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ABSTRACT

This report considers three options for restructuring the home mortgage interest deduction — replacing the deduction
with a 15 percent non-refundable interest credit, reducing the ceiling on debt eligible for an interest subsidy to
$500,000, and combining the substitution of the credit for the deduction with the reduced limit on the interest subsidy.
All three options would raise federal tax revenue and make the tax system more progressive. Distributional effects
would differ by state of residence and, within states by income group. We display distributional effects by income
group in California, Kentucky, Illinois, Michigan, New York, Oregon, Texas, Utah, and Wisconsin.
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CURRENT LAW AND REFORM OPTIONS

About 30 percent of individual taxpayers itemize deductions to their federal income tax returns, and 75
percent of those who do so claim a deduction for home mortgage interest. Under current law, taxpayers
can deduct interest on up to $S1 million in acquisition debt used to buy, build, or improve their primary
residence or a second designated residence. They can also deduct interest on up to $100,000 in home
equity loans or other loans secured by their properties, regardless of the purpose of loans.*

The value of the deduction differs across taxpayers because of their different marginal tax rates.
A taxpayer in the top tax bracket of 39.6 percent would save $39.60 whereas someone in the 15 percent
bracket would save only $15 from $100 additional interest deductions.

Four out of five taxpayers do not claim the mortgage interest deduction, many of whom are
lower-income taxpayers. Most of them instead claim the standard deduction because it is larger than
the sum of all their potential itemized deductions. Others are itemizers who either do not own a home
or have paid off their home mortgage loans.

We consider three options to reform the deduction for home mortgage interest:

Option 1: Replace the mortgage interest deduction with a 15 percent non-refundable tax credit
that can be claimed by both itemizers and non-itemizers, while maintaining the $1 million cap on the
eligible debt.

Option 2: Reduce the maximum amount of debt eligible for the mortgage interest deduction to
$500,000.

Option 3: Replace the deduction with a 15 percent non-refundable credit, and reduce the cap on
the size of the mortgage eligible for the tax preference from $1 million to $500,000.

For each of the three options, we present federal-level revenue and distributional effects: we
display (1) revenue effects for fiscal years 2017 through 2026, (2) distributional effects of beneficiaries
and benefits from the mortgage interest subsidy in 2016, and (3) distributional effects of federal tax
changes under different options compared with current law. In addition, using a method the Tax Policy
Center (TPC) developed of imputing state weights to samples of federal taxpayers, we analyze the
effects of the options by state of residence and by income within selected states. Specifically, we
display: (4) federal income tax changes by state of residence, and (5) the distributional effects of federal
income tax changes by income group within each of nine selected states.

1 The amounts of $1 million and $100,000 are not indexed for inflation. In 2010, an IRS ruling allowed taxpayers with acquisition debt over
S1 million to re-characterize the debt in excess of $1 million as a home equity loan. This effectively raised the ceiling on acquisition debt
that is deductible to $1.1 million, which remains the allowable maximum on the sum of acquisition debt and home equity loans that are
deductible.
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Here are five key takeaways (one for each section):
e All three options would raise federal tax revenue, and Option 3 would raise the most.

e More taxpayers would benefit from the credit than from the deduction, but the average benefit
per recipient from the credit would be substantially lower than that from the deduction.

e Under Options 1 and 3, the biggest winners are the lower-and-middle-income taxpayers while
the biggest losers are high-income people who are not at the very top of income scale. Option 2
would impose relatively higher tax increases on upper-income taxpayers.

e Both Options 1 and 3 would increase the average amount of federal tax paid in 46 states and the
District of Columbia; Option 2 would increase average federal taxes in all states. Taxpayers in
some states would face a much larger federal tax increase than taxpayers in others.

e The distributional effects within the selected states are similar to the distributional effects for
the entire country, but do differ from each other. Under Options 1 and 3, higher-income states
would have a higher percentage of taxpayers experiencing federal tax increases than the
national average and a lower percentage of taxpayers experiencing tax cuts because relatively
fewer people in high-income states are non-itemizers who do not benefit from the mortgage
interest deduction, but would benefit from a credit.

PHASE-IN SCHEDULE AND ASSUMPTIONS

Revenue estimates are based on three assumptions. First, each option would be phased in over 5
years, for tax years beginning on January 1, 2017. For options that convert the deduction to a credit (i.e.
option 1 and 3), they would: (1) allow taxpayers to claim only 80 percent of eligible mortgage interest in
2017, decreasing by 20 percentage points each year until the mortgage interest deduction is completely
eliminated in 2021; and (2) allow taxpayers to claim a nonrefundable credit equal to 3 percent of eligible
mortgage interest in 2017, increasing by 3 percentage points per year until hitting 15 percent in 2021
and thereafter. Options that reduce the cap (i.e. option 2 and 3) would gradually lower the current law
maximum of $1,000,000 to $900,000 in 2017 and by an additional $100,000 for each subsequent year
until the permanent limit of $500,000 is reached in 2021. Since Option 3 would both convert the
deduction to a credit and impose a limit on the amount of eligible mortgage, we use Option 3 as an
example to illustrate how the phase-in schedule works (Table 1 and Figure 1).
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TABLE 1

lllustration of Phase-In Schedule for Option 3 TPC
Amount of Mortgage Eligible for an Interest Deduction or Credit Per Tax Unit, 2016-2026

2020 2021-2026

Percent of home mortgage eligible for an interest deduction 100% 80% 60% 40% 20% 0%
Percent of home mortgage eligible for a tax credit 0% 20% 40% 60% 80% 100%
Tax credit rate 0% 3% 6% 9% 12% 15%

Amount of home mortgage eligible for an interest deduction ($) 1,000,000 900,000 800,000 700,000 600,000 500,000

Note: Reform Option 3 is to replace the deduction with a 15 percent non-refundable credit, and to reduce the cap on the size of the mortgage eligible for the tax
preference from $1 million to $500,000, allowing for second mortgages and home equity loans under the cap.

FIGURE 1
Nustration of Phase-In Schedule for Option 3
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Second, taxpayers optimally pay down their mortgage in response to a smaller tax preference for
mortgage interest. For example, if the mortgage interest deduction was eliminated, taxpayers with
positive sources of investment income would sell some capital assets to pay down some of their
mortgage debt. Third, our revenue estimates are micro-dynamic; a taxpayer’s reported taxable income
responds to changes in his or her statutory marginal tax rate. However, we do not incorporate any
possible impacts of the policy changes on home values, homeownership rates, mortgage interest rates,
or new investment in housing.
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For distributional estimates, each option is on a fully phased-in basis, starting on January 1, 2016.
The distributional estimates assume no behavioral responses, other than tax form optimization (e.g.,
choosing the itemization status that minimizes tax liability).

