une
1978); Office of Management and Budget, Total Government Finances (January
1979); CBO materials prepared for 1st Concurrent Resolution on the Budget for
Fiscal Year 1980; Table 2.

CONTI NUI NG PROVI SI ONS SCHEDULED TO EXPI RE

A11 of the estimates presented in Tables 1 through 5 assune
that any provision scheduled to expire on a given date will expire
on that date. Table 6 1ists all of the provisions scheduled to
expire during the projection period and the cost of extendi n?
them  The effect on the projected tax exPend| ture budget o
extending these provisions is nmuch smaller than it has been in
previous years. In 1978 tax legislation, the Congress either nmade
permanent “or allowed t0 expire several tax expenditure items that
previously had expiration dates. The cost in fiscal year 1983 of
extending all tenporary provisions would have been over $11 bil-
lion before 1978 tax legislation; currently the cost is projected
to be approximately $1 billion.

THE EFFECT CF 1978 LEG SLATION

~The Revenue Act of 1978 the Energy Tax Act of 1978 and the
Foreign Earned Income Act of 1978 significantly affected the tax
expenditure budget.  Conmbined, as shown in Appendix B, they
increased tax spending by nmore than $9 bitiion for fiscal year
1980. Many of the provisions will have a larger inpact in future
years; the three acts are estimted to increase the fiscal year
1983 tax expenditure budget by more than $18 billion.

28



~ The acts perpetuated sone provisions that were due to ex-
Plre. The four largest of the expiring items--the corporate sur-
ax exenption, the earned income credit, the ?ener,al jobs credit,
and the investment tax credit were all dealt with in thel978
legislation. The corporate surtax was replaced Wth a permanent
reduced corporate rate, and the earned income credit and the 10
percent investment tax credit were both made permanent, and the
gen?ral éptbs credits was replaced by a permanent targeted enploy-
ment credit.
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TABLE 6. INCREASE IN TAX EXPENDI TURES RESULTING FROM THE EXTENSI ON OF PROVI -
SI'ONS SCHEDULED TO EXPIRE IN THE PROJECTI ON PERI OD: BY FISCAL YEARS,
N M LLIONS OF DOLLARS

ltem 1979 1980 1981 1982 1983 1984 .

Special Rate for \estern
Hem sphere Trade

Corporations a/ 40 %5 65 10 5 80
Alternative Conservation
and New Technology Credits  -- -- — — 60 275

Tax Incentives for the
Preservation of Hstoric -
Structures - - b/ 3 10 20

5-year Anortization for
Rehabilitation Of Low
I ncone Housi ng — — — 3 9

Excl usi on of Contribu-
tions to Prepaid Legal
Services Plans — — - 40 60 70

Investnent Credit for
Employee S0CK Ownership
Plans (TRASOPs) -- -~ -- -- -- 348

Targeted Jobs Credit L - - - 290 788 866

Employer Educational
Assistance - - - - - 15

Expensing of Removal of
Barriers to the
Handicapped -=

I IN

Total 40 75 413 1,005 1,691

a/ Cost of continuing at full 1976 levels.
b/ Less than $1,000,000.
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APPENDI X A TAX EXPENDI TURES BY COONGRESSIONAL COWITTEE WTH
AUTHORI ZI NG JURI SDI CTI ON OVER RELATED DI RECT QUTLAYS

Commi ttee Tax Expenditure
SENATE
ﬁ\Priqullture Capital gains treatnent of certain timber
utrition, and incone . .
Forestry Capital gains treatnent of certain ordinary
incone

Expensing of certain capital outlays
Deductibility of noncash patronage di vi dends
and certain other items of cooperatives
Exclusion of certain cost-sharing paynents

Armed  Services Exclusion of benefits and allowances to
Armed Forces personnel .
Exclusion of mlitary disability pensions
Ei(_C| usion of veterans' disability conpensa-
i on
Excl usi on of veterans' pensions
Exclusion of GI Bill benefits

Banki ng, Housi ng Exclusion of income earned abroad by US
and Urban Affairs citizens _ _
Deferral of income of Domestic International
Sales Corporations (DSO ,
Deferral Of income of ‘controlled foreign
corporations _
Special rate for Western Hem sphere trade
corporations o
Exenption of credit union incone
Excess bad debt reserves of financial insti-
tutions _
Deductibility of nortgage interest on owner-
occupi ed hones
Deductibility of property tax on owner-oc-
cupi ed hones . .
Deductibility of interest on consuner credit
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Commi ttee

Tax Expenditure

Banki ng, Housi ng
and Urban Affairs
(conti nued)

Comerce, Sci ence
and Transportation

Deferral of capital gains on hone sales

Di vi dend excl usi on .

