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INTRODUCTION

This report! on tax expenditures for fiscal years 1998-2002 is
prepared by the staff of the Joint Committee on Taxation (“Joint
Committee staff’} for the House Committee on Ways and Means
and the Senate Committee on Finance. The report also is submit-
ted to the House and Senate Committees on the Budget. N

As in the case of earlier reports,? the estimates of tax expendi-
tures in this report were prepared in consultation with the staff of
the Office of Tax Analysis in the Treasury Department (“the Treas-
ury”). The Treasury published its estimates of tax expenditures for
fiscal years 1996-2002 in the Administration’s_budgetary state-
ment of February 1997.3 The lists of tax expenditures in this Joint
Committee staff report and the Administration’s budgetary state-
ment overlap considerably; the differences are discussed in Part I
of this report under the heading “Comparisons with Treasury.”

The Joint Committee staff has made its estimates (as shown in
Table 1) based on the provisions in tax law as enacted through De-
cember 12, 1997. Expired or repealed provisions are not listed un-
less they have continuing revenue effects that are associated with
ongoing taxpayer activity. Proposed extensions or modifications of
expiliing provisions are not included until they have been enacted
into law. : ' :

Part I of this report contains a discussion of the concept of tax
expenditures. Part II is a discussion of the measurement of tax ex-
penditures. Estimates of tax_expenditures for fiscal years 1998-
2002 are presented in Table 1 in Part III. Table 2 shows the dis-
tribution of tax returns by income class, and Table 3 presents dis-
tributions of selected individual tax expenditures by income class.

1This report may be cited as follows: Joint Committee on Taxation, Estimates of Federal Tax
Expenditures for Fiscal Years 1998-2002 (JC5-22-97), December 15, 1997. o

2 Joint Committee on Taxation, Estimates of Federal Tax Expenditures, October 4, 1972, June
1, 1973, July 8, 1975, March 15, 1876, March 16, 1977, March 14, 1978, March 15, 1979, March
6, 1980, March 16, 1981, March 8, 1982, March 7, 1983, November 9, 1984, April 12, 1985,
March 1, 1986, February 27, 1987, March .8, 1988, February 28, 1989, March 9, 1990, March
lé, }gg&, April 24, 1992, April 22, 1993, November 9, 1994, September 1, 1995, and November

3Office of Management and Budget, “Tax Expenditures,” Budget of the United States Govern-
ment: Analytical Perspectives, Fiscal Year 1998, February 6, 1997, pp. 71-98.
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I. THE CONCEPT OF TAX EXPENDITURES

Overview

“Tax expenditures” are defined under section 3(3) of the Congres-
sional Budget and Impoundment Control Act of 1974 (“the Budget
Act”) as “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.”# Thus, tax expenditures
include any reductions in individual and corporate income tax li-
abilities that result from special tax provisions or regulations that
provide tax benefits to particular taxpayers.

Special income tax provisions are referred to as tax expenditures
because they are considered to be analogous to direct outlay pro-
grams, and the two can be considered as alternative means of ac-
complishing similar budget policy objectives. Tax expenditures are
most similar to those direct spending programs that have no spend-
ing limits, and that are available as entitlements to those who
meet the statutory criteria established for the programs.5

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

The legislative history of the Budget Act indicates that tax ex-
penditures are to be defined with reference to a normal income tax
structure (referred to here as “normal income tax law”). The Joint
Committee staff has nsed its judgment in distinguishing between
those income tax provisions (and regulations) that can be viewed
as a part of normal tax law and those special provisions that result
in tax expenditures. A provision traditionally has been listed as a
tax expenditure by the Joint Committee staff if there is a reason-
able basis for such classification and the provision results in more
than a de minimis revenue loss, which solely for this purpose
means a total revenue loss of at least $50 million over the five fis-
cal years 1998-2002. The Joint Committee staff emphasizes, how-
ever, that in the process of listing tax expenditures, no judgment
is made, nor any implication intended, about the desirability of any
special tax provision as a matter of public policy.

If a tax expenditure provision were eliminated, Congress might
choose to continue financial assistance through other means rather
than terminate all Federal assistance for the activity. If a replace-

4 Congressional Budget and Impoundment Control Act of 1974 (P.L. 93-344), sec. 3(3).

5There are a few tax expenditures that have statutorily imposed limits. One example is the
tax credit for low-income rental housing. This credit is available only to those who have received
credit allocations from State housing authorities, There are statutory limits on the total
amounts of credit allocations that the States can make each year.

(2)