REVENUE EFFECTS

The deduction for home mortgage interest is among the largest federal tax expenditures. The Joint
Committee on Taxation estimates that the federal revenue cost of the deduction for home mortgage
interest deduction will total $77 billion in fiscal year 2016, increasing each year thereafter to $96 billion
in 2019.?

All the options would increase federal revenues, with the annual increase rising over time as the
options are phased in (Appendix Table 2 and Figure 2). Phasing out the deduction and phasing in the 15
percent non-refundable credit, while maintaining the current cap on the amount of eligible debt, will
raise approximately $191 billion between fiscal years 2017 and 2026. Simply imposing a $500,000 cap
on the amount of eligible debt for the mortgage interest deduction will raise approximately $87 billion
over the same time period. Phasing out the deduction, phasing in the 15-percent credit, and imposing a
$500,000 cap will raise approximately $241 billion over 10 years.

FIGURE 2
Tax Revenue Increase
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Source: Urban-Brookings Tax Policy Center Microsimulation Model (wersion 0516-1).

2 Joint Committee on Taxation (2015). Estimates of Federal Tax Expenditures for Fiscal Years 2015-2019.

TAX POLICY CENTER | URBAN INSTITUTE & BROOKINGS INSTITUTION 4



DISTRIBUTIONAL EFFECTS OF BENEFICIARIES AND BENEFITS

In this section, we address three key questions under current law and each of the three alternatives: (1)
how many taxpayers in each income group would get the benefits, (2) what are the average benefits per
taxpayer, and (3) what is the approximate relationship between the size of benefit and income of a
beneficiary. We present the distributions of beneficiaries and average benefits by income group under
current law and each option. Three key findings are:

e More taxpayers would benefit from the credit than from the deduction (Figure 3).

e For taxpayers receiving benefits, the average benefit from the credit would be substantially
lower than that from the deduction (Figure 4): for example, under current law and option 2,
beneficiaries receive an average benefit of $1950 and $1820, respectively, while under options 1
to 3 they receive $990 and $950, respectively. The same patterns hold for almost every income
group, except for those at the very bottom of the income scale.

e Under current law or any of the reform options, the average size of the benefit always increases
with income. But replacing the deduction with the tax credit, and imposing a lower cap would
both mitigate this regressive distributional pattern because the higher-income beneficiaries
would see a larger decline in their average benefit. (Figure 4).

FIGLUIRE 3
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FIZUEE 4

Average Benefits from Tax Expenditures for Home Mortgage Interest
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Sowrce: Urban-Brookings Tax Policy Center Microsimadation Model (version 0516-1).

Mortgage Interest Deduction with a 51 million Cap (Current Law)

Under current law, in 2016, about 35 million tax units, or 20 percent of the total, will benefit
from the itemized deduction for mortgage interest (Appendix Table 3 and Figure 3). Among tax units
with cash incomes less than $50,000, just 2.1 million, or 2.4 percent, benefit from the deduction. Most
tax units with incomes below $50,000 do not claim a mortgage interest deduction either because they
have no mortgage or because, compared with the standard deduction, their interest expense, combined
with other deductible expenses, is too low to provide a benefit from claiming the deduction. One-fourth
of taxpayers with incomes between $50,000 and $125,000 benefit from the current deduction. Almost
two-thirds of those with incomes greater than $125,000 benefit from the deduction. Among these high-
income taxpayers, those at the very top of the income scale benefit slightly less than those with slightly
lower incomes; three-fourths of the taxpayers with incomes between $200,000 and $1 million benefit
while three-fifths of those with incomes above $1 million benefit. This is because a smaller percent of
taxpayers at the very highest incomes have mortgages.

Overall, under current law in 2016, the average benefit for taxpayers who claim the deduction
will be $1,950. The average size of the benefit increases with income. For example, the average benefit
for taxpayers claiming the deduction in the $40,000 to $50,000 income group is less than $500, while
that for taxpayers claiming the deduction with cash incomes of more than $1 million is more than
$8,000. This increase in the average benefit results from two factors: (1) higher-income taxpayers with
mortgage debt have larger mortgages on average, and (2) the value of the deduction for any given
amount of mortgage interest increases with the taxpayer’s marginal income tax rate.

15-Percent Credit with a 51 Million Cap (Option 1)
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Under the option to convert the current deduction to a 15 percent non-refundable credit, the
number of tax units who benefit would rise by 15 million, to a total of 50 million—approximately 29
percent of all tax units (Appendix Table 3 and Figure 3). Compared to the deduction, a tax credit would
benefit many more taxpayers in lower income groups. The number of tax units with incomes less than
S50,000 who benefit would more than double from 2.1 million under the deduction to 4.6 million, or 5.2
percent of tax units, with the mortgage credit. The percent of units benefiting would rise from 25 to 44
percent of those with incomes between $50,000 and $125,000, but only from 65 to 73 percent of those
with incomes greater than $125,000. While only itemizers can claim the deduction, both itemizers and
those who claim the standard deduction can claim the tax credit. Because taxpayers at lower income
levels are less likely to have sufficient itemized deductions to exceed the value of the standard
deduction, they do not benefit from the mortgage interest deduction, but would benefit from the tax
credit.

Given that more taxpayers would benefit from the credit, the average benefit from the credit
would be substantially lower than that from the deduction. Overall in 2016, under Option 1, the average
benefit for taxpayers who claim it will be $990, significantly lower than the average benefit of $1,950
under current law mortgage interest deduction (Figure 4). The average benefit would decline for all
expanded cash income groups, except for taxpayers with incomes less than $30,000. The average
benefit would decline most for beneficiaries in the highest income groups. For example, the average
benefit for beneficiaries with incomes between $20,000 and $30,000 increases from $360 to $S370; the
average benefit for beneficiaries with incomes between $50,000 and $75,000 decreases from $730 to
$530; and, at the other extreme, the average benefit for beneficiaries with incomes of more than $1
million declines from $8,020 to $3,270. The changes in average benefits reflect differences in marginal
tax rates faced by taxpayers at different levels, because higher marginal rates raise the value of current
law deduction but would not affect the value of tax credit.