Corporate surtax exenption

Reduced rates on first $100,000 of corporate
incone , : .
Investment tax credit for certain rehabili-
tated structures _ _
Capital gains (other than farmng, tinber,
iron ore, and coal)

Capital gains at death -
Depreciation on rental housing in excess of
straight-line

Depreciation on buildimf;s (other than rent
al housing) in excess of straight-line
Expensing Of construction period interest
and taxes o

Excess first-year depreciation

Asset Depreciation Range _

5-year anortization for housing rehabilita-
tion

Tax incentives for preservation of historic
structures .

Deferral of interest on savings bonds
Exclusion of interest on general purpose
state and local debt

Exclusion of capital gains on home sales for
persons 55 or ol der

Exclusion of interest on state and |ocal
pol [ ution control bonds

Exclusion of dinterest on state and local
i ndustrial devel opment bonds

Expensing of research and devel opment
expenditures _ _
5-year amortization on railroad rolling
stock _
Deductibility of nonbusiness state gasoline
t axes .

Deferral of tax on shipping conpanies

34



Commi ttee

Tax Expenditure

Commer ce, Science
and Transportation
(cont i nued)

Energy and

Nat ural
Resour ces

Envi ronment and
Public Wrks

Finance

Tax credit for corporations doing business
In US possessions

Expensing of exploration and devel opment
costs _
Excess of percentage over cost depletion
Caplfm gains treatment of royalties On
coa
Capital gains treatment of royalties on
iron ore . _
Investnent credit for certain rehabilitated
structures , _ _
Tax incentives for preservation of historic
structures _

Residential energy credits

Alternative conservation and new technol ogy
credits

Exclusion of interest on state and 1local
government pollution control honds

5-year amortization of pollution contro
facilicities . . .

Exclusion of payments in aid of construction
of water and sewage facilities .

Exclusion of interest on state and local in-
dustrial devel opment bonds

Exclusion of social security benefits
Disability insurance benefits
0ASI benefits for retired workers
Benefits for dependents and survivors
Exclusion of unenployment insurance benefits
Exclusion of public assistance benefits
Earned income credit
Exclusion of interest on general purpose
state and local debt
Exclusion of interest on state and [ocal
pollution control bonds
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Committee

Tax Expenditure

Fi nance
(cont i nued)

Foreign
Relations

Gover nment al
Affairs

Labor and Human
Resour ces.

Exclusion of interest on state and |ocal
pol lution control bonds

Exclusion of interest on state and loca
housi ng bonds

Exclusion of income earned abroad by US
citizens _ _
Deferral of income of Donestic International
Sales Corporations (D SO _

Special rate for \estern Hemsphere trade
cor porat i ons

Exclusion of interest on general purpose
state and | ocal debt ,

Deductibility of state gasoline taxes
Deductibility Of nonbusiness State and |oca
taxes (other than on owner-occupi ed homes)
Tax credit for corporations doing business
in US possessions

Exclusion of scholarship and fellowship
| ncome ,
Parental personal exenption for students
aged 19 and over _ o
Deductibility of charitable contributions
(education)
Cedit for child and dependent care ex’oenses
Expensing of removal of architectural and
transportation bharriers for the handicapped
Credit for enployment of AFDC and public
assi stance recipients under work incentive
rograns o
XImum tax on personal Service Incone
Exclusion of enployee meals and [odging
(other than military) _
Exclusion of contributions to prepaid |egal
Service plans
Investnent credit for Enployee Sock Oaner-
ship Plans (ESOPs)
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Commi ttee

Tax Expenditure

Labor and Human
Resources
(continued)