Mortgage Interest Deduction with a $500,000 Cap (Option 2)

Under the option to reduce the maximum amount of debt eligible for the mortgage interest
deduction to $500,000, the number of beneficiaries would be the same as under current law because
those who benefit from the deduction under the S1 million cap would still benefit under the $500,000
cap, though by a lesser amount (Figure 3 and Appendix Table 3). The cap would have different effects on
the average benefit in different income groups. Overall in 2016, the average benefit for taxpayers who
claim the deduction will be $1,820, compared with an average benefit of 51,950 with current law $1
million cap. The effect of imposing the cap increases with income: the cap has little effect on taxpayers
with incomes below $75,000 and it reduces the average benefit for taxpayers with incomes between
$75,000 and $100,000 only by $10, from $1050 to $1040. In contrast, for taxpayers with cash incomes
of more than $1 million, the cap reduces the average benefit by over $2,000, from more than $8,000 to
less than $6,000. Compared to current law, the average benefit still increases with income under Option
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2, but the increase is smaller due to the lower cap because higher-income taxpayers are more likely to
have mortgages larger than the cap.

15-Percent Credit with a $500,000 Cap (Option 3)

Under the option to replace the current deduction with a 15-percent non-refundable credit on
interest for a mortgage of no more than $500,000, the number of taxpayers who benefit would rise to
almost 50 million, or 29 percent of the total, the same as under Option 1 because the cap would not
affect eligibility for the credit. In 2016, the average benefit for taxpayers who claim the credit will be
$950, which is $1,000 lower than the average benefit under current law and $40 lower than the average
benefit under Option 1. The cap would reduce the average benefit mostly for upper-income taxpayers
and would have almost no effect on the benefit received by taxpayers with incomes below $100,000.
For example, with the mortgage credit, the $500,000 cap would reduce the average benefit for
beneficiaries with incomes between $75,000 and $100,000 by only $10, but would reduce the average
benefit for taxpayers with cash incomes of more than $1 million by $800, from $3,270 under option 1 to
$2,470 under option 3. In total, both the mortgage cap and the conversion from deduction to a credit
reduce the average benefit received by very high income beneficiaries, with the bigger decline in benefit
produced by the conversion from a deduction to a credit.

DISTRIBUTIONAL EFFECTS OF FEDERAL TAX CHANGES

In this section, we report both the national and state-level distributional effects for each option. We
show: (1) the distributional effects by income group nationwide; (2) the distributional effects by state of
residence; and (3) the distributional effects by income group within each of nine selected states. All the
distributional estimates are for tax year 2016 and assume the options are fully phased-in.

Distributional Effects by Income Group Nationwide

We show the average tax changes and the percent changes in after-tax income among all
taxpayers, the percent of tax units who experience tax cuts or tax increases, and the average tax
changes for the affected taxpayers (Appendix Tables 4 through 7 and figures 5.1 through 6.3). Three key
findings are:

e Interms of average tax changes for all taxpayers, all three options would increase taxes for
taxpayers with incomes above $100,000. Options 1 and 3 would slightly cut taxes for those with
incomes below $100,000 (Figure 5.1).

e Interms of the percent changes in after-tax income for all taxpayers, under any of the reform
options, those with incomes between $30,000 and $125,000 would receive the largest benefit
(except for Option 2), while those with incomes between $200,000 and S1 million are the groups
most adversely affected (Figure 5.2 and Appendix Tables 4 to 6).
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e Interms of winners and losers, Options 1 and 3 would have very similar distributional effects
(Figure 6.1 and Figure 6.3), though Option 3 would impose larger tax increases but smaller
decreases on the higher-income taxpayers than Option 1 (Figure 5.3). Option 2 would affect the
fewest taxpayers: it would hardly affect any taxpayers whose incomes are below $100,000
(Figure 6.2); however, it would impose larger tax increases on the affected higher-income
taxpayers, though not at the very high end, than the other two options (Figure 5.3).

FIGURE E.1
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By expanded cash income Level, 2016

S 00T
SRS
#5000

41,500 -

- #0pion 1
s2.000 R
- cpmon
§1,000 /"
= y e gy, %
m s— . 7, r —-— -~ .

S500

Ligis thadi 10 - bk 20- 30 30 - 40 40 - 50K 50-TSK 95- 1005 A0 - 200K  POD-SO0K SO0-1 000K  Abea ]
Lo milion

Source: Urban-Brockings Tax Policy Cenber Microsrmulation Madel (versian 0518-1)

FIGURE 8.2
Average Percent Change in After-tax Income for All Tax Units, Options 1 -3
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FIGURE 3.3
Average Faderal Tax Changes for Affected Tax Units, Options 1-3
By aupandad cash ncome Lovel, 2016 T PC
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Option 1 vs. Current Law

Replacing the current mortgage interest deduction with a 15 percent non-refundable tax credit
while maintaining the $S1 million cap on the eligible debt will raise taxes by an average of $100 per tax
unit (Appendix Table 4, Figure 5 and Figure 6.1). Taxes will decline for 14 percent of tax units by an
average of $370 and increase for 13 percent of tax units by an average of $1,250. With this option, most
affected taxpayers with cash incomes of less than $125,000 will experience a tax cut, while most
affected taxpayers with incomes over $150,000 will see their taxes rise. Tax units with incomes between
$30,000 and $125,000 receive the largest benefit as a percentage of their after-tax income, 0.1 percent,
while tax units with incomes between $200,000 and $500,000 are most adversely affected, with a
decline in after-tax income of 0.6 percent.
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FIGUEEB.1

Percent of Affected Tax Units, Option 1
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Source: Urban-Brookings Tax Policy Center Micrasimulation Model (version 0516-1).

Option 2 vs. Current Law

Reducing the maximum amount of debt eligible for the mortgage interest deduction to $500,000
will raise taxes by an average of $20 per tax unit (Appendix Table 5, Figure 5 and Figure 6.2). No
taxpayer will experience a tax cut and hardly any with incomes below $75,000 will experience a tax
increase. The 1 percent of tax units who are affected by the option, however, will see their taxes rise by
an average of $3,100 (Figure 5 and Figure 6.2). Tax units with incomes between $500,000 and $1 million
see the largest decline in after-tax income, 0.2 percent, but even in this group less than a fifth of tax
units will experience a tax increase.
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FIGURE 6.2
Percent of Affected Tax Units, Option 2
By expanded cash income level, 2016 TPC
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Option 3 vs. Current Law

Converting the current mortgage interest deduction to a 15 percent non-refundable tax credit
on the first $500,000 of debt will raise taxes by an average of $120 per tax unit (Appendix Table 6,
Figure 5 and Figure 6.3). Since the only difference between this option and Option 1 is the cap on the
eligible debt, the patterns of distributional effects between these two options are similar. Taxes will
decline for 14 percent of tax units by an average of $370, but at the same time will increase for 13
percent of tax units by an average of $1,350. Most affected taxpayers with cash incomes of less than
$125,000 will experience a tax cut, while most affected taxpayers with incomes over $150,000 will see
their taxes rise. Tax units with incomes between $30,000 and $125,000 receive the largest benefit as a
percent of their after-tax income, 0.1 percent, while tax units with incomes between $200,000 and $1
million are most adversely affected, with a decline in after-tax income of 0.6 percent.

TAX POLICY CENTER | URBAN INSTITUTE & BROOKINGS INSTITUTION 12



FIGURE 6.3
Percent of Affected Tax Units, Option 3

By expanded cash income level, 2016 TPC
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Source: Urban-Brookings Tax Policy Center Micrasimulation Model (version 0516-1).

Option 1 vs. Option 3

We also compare Options 1 and 3, using Option 1 as the baseline. By doing this, we are able to
estimate the distributional effect of the $500,000 cap, assuming we have already replaced the
deduction with a 15 percent non-refundable tax credit. Reducing the maximum amount of debt eligible
for the 15 percent credit from $1 million to $500,000 will raise taxes by an average of $10 per tax return
(Appendix Table 7). Taxes will increase for less than 1 percent of tax units by an average of $1,590. The
$500,000 cap on the size of the mortgage eligible for tax credit would affect taxpayers with cash
incomes of more than $75,000. More than 20 percent of tax units with incomes more than $1 million
are adversely affected by the cap. Tax units with incomes between $500,000 and $1 million see the
largest percentage reduction in after-tax income, 0.1 percent.

The cap on eligible debt raises taxes more when homeowners can claim a mortgage interest
deduction than if the subsidy is in the form of a 15-percent non-refundable credit. This occurs because
the highest income taxpayers, who are the ones primarily affected by the cap because they are the
people with the most expensive homes, receive a larger subsidy with a deduction than with a 15-
percent credit.
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Distributional Effects by State of Residence

The effects of the three reform options vary across states (Appendix Tables 8 through 10). We
look at the following questions. Would tax units in all states experience a net federal tax increase, as do
taxpayers nationally, under the reform options? Would taxpayers in some states contribute
disproportionally large shares to the total tax increase? In which states would taxpayers experience the
largest reductions in their after-tax income? To illustrate the answers to these questions, we focus on
three variables in the discussions below: the average federal tax change in absolute dollars, the share of
total tax change, and the average tax rate change in percentage points.

Three key findings are:

e Both Option 1 and Option 3 would increase the average amount of federal tax taxpayers pay in
46 states and the District of Columbia. Option 2 would increase average federal tax payments in
all states.

e Forall the options, taxpayers in five states - California, New York, New Jersey, Virginia and
Maryland —would contribute more than half of the total federal tax revenue increase, although
they account for less than a fourth of all tax units (Figure 7).

e Taxpayers in the District of Columbia and three states - California, Maryland, and Virginia —are
always among the most affected; they would see the highest federal tax rate increase in
percentage points for all three options.

For example, under option 3, taxpayers in all states except four (Wyoming, West Virginia, South
Dakota and North Dakota) would see their federal tax increase (Appendix Table 10). The national
average federal tax increase would be $120, but among the states (including DC) where taxpayers’
federal taxes rise, the tax increase varies from less than $10 per tax unit in Mississippi to $350 per unit
in the District of Columbia.

Households in some states would account for a much larger share of the total tax change than
the others. Population, income, and housing prices could all affect a state’s share of total federal tax
change.

For the three options, residents of just three states -- California, New York and New Jersey --
contributed between 42.8 and 49.6 percent of the total national tax increase. California taxpayers alone
would pay for more than one-fourth of the national revenue increase under Option 3. This is driven by
the following three forces. First, 12 percent of total US tax units live in California. Second, California
would see a larger percentage of taxpayers with tax increase than the nation as a whole (15% vs 13%),
and a smaller percentage of taxpayers with a tax decrease (12% vs 14%). Finally, among those who
would pay more tax, the average increase is California is $2,100, over 50 percent more than the national
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average ($1,350), and among those who would pay less, the average reduction is $360, slightly less than
the national average ($370). The latter two reflect the facts that Californians on average have higher
incomes and face higher housing prices.

As a share of their incomes, taxpayers in the District of Columbia, California, Maryland, and
Virginia would face the largest tax increase. Their federal tax rate would increase by 0.3 percentage
points under reform option 3 (Appendix Table 10).

FIGURE 7 1
State Shares of Total Federal Tax Change EEE =
Options 110 3, 2016
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m California
Dptloen 2 182 6B EN] m 409 = New York

MeEw Jeray
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All ather states

ox lies 0% 3% A% 505 &% T Birk 0% 100%
Source; Urban-Brookings Tax Policy Center Microsimulation Model {version 0516-1)

Distributional Effects by Income Group within a State

We also estimate the distributions of federal tax change by income group within each of nine
selected states in 2016: California, lllinois, Kentucky, Michigan, New York, Oregon, Texas, Utah, and
Wisconsin (Appendix Tables 12 through 20). Below, we compare and summarize the distributional
effects of Option 3 by broader income groups in four diverse states: California, Kentucky, New York, and
Texas (Table 11). California and New York are examples of high-income and high-tax states. Kentucky is
an example of a low-income state. Texas differs from the others by not having a state income tax, which
means that any level of income, fewer Texas residents are itemizers than in other states.

The four key findings are:

e The overall patterns of distributional effects are similar between the states and the nation as a
whole. The options raise taxes on upper income taxpayers and reduce taxes on lower income
taxpayers, with the largest increases of income borne by taxpayers with high incomes, but less
with the very highest.
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e Compared to the other states we examine, California households would see the largest federal
tax increase, both in absolute dollars and as a percentage of income.

e California and New York would have a higher percentage of taxpayers experiencing federal tax
increases and a lower percentage of taxpayers experiencing tax cuts than Kentucky and Texas.

e The directions of impacts are the same across states in all income groups except for taxpayers
with incomes between $75,000 and $200,000. For this group, taxpayers in California and New
York would see average federal tax increases but Kentucky and Texas taxpayers would see

average tax cuts.

Looking more deeply into the data, we illustrate these four points. First, there are three main
similarities between the four selected states and the US nationwide:

e Low-income taxpayers would generally receive a modest tax cut. The average federal tax rate for
taxpayers with less than $75,000 income would decrease by about 0.1 percentage points in all

four states.

e Taxpayer with incomes between $75,000 and $200,000 would have the largest percentage of tax

units experiencing tax cuts.

e High-income tax units (but not those at the very top of the income scale with incomes of $1
million or over) would have the largest percentage of tax units experiencing tax increases and
the largest tax increase as a percentage of income.