Judiciary

Rules and Admini-
stration

Deductibility of charitable contributions to
other than education and health
Exclusion of employer contributions for med-
ical insurance premiums and medical care
Deductibil ity of medical expenses
Deductibility of charitable contributions
(health)
Exclusion of railroad retirement system
benefits
Exclusion of workmen's compensation benefits
Exclusion of special benefits for disabled
coal miners
Net exclusion of pension contributions and
earnings
Employer plans
Plans for self-employed and others
Exclusion of other employee benefits
Premiums on group term life insurance
Premiums on accident and disability in-
surance
Exclusion of capital gains on home sales for
persons age 55 and over
Additional exemption for the elderly
Tax credit for the elderly
Exclusion of interest on 1life insurance
saving
Exclusion of sick pay ,
Exclusion of income of trusts to finance
supP! ementary unenpl oyment henefits
Additional exenption for the blind
Deductibility Of casualty |0SSes
General jobs credit
Tar?eted jobs credit _
Enpl oyer educational assistance

Exclusion of contributions to prepaid legal
services plans

Qedits for political contributions
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Committee

Tax Expenditure

Veterans' Affairs

Agricul ture

Armed  Services

Banki ng, Fi nance
and Urban Affairs

Excl usion of mititary disability pensions
Exclusion of veterans' disability conpensa--
tion

Excl usion of veterans' pensions

Exclusion of GI Bill benefits

HOUSE OF REPRESENTATIVES

Capital gains treatment of certain ordinary
income .

Expensing of certain capital outlays

Deductibility of noncash patronage dividends
and certain other itens of cooperatives

Capital gains treatnents of certain tinber
| ncome . .

Exclusion of certain cost-sharing payments

Exclusion of benefits and allowances to

Arned Forces personnel '

Exclusionof mlitary disability pensions

Excl usi on of veterans' pensions

Exclusion of G Bi1l benefits

E?plu5|on of veterans' disability conpensa-
ion

Exclusion of interest on state and |ocal
pollution-control bonds

Exenption of credit union inome
Excess bad debt reserves of financial insti-
tutions ,

Deductibility of nortgage interest on owner-
occupi ed homes

Deductibility of property tax on owner-occu-
pied hones _
Exclusion of interest on state and local in-
dustrial devel opment bonds

Exclusion of interest on state and 7local
housi ng bonds
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Committee

Tax Expenditure

Banking, Fi nance
and Urban Affairs
(cont i nued)

Deductibility of interest on consuner credit
Deferral of capital gains on home sales
Capital gains (other than farmng, tinber,
iron ore, and coal o
Depreciation of rental housing in excess of
straight-line o

Depreciation of buildings (other than rental
housing) in excess of straight-line
Investnent credit for certain renhabilitated
structures . ' o
5-year anortization for housing rehabilita-
tion

Exclusion of capital gains on hone sales for
persons age 55 and over _ _
Expensing of construction period interest
and taxes . '

Exclusion of inconme earned abroad by US
citizens . .
Deferral of income of Donestic International
Sales Corporations (D SO _
Deferral of income of controlled foreign
corpor ations _

Special rate for \estern Hemsphere trade
corporations

Di vi dend exclusion .

Corporate surtax exenption

Reduced rates on first $100,000 corporate
incone

Excess first-year depreciation

Asset Depreciation Range

Capital gains at death .

Tax incentives for the preservation of his-
toric structures

|nvestment tax credit

Deferral of capital gains on hones sales
General jobs credit

Targeted jobs credit .

Deferral of interest on savings honds
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Committee

Tax Expenditure

Education and
Labor

Exclusion of scholarship and fellowship in-
cone
Parental personal exemption for children
aged 19 or over , o
Deductibility of charitable contributions
(education)
Credit for child and dependent care expenses
Employer educational assistance
Expensing of removal of architectural and
transportation barriers to the handicapped
Credit for the employment of AFDC and public
assistance recipients under work incentive
programs
Additional exemption for the elderly
Additional exemption for the blind
Exclusion for workmen's compensation bene-
fits
Exclusion of special benefits for disabled
coal miners
Net exclusion of pension contributions and
earningis
Employer plans
Plans for self-employed and others
Exclusion of other employee benefits
Premiums on group term life insurance
Premiums on accident and disabiltiy in-
surance
Tax credit for the elderly
Earned income credit
Deductibility of casualty losses
Exclusion of employee meals and 1todging
(other than military)
Maximum tax on personal service income
Exclusion for contributions to prepaid legal
service plans
Investment credit for employee stock owner-
ship plans (TRASOPs)
Deductibility of charitable contributions
for other than education and health
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Committee