Second, the distributional effects of average federal tax changes do differ somewhat across
states. California residents within each income group would see larger tax increases than residents in
the other states. For example, for taxpayers with incomes between $200,000 and $1 million, Option 3
would increase federal income taxes in California on average by more than $2,500, much higher than in
Kentucky and Texas (less than $1,000). In terms of increases in average tax rates, Option 3 would
increase the average federal income tax rate in California by 0.8 percentage points, much higher than in

Kentucky and Texas (0.3 percentage points in each state).
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TABLE 11

Distributional Effects of Option 3
By expanded cashincome level, 2016

Number of Tax

ECI (thousands of Uit i Share Qf Tax Percerl1t gf Itemizers  Percent with  Percent with Average Federal Average Federal Tax Rgte
2016 dollars) o) Units Within Class Tax Cuts Tax Increase  Tax Change ($) Change (percentage points)
The United States

Less than 75 114,590 66.1 4.8 8.7 1.3 -20 -0.1
75-200 45,330 26.1 34.8 30.9 25.3 60 0.1
200-1,000 11,600 6.7 77.6 5.5 72.0 1,490 0.5
More than 1,000 670 0.4 89.9 5.7 58.3 3,360 0.1
All 173,400 100.0 17.8 14.2 125 120 0.1
California

Less than 75 13,390 65.7 4.7 7.9 15 -10 -0.1
75-200 5,090 25.0 42.3 25.2 31.0 260 0.2
200-1,000 1,620 7.9 87.4 2.2 78.0 2,510 0.8
More than 1,000 100 0.5 96.2 2.3 69.1 5,050 0.2
All 20,380 100.0 21.1 11.6 15.3 280 0.3
Kentucky

Less than 75 1,510 68.6 4.0 9.4 1.2 -20 -0.1
75-200 580 26.4 29.1 37.0 22.1 -50 0.0
200-1,000 100 4.5 76.3 6.6 70.6 920 0.3
More than 1,000 * * *x o x - *x
All 2,200 100.0 13.9 16.5 9.8 20 0.0
New York

Less than 75 7,430 66.0 6.2 7.4 11 -10 -0.1
75-200 2,850 25.3 48.5 22.4 27.1 120 0.1
200-1,000 830 7.4 88.7 2.3 70.6 1,440 0.4
More than 1,000 80 0.7 96.4 2.4 66.4 4,020 0.1
All 11,260 100.0 23.6 10.8 13.3 150 0.2
Texas

Less than 75 9,110 67.5 3.6 7.5 0.9 -20 -0.1
75-200 3,330 24.7 25.2 33.9 16.2 -50 0.0
200-1,000 910 6.7 61.8 115 61.3 980 0.3
More than 1,000 60 0.4 69.1 17.9 37.8 1,830 0.1
All 13,500 100.0 13.2 14.3 8.9 50 0.1

Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0516-1).

Third, the distribution of affected tax units would also differ across states (Figures 8.1 and 8.2).
For example, 14 percent of taxpayers in the United States would experience tax cuts, but the number
would be higher in Kentucky (16 percent) and lower in California (12 percent) and New York (11
percent). On the other side, 13 percent of taxpayers in the United States would experience tax
increases, but the number would be lower in Kentucky (10 percent) and Texas (only 9 percent) and
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higher in California (15 percent). This pattern holds for almost every income group. Many factors
contribute to this pattern. Texas does not have a state-level income tax, thus fewer taxpayers itemize
their deductions. This results in fewer Texas residents being affected by the elimination of the mortgage
interest deduction. In addition, California and New York have relatively more high income families than
Kentucky and Texas (and thus higher shares of itemizers) and higher housing prices, resulting in their
taxpayers being more adversely affected.

Fourth, the directions of impacts are the same across states in all income groups except for
taxpayers with incomes between $75,000 and $200,000. For taxpayers in this income range, average
federal taxes would rise in California by $260, more than four times that of the national average, and in
New York by $120, but would decrease by S50 in Kentucky and Texas.

FIGURE 8.1
Percent of Tax Units with Tax Cut, Option 3
Selected states and the U.S., by expanded cash income level, 2016
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Source: Urban-Brookings Tax Policy Center Microsimulabon Model (wersion 0518-1).
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FIGURE 8.2

Percent of Tax Units with Tax Increase, Option 3
Selected states and the U.S., By expanded cash income level, 2016
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Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0516-1).

CONCLUSION

Policymakers, advocates, and the public have been calling for reform of the mortgage interest
deduction. All three options considered in this report would raise federal tax revenue and make the tax
system more progressive. More taxpayers would benefit from a 15 percent credit than from the
deduction, though the average subsidy per recipient from the credit would be lower than that from the
deduction. The biggest winners from replacing the deduction with the credit are lower-and-middle
income households and the biggest losers are higher income households, except for the small share at
the very top of the distribution. The credit would increase the average federal tax paid in 46 states and
the District of Columbia, and taxpayers in some of these states would pay more than the others. Higher-
income states would have a higher percentage of taxpayers experiencing federal tax increases than the
national average and a lower percentage of taxpayers experiencing federal tax cuts.
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APPENDIX: TABLES

TABLE 1

lllustration of Phase-In Schedule for Option 3
Amount of Mortgage Eligible for an Interest Deduction or Credit Per Tax Unit, 2016-2026

Year 2016 2017 2018 2019 2020 2021-2026
Percent of home mortgage eligible for an interest deduction 100% 80% 60% 40% 20% 0%
Percent of home maortgage eligible for a tax credit 0% 20% 40% 60% 80% 100%
Tax credit rate 0% 3% 6% 9% 12% 15%
Amount of home mortgage eligible for an interest deduction ($) 1,000,000 900,000 800,000 700,000 600,000 500,000

Note: Reform Option 3 is to replace the deduction with a 15 percent non-refundable credit, and to reduce the cap on the size of the mortgage eligible for the tax preference from
$1 million to $500,000, allowing for second mortgages and home equity loans under the cap.
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TABLE 2
Options to Reform the Mortgage Interest Deduction TPC
Impact on Tax Reverus (bilions of aurrert dollars), 2007-26 '
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Monpege Ineen Deduoion o $500,000 02 oe 22 a1 T4 09 2% 143 16.1 18.1 T2
Option & Replacs the bleigege intsrest Deslenfion with n 18 Parcant bonesfancilsin Gt o the Frat $400,000 nf Dabt 13 54 114 s 4 02 10 wr 3.6 a7 241.2
Source: Lrban-Brookings Tax Policy Center Mcrosimulation Model (vwerson 0516:1).

Motes:
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B0R% i 2008, 40% in 2019, 20% in 2020, ssd fully eimisgted in 2027 and beyond) and the credit rote would increase by 3 percentage points each yeor (3% in 2017, 6% in 2018, 3% in 2019, 12% n 2020, and 1 55 in all loaer years); #) in Options 2 and 3, the lmet on elgible debt would
egual $300.000 in 2007, $R00.030 in 2018, $T00.000 in 2003, S500,000 in 2020, and $330.000 in tax year 2027 and beyond.
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TABLE 4

Option 1: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit
Distribution of Federal Tax Change by Expanded Cash Income Level, 2016 *

Tax Units with Tax Increase or Cut * Average Federal Tax Rate®
ET:::? Cashr::::fna Percent Change in After-Tax Share of Total Federal Tax ~ Average Federal Tax
" With Tax Cut With Tax Incraasas [p—— Change Change
2016 dollars) 7 of Tax Avg Tax
Avg Tax Cut
Less than 10 * = * b 0.0 0.0 [} [} b6
10-20 1 -180 * ** 0.0 -0.2 0 0 3
20-30 26 -240 0.1 250 0.0 -0.7 -10 [} 4.6
30-40 7.4 -250 0.6 320 0.1 -1.5 =20 <01 79
40-50 14.8 -280 1 300 0.1 -2.9 -40 <01 105
5075 235 -300 49 3%0 01 -7.2 -50 -01 131
75-100 33 -380 13 540 0.1 -5.0 -60 <01 15.7
100-200 258 -460 Nne 780 <01 181 110 0.1 1%
200-500 5.8 -470 n7 1760 -0.6 7.3 1,240 0.4 235
500-1,000 32 -680 735 3,480 -0.5 17.5 2,530 0.4 28.6
Mere than 1,000 59 -1,4%0 58.2 5,050 -0.1 106 2,850 0.1 338
All 143 =370 125 1.250 -0.2 100.0 100 0.1 19.9
Addendum
100-125 371 -460 16.8 &70 01 -39 -60 <01 17.4
125-150 297 -470 0.2 &80 <01 3.0 70 0.1 188
150175 244 -440 461 820 -0.2 B3 270 0.2 199
175-200 16 -440 &0 920 -0.3 107 480 03 209
Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0516-1).
MNotes:

* Non-zero value reunded to zere; ** Insufficient data

(1) Calendar year. Baseline is current law. Proposal would replace the deduction for mortgage interest with a 15 percent non-refundable eredit subject to current law limits

(31,000,000 of debt on a primary residence or second home, and $100,000 in heme equity loans). Estimates are static and do not assume that taxpayers would adjust their investment

portfolic and pay down their mortgage balance if their tax benefit from mortgage interest was reduced. For a description of TPC's current law baseline, see

http:/fwww taxpolicycenter.org/taxtopics/Baseline-Definitions.efm

{2) Includes beth filing and non-filing units but excludes those that are dependents of other tax units. Tax units with negative adjusted gross income are excluded from their respective income class but are included in the totals. For a description of expanded cash income, see
http:/fwww taxpolicycenterorg/TaxMedel/income.efm

{3) Includes tax units with a change in federal tax burden of $10 or more in absolute value.

{4) After-tax incomne i expanded cash income less: individual income tax net of refundable eredits; corporate income tax; payroll taxes (Social Security and Medicare); estate taxes; and excise taxes.

(5) Average federal tax (includes individual and corporate income tax, payroll taxes for Social Security and Medicare, the estate tax, and excise taxes) as a percentage of average expanded cash income.
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TABLE 5
Option 2: Reduce the Maximum Amount of Debt Eligible for the Mortgage Interest Deduction to $500,000
Distribution of Federal Tax Change by Expanded Cash Income Level, 2016 *

P Tax Units with Tax Increase or Cut * Average Federal Tax Rate®
ET::.l (ﬂ-::mr::::f“ Percent Change in Aftar-Tax Share of Total Federal Tax  Awverage Federal Tax
2 With Tax Cut With Tax Increase Income * Change Change
2016 dollars) Y
Avg Tax Cut Pect of Tax Avg Tax
Units Increase
Less than 10 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 b6
10-20 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 30
20-30 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4.6
30-40 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 8.0
40-50 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 10.6
5075 0.0 0.0 * = 0.0 0.1 0.0 0.0 132
75-100 0.0 0.0 0.3 1,140 0.0 14 * 0.0 157
100-200 0.0 0.0 1.2 1,580 0.0 13.2 20 0.0 18.9
200-500 0.0 0.0 3.3 3210 -0.1 43.2 180 0.1 231
500-1,000 0.0 0.0 182 4190 -0.2 224 760 0.1 28.4
Mare than 1,000 0.0 0.0 229 5,460 -0 19.7 1,250 0.0 338
All 0.0 0.0 0.8 3,100 0.0 100.0 20 0.0 19.8
Addendum
100-125 0.0 0.0 o7 1,370 0.0 25 10 0.0 17.4
125-150 0.0 0.0 1.0 1,010 0.0 il 10 0.0 18.8
150-175 0.0 0.0 1l 1,630 0.0 36 30 0.0 19.7
175-200 0.0 0.0 27 2,100 0.0 52 &0 0.0 206
Source: Urban-Brockings Tax Policy Center Micresimulation Model (version 0516-1).
Notes:

* Non-zero value rounded te zere; ** Insufficient data

{1) Calendar year. Baseline is current law. Propesal would replace the deduction for mortgage interest with a 15 percent non-refundable eredit subject to current law limits

{31,000,000 of debt on a primary residence or second home, and $100,000 in home equity loans). Estimates are static and do not assume that taxpayers would adjust their investment

portfolic and pay down their mortgage balance if their tax benefit from mortgage interest was reduced. For a deseription of TPC's current law baseline, see

http:/hwwn taxpolicycenter.org/taxtopics/Baseline-Definitions.cfm

{2) Includes both filing and non-filing units but excludes those that are dependents of other tax units. Tax units with negative adjusted gross income are excluded from their respective income class but are included in the totals. For a description of expanded cash income, see
http:/iwww taxpolicycenterorg/TaxMedel/income.cfrm

13) Includes tax units with a change in federal tax burden of $10 or more in abselute value.