Tax Expenditure

Education and
Labor (conti nued)

Cover nnent
Qperations

House Admini-
stration

Interior and
Insul ar Affairs

Foreign Affairs

Excl usi on of enployer contributions for med-
ical insurance premums and nedical care
General jobs credit

Targeted jobs credit

Tax credit for corporations doing business
in US possessions

Deductibility of nonbusiness state and |oca
taxes (other than on owner-occupied hones)
Exclusion of interest paynents on state and
Tocal industrial devel opnent bonds
Exclusion of interest on state and 1local
pol I ution control honds

Exclusion of interest on general purpose
state and local debt

Cedits for political contributions

Tax incentives for preservation of historic
structures

Capital gains treatnment of royalties on coal
Capital gains treatment of royalties on iron
ore

Expensing of exploration and devel opnent
costs ,
Excess of Fercentage over cost depletion
Residential energy credits

Alternative conservation and new technol ogy
credits

Excl usi on of incone earned abroad _
Deferral of income of Domestic International
Sales Corporations (DS .
Deferral of income of controlled foreign
corporations _

Specral rate for \estern Hem sphere trade
cor porat i ons
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Committee

Tax Expenditure

Interstate and
Forei gn Comerce

Judiciary

Deferral of income of Domestic International
Sales Corporations (D SO _
Deferral of income of controlled foreign
corporations .

Special rate for \estern Hem sphere trade
corporations

Dividend excl usion

Exclusion of interest payments on state and
Tocal industrial devel opment bonds (ot her
than for education and health) _

5-year anortization on railroad rolling
stock ,

Exclusion of sick pa ,

Expensing of removal of architectural and
transportation barriers to the handicapped
Deductibility of medical expenses
Exclusion of enployee contributions for
medi cal insurance premuns and nedical care

Deferral of tax on shipping conpanies

Deferral of interest on savings bonds
Exclusion of interest on [ife insurance
savi ngs ,

Exclusion of other employee benefits

Prem ums on group term1ife | nsurance
Premums on accident and disability in-
surance , , ,

Tax credit for corporations doing business
In US possession _

Exclusion of railroad retirement system
benefits . . .

Exclusion of payments in aid of construction
in water and sewage utilities

Exclusion of interest on state and loca
poliution control bonds _

5-year anortization of pollution control
facilities

Qoup I egal services exclusion
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Committee

Tax Expenditure

Merchant Marine
and Fi sheries

Public Wrks

and Transport a-
tion

Sci ence and
Technol ogy

Veterans' Affairs

\idys and Means

Deferral of tax on shipping conpani es

Deductibility of state gasoline taxes
Excl usion of payments in aid of construction
of water and sewage utiities _
Exclusion of interest on state and local in-
dustrial development bonds

Expensing of research and devel opnent ex-
penditures

Exclusion of mlitary disability pensions
Exclusion Of veterans' disability conpensa-
tion

Excl usion of veterans®' pensions

Exclusion of GI Bill benefits

Exclusion Of unenployment insurance benefits
Exclusion of income of trusts to finance
supplementary unenployment benefits
Excl usi on of public assistance benefits
Earned incone credit .
Exclusion of social security benefits
Disability insurance benefits
OASI benefits for retired workers
Benefits for dependents and survivors

NOTE: Sone tax expenditures are 1isted under nore than one cate-
gory because of overlapping conmittee jurisdictions.