{4) After-tax income is expanded cash inceme less: individual ineame tax net of refundable credits; corporate ineome tax; payroll taxes (Secial Security and Medicare); estate taxes; and excise taxes.

{5} Average federal tax (includes individual and corporate income tax, payroll taxes for Secial Security and Medicare, the estate tax, and excise taxes) as a percentage of average expanded cash income.
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TABLE 6
Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt
Distribution of Federal Tax Change by Expanded Cash Income Level, 2016 °

e Tax Units with Tax Increase or Cut * Average Federal Tax Rate®
ET::.l (ﬂ-::mr::::f“ Percent Change in After-Tax Share of Total Federal Tax ~ Average Federal Tax
2016 dollars)? —  Winolee) Income * Change Change
Pet of Tax Avg Tax
Units
Less than 10 * = 0.0 0 0.0 0.0 0 [} b6
10-20 10 -180 0.0 0 0.0 -0.2 * [} 3
20-30 26 -240 0.1 250 0.0 -0.6 -10 0 4.6
3040 7.4 -250 0.6 320 0.1 -1.3 -20 <01 19
40-50 148 -280 11 300 01 2.6 -40 -01 105
50-75 235 -300 4.9 3%0 0.1 -6.4 -50 -0 131
75-100 330 -380 132 560 0.1 -4.2 -50 -0 157
100-200 258 -460 320 820 <01 183 130 0.1 1%
200-500 5.8 -470 718 1.880 -0.6 6B.2 1,320 05 235
500-1,000 3.2 -680 735 3,930 0.6 17.8 2,870 0.4 28.7
More than 1,000 57 -1,260 583 5,880 -0.2 1.2 3,360 0.1 338
All 14.2 -370 125 1,350 -0.2 100.0 120 0.1 199
Addendum
100125 7o -460 17.0 700 0.1 -3.0 -50 -0 17.4
125-150 287 -470 305 710 <01 3.0 BO 0.1 18.8
150175 244 -440 462 870 -0.2 B.O 250 0.2 199
175-200 16.0 ~440 60.2 780 <04 103 520 03 209
Source: Urban-Brookings Tax Policy Center Microsimulation Madel (version 0516-1).
Notes:

* Non-zero value rounded to zero; ** Insufficient data

{1) Calendar year. Baseline is current law. Proposal would replace the deduction for mortgage interest with a 15 percent nen-refundable eredit subject to current law limits

151,000,000 of debt on a primary residence or second home, and $100,000 in home equity loans). Estimates are static and do not assume that taxpayers would adjust their investment

portfolic and pay dewn their mortgage balanee if their tax benefit frem mortgage interest was reduced. For a deseription of TPC's current law baseline, see

httpe/fwww taxpelicycenter.org/taxtopics/Baseline-Definitions.cfm

{2) Ineludes beth filing and nen-filing units but excludes thase that are dependents of other tax units. Tax units with negative adjusted gross income are excluded from their respective income elass but are included in the totals. For a deseription of expanded cash income, see
http:/fwww.taxpolicycenter.org/TaxModel/income cfm

{3) Includes tax units with a change in federal tax burden of $10 or more in absolute value.

{4) After-tax income is expanded cash income less: individual income tax net of refundable credits; corporate income tax; payroll taxes (Social Security and Medicare); estate taxes; and excise taxes.

{5) Average federal tax (includes individual and eorperate income tax, payroll taxes for Secial Security and Medicare, the estate tax, and excise taxes) as a percentage of average expanded cash income.
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TABLE 7

Compare Reform Options 1 and 3: Reduce the Maximum Amount of Debt Eligible for the 15 Percent Non-refundable Credit from $1,000,000 to $500,000
Distribution of Federal Tax Change by Expanded Cash Income Level, 2016 °

P Tax Units with Tax Increase or Cut Average Fadaral Tax Rate®
ET::.l (ﬂ-::mr::::f“ r— Percent Change |l: Aftar-Tax Share of Total Federal Tax ~ Average Federal Tax
2016 dollars) * — AL Change Ghange Under the
Pet of Tax Avg Tax
Proposal
Units Increase
Less than 10 0.0 0.0 0.0 0.0 0.0 [} 0 0.0 6.6
10-20 0.0 0.0 0.0 0.0 0.0 [} 0 0.0 3
20-30 0.0 00 0.0 00 00 0 0 00 46
30-40 0.0 0.0 0.0 0.0 0.0 0 0 0.0 79
40-50 0.0 0.0 0.0 0.0 0.0 0 0 0.0 10.5
5075 0.0 0.0 * = 0.0 0.1 0 0.0 131
75-100 0.0 0.0 0.2 1,150 0.0 21 * 0.0 15.7
100-200 0.0 0.0 1.2 1,230 0.0 197 10 0.0 1%
200-500 0.0 0.0 55 1,570 0.0 422 90 0.0 235
500-1,000 0.0 0.0 18.0 1,860 0.1 19.7 340 01 287
Mere than 1,000 0.0 0.0 228 2,240 0.0 161 510 0.0 338
All 0.0 0.0 0.8 1,5%0 0.0 100 10 0.0 199
Addendum
100-125 0.0 0.0 0.6 1,220 0.0 38 10 0.0 17.4
125-150 0.0 0.0 1.0 w20 0.0 3.4 10 0.0 188
150-175 0.0 0.0 ey 1,350 0.0 59 20 0.0 19.9
175-200 0.0 0.0 27 1,340 0.0 &7 40 0.0 205
Source: Urban-Brookings Tax Policy Center Microsimulation Model {version 0516-1).
Notes:

* Nen-zero value rounded te zero; ** Insufficient data

{1) Calendar year. Baseline is current law. Proposal would replace the deduction for mortgage interest with a 15 percent non-refundable eredit subjeet to current law limits

{31,000,000 of debt on a primary residence or second home, and $100,000 in home equity loans). Estimates are static and do not assume that taxpayers would adjust their investment

portfolic and pay down their mortgage balanee if their tax benefit frem meortgage interest was reduced. For a deseription of TPC's current law baseline, see

http:/iwww taxpelicycenterarg/taxtopics/Baseline-Definitions.efm

{2) Includes beth filing and non-filing units but excludes those that are dependents of other tax unite. Tax units with negative adjusted gross income are excluded from their respective income elass but are included in the totals. For a description of expanded cash income, see
http:/fwww taxpelicycenterorg/TaxModel/income.cfm

13) Includes tax units with a change in federal tax burden of $10 or mare in absolute value.

{4) After-tax income is expanded cash income less: individual income tax net of refundable credits; corporate income tax; payroll taxes (Social Security and Medicare); estate taxes; and excise taxes.