APPENDI X B. THE EFFECTS ON TAX EXPENDI TURE LEVELS OF THE REVENUE

ACT CF 1978 (PUBLIC LAW 95-600),

THE ENERGY TAX ACT

CF 1978 (PUBLIC LAW 95-618), AND THE FOREI GN EARNED
| NCOVE ACT CF 1978 (PUBLIC LAW 95-427), FISCAL YEARS
1979-83: IN M LLI ONS CF DOLLARS a/

1979 1980 1981 1982 1983
PART A--THE NET EFFECT
Revenue Act of 1978 4026 8409 11,971 15,912 17,09
Energy Tax Act of 1979 %7 823 977 1,145 1,077
Foreign Earned Incone
Act of 1978 255 254 275 297 310
Tot al 57248 9,48 13,223 17,34 18,4%
PART B--THE REVENUE ACT CF 1978
Title I--Individual |ncone
.Tax Provisions
Section 102-Increase in
personal exenption for
blind, aged, and stu-
dents 659 728 753 UE 803
Sections 103-105-Modifi-
cation and extension of
the earned incone
credit b/ 19 350 216 272 268
Section Il1-Repeal of non-
busi ness deduction for
Sate and | ocal taxes
on gasoline and ot her
motor fuels 409 -1,040 -1,102 -1,168 -1,238
Foot not es appear at end of appendi x. (Conti nued)
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Appendi x B. (Continued)

1979 1980 1981 1982 1983

PART B (continued)

Section 112-Taxation of
unemployment compensa-
tion benefits at cer-
tain income levels — -251 -261 -259 -263

Section 113-Political
contributions — 20 33 20 20

Section 121-Child care
credit for payments
to related individuals 5 38 39 40 39

Section 141-TRASOP invest- '
ment credit — — 178 446 545

Section 152-Simplified
employee pensions 6 18 29 39 49

Section 153-Defined bene-

fit plan limits c/ cl/ £/ £/ £/
Section 154-Custodial

accounts for regulated

investment company stock ¢/ c/ £/ £/ £/

Section 155-Pension plan
reserves &/ </ £/ £/ £/

Section 156-Rollover of
distriubtions from a
tax-sheltered annuity </ c/ £/ £/ £/

Section 157-Individual
retirement account
technical changes 25 12 12 12 12

A - TR N A R TR TR b A A TR T e wm  mk wl U

(Cont i nued)



Appendi x B. (Continued)

1979 1980 1981 1982 1983

PART B (continued)

Section 161(a)-Uniformed
Services Health Profes-
sions Scholarships cf £/ £/ £/ £/

Section 161(b)-National
Research Service Awards 52 d/ 18 10 - e--

Section 162-Cancellation
of student loans c/ c/ £/ £/ £/

Section 164-Employer
education assistance 18 28 31 35 39

Total, Title | 375 -79 -2 212 274

Title 11--Tax Shelter and
Partnership Provisions

Section 201-Extension of

at risk rules to all

activities other than

real estate -1 -10 -7 -6 -4

Section 202-Extension of
at risk provisions to
closely held corporations -1 -3 -2 -1 -1

Section 203-Recapture of
losses where amount at
risk is less than zero 4qa/ d/ d/ d/ d/

Total, Title Il -2 -13 -9 -7 -5

(Conti nued)
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Appendix B. (Continued)

1979 1980 1981 1982 1983

PART B (continued)

Title III--Provisions
Primarily Affecting
Business Income Tax

Section 301-Corporate
rate reduction 2,800 4,170 4,420 4,665 4,870

Section 311-Investment
tax credit extension — — 2,071 5,201 6,283

Section 312-Increase

in 1imitation to 90

percent of tax

liability 129 441 872 1,015 782

Section 313-Increased

investment credit for

certain pollution

control facilities 6 18 42 76 104

Section 314-Investment

credit for single pur-

pose agricultural or

horticultural structures 53 e/ 33 e/ 22 24 26

Section 315-Investment
credit for certain re-
habilitated buildings 67 181 205 222 238

Section 316-Investment
credit for cooperatives 20 33 35 37 39

Section 317-Investment
credit recapture under
the Conrail reorgani-
zation 3 e/ — — — —

(Continued)



Appendix B. (Continued)

1979 1980 1981 1982 1983

PART B (continued)

Section 321-Targeted -
jobs credit 141 483 651 426 86

Section 322-Work incen-
tive program (WIN)
credit changes 39 136 197 234 264

Section 331-Increase in
limit on small issues
of industrial develop-
ment bonds d/ 3 14 26 37

Section 332-Industrial

development bonds for

local furnishing of

electric energy d/ 3 10 18 23

Séction 333-Industrial
development bonds for
water facilities d/ 7 31 59 78

Section 334-Advance re-

funding of industrial

development bonds for

certain public projects

(Section 335) c/ c/ c/ c/ c/

Section 351-Treatment of
certain closely held
farm corporations for
accrual accounting

pur poses o g £ £ £
Section 352-Accounting

for grow ng crops £/ £/ £/ c/ £/
---------------------------------------------------- (Continued)
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Appendix B. (Continued)

1979 1980 1981 1982 1983

PART B (continued)

Section 364-Contributions
in aid of construction to

regulated electric or gas
public utilities c/ 50 100 100 100

Section 367-Extension of

amortization for low-
income housing d/ 2 5 8 10

Total, Title Il 3,258 5560 8,675 12,111 12,940

Title IV--Capital Gains;
Minimum Tax; Maximum Tax

Section 401-Repeal of al-
ternative tax for non-
corporate capital gains -20 -133 -143 -154 -166

Section 402-Increased
capital gains deduction
for individuals 131 1,763 1,895 2,037 2,190

Section 403-Reduction of

corporate alternative
capital gains tax 53 125 141 155 170

Section 404-0One-time ex-
clusion of gain on sale
of residence 165 415 457 502 552

Section 405-Rollover of

gain on sale of residence

incident to a job-related

move 3 4 4 4 4

------------------------------------------------------------------

(Continued)
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Appendix B. (Continued)

1979 1980 1981 1982 1983

PART B {continued)

Section 421-Repeal certain
preferences in the mini-
mum tax — 1,274 1401 1541 1,695

Section 421-Alternative
minimum tax for

individuals — -739 -813 -894 —984

Section 422-Minimum tax
treatment of intangible

drilling costs f/ f/ f/ f/ f/

Section 441-Capital gain

tax preference offset 6 52 57 63 69

Section 442-Limitation on

personal service income 21 59 69 9 91
Total, Titlve IV 359 2,820 3,068 3,353 3,621

Title V--Other Tax
Provisions

Section 515-Deferral of
carryover of basis rule 36 93 162 185 190

Section 542-Involuntary
conversation of livestock ¢/ c/ c/ c/ c/

Section 543-Exclusion
for certain cost-sharing

payments — -28 -77 -78 -79
Total, Title V 36 121 239 263 269
TOTAL, ALL PROVISIONS
OF REVENUE ACT 4,026 8,409 11,971 15912 17,099

(Continued)



Appendi x B.  (Continued)

1979 1980 1981 1982 1983

PART C - ENERGY TAX ACT

Credit for Insulation and
Other Energy-Saving
Devices 635 370 392 415 440

Credit for Solar and
Wind Expenditures 8l 64 72 89 115

Van Pooling Tax In-
centives d/ d/ d/ d/ d/

Al ternativeConservation
and New Technology
Credits 221 391 496 597 458

I nvestment Credit Denied

and Depreciation Limted

on O or Gas Boilers,

Portable Air Conditioners

and Space Heaters -42 -98 -99 -93 -96

Tax Incentives Rel ating
to Alternate Fuel
Sour ces 21 35 43 53 63

Minimum Tax Treat nent
of IntangibleDrill-

I ng Costs 51 61 73 ! 97
TOTAL, ALL PROVI SI ONS
CF ENERGY ACT %7 823 977 1,145 1,077
"~ (Conti nued)
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Appendix B.  (Continued)

1979 1980 1981 1982 1983

PART D--FOREIGN EARNED | NCOME ACT g/
255 254 275 297 310

Positive nunbers represent increases in the tax expenditure
budget, that is revenue losses. All estimates are estimates
of changes result from the three acts; it is assumed that any
provisions that were due to expire would have expired. Thus,
If any of the acts extended a Trovision due to expire, the
provision shows up as a revenue |oss.

Includes only reduction in revenues; the refunded portion is
considered an outlay.

Less than $5 million.

Less than $1 million.

Includes 1iabilities of previous years.

The revenue |10ss due to this provision has been included in
the estimate for the Energy Tax Act.

The fiscal year 1979 revenue effect reflects no loss of reve-
nue fromthe delay of the 1976 Act on 1977 liability because
that liability i's properly attributable to fiscal "year 1978
receipts.
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