{5) Average federal tax (includes individual and eorporate income tax, payrell taxes for Secial Security and Medicare, the estate tax, and excise taxes) as a pereantage of average expanded cash income.
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TABLEE

Option 1: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit
Distribution of Federal Tax Change by State, 2016 *

Tax Units with Tax Increase or Cut Average Federal Tax Rate®

Average Federal Tax Ch
Share of Tax Units P-mﬂ'mrir:hhwfn Share of Total Federal Tax S

incoma Change

Alabama 14 157 -3%0 1 930 0.0 0.3 23 0.2 0.0 174
Alaska o2 17.6 -480 7.0 1,200 0.0 0.1 23 0.1 0.0 20.0
Arizona 1 163 -410 115 1,250 0.1 1.4 75 0.5 0.1 183
Arkansas. k-] 15.3 -370 a1 as0 0.0 0.1 13 0.1 0.0 i7.3
California 11E 1.7 =360 151 1,850 0.3 27.3 239 12 0.3 20.9
Colorado 14 18.0 -470 156 1,260 0.2 18 120 a6 0.1 20.4
Connecticut 11 126 -330 211 1,360 0.3 2.8 249 0.8 0.2 23.9
Datlavwvars o3 17.9 -370 155 1120 0.2 0.3 104 0.6 0.1 18.2
District of Calumnbia o2 104 -280 179 1,910 0.4 Q.7 312 1.2 0.3 24.0
Florida &9 141 -3%0 72 1,390 0.1 3.0 44 03 a1 19.4
Georgia i3 124 -380 121 1100 0.2 2.8 B& 0.7 a1 18z
Harwaii o5 15.6 -380 1.7 1,490 0.2 0.5 116 0.8 0.2 18.2
Idaho o4 166 -410 103 80 0.1 0.4 13 0.3 0.0 16.9
linaiz 42 13.4 -350 149 1,150 0.2 5.0 124 o.r 0.1 20.4
Indiana 21 16.0 =370 92 a1 0.0 0.3 15 0.1 0.0 17.5
lorma oF 179 -360 1ME 730 0.0 0.2 23 0.1 0.0 184
Kansas o9 151 =360 11z aso 0.1 0.4 41 03 0.1 8.8
Hentucky 13 165 -380 EE: ] 790 0.0 0.2 15 LI} 0.0 173
Louisiana 13 181 -380 79 890 0.0 0.2 13 0.4 0.0 18.3
Maine 04 183 -370 1ne 850 0.1 0. 34 0.3 0.0 ia.1
Maryland 19 12E -350 227 1,440 0.3 5.1 280 13 0.3 21.0
Massachusetts 21 14.0 -330 19.6 1,350 0.3 4.5 217 048 0.2 22.5
Michigan i3 147 =360 11z 920 0.1 1.6 49 0.4 0.1 18.1
Minnesota 13 167 -370 170 1,080 0.2 2.0 121 0.6 0.1 20.1
Missiszippi o9 13.6 -370 70 790 0.0 0.0 ] 0.1 0.0 16.0
Missouri 18 159 =370 0% 10 0.1 a7 41 03 a1 183
Montana 03 171 -3%0 7 10 0.0 a1 21 0.2 0.0 17.5
Nebrasks o 164 =360 11E 780 0.1 0.2 33 0.2 0.0 8.8
Mewada o 162 -440 a3 1,300 0.1 0.3 £l 0.2 0.1 19.4
Mew Hampshire o4 203 -440 140 1,130 0.1 0.3 o 0.3 0.1 211
Nesw Jersey 29 113 -330 19.1 1,400 0.3 6.5 230 1.0 0.2 22.0
New Mexico o7 148 -390 a4 1,000 0.1 0.2 26 0.2 0.0 17.0
New York &5 106 -320 123 1,340 0.2 9.0 143 0.6 0.1 22.6
North Carolina 25 149 -370 126 1,050 0.1 2.2 it 0.6 0.1 18.0
MNorth Drakota o2 18.5 -340 72 a0 0.0 0.0 -7 0.0 0.0 20.2
Chio iz 163 -350 122 a0 0.1 1.5 41 0.3 0.1 184
Oklahoma 11 155 =370 84 a4D 0.0 0.2 15 0.1 0.0 184
Oregon 12 157 -390 142 1,130 0.2 1.2 100 0.7 a1 18z
Pennsyhania 42 146 -340 126 1,093 0.1 3.2 it 0.5 0.1 19.4
Fhode |stand o3 14.1 -340 161 1,030 0.2 0.4 119 0.7 0.1 18.5
South Carplina 14 15.3 -380 10.E 1,000 0.1 Q.7 S0 0.4 0.1 ir.2
South Dakota 03 18.2 -390 54 930 0.0 0.1 -20 il 0.0 188
Ternessee ] 16.0 410 &9 1,083 0.0 0.2 9 0.1 0.0 183
Texas 73 143 -3%0 a9 1,140 0.1 35 46 03 0.1 20.4
Utah 08 17.0 -440 133 1,000 0.1 0.4 3 a4 0.1 iy
Vermant 0z 172 -370 ne arn 01 [k ] 40 03 [k ] 1a.8
Winginia 25 14.9 -370 19.6 1,500 0.3 5.8 238 12 0.2 20.6
‘Washington 22 182 -430 125 1,410 0.2 2.4 113 0.6 0.1 20.3
‘West Virginia b 167 -360 &4 410 0.0 0.0 -B 0.1 0.0 7.0
‘Wisconsin 18 160 -350 129 a0 0.1 1.0 57 0.4 0.1 1.7
Woming 02 19.6 -450 &2 1,040 0.0 0.0 -24 il 0.0 206
United States 1000 143 -370 125 1,250 0.2 100.0 103 0.6 0.1 19.9
Source: Urban-Brookings Tax Palicy Center Microsimulaton Model (version 0516-1).

Motes:

(1) Calendar year. Baseline is current law. Proposal would reduce the maxirmum amount of deibt eligiple for the mortgage intarest deduction to $500,000 of debt on a primary

residence, second home, and/or & home equity loan. Estimates are static and de not assume that taxpayers would adjust their investment portfobo and pay down their mortgage balance

if their tax benefit from mortgege interest was reduced. For a description of TPC's curvent law baseling, see

Itpe/fwewnw_taxpolicycenter.org/taxtopics/Baseline-Definitions.cfm

(2] Includies both filing and non-filing wnits but excludes those that are dependents of ather tax wnits. Tax units with negative adjusted gross income are excluded from ther respective income class but are included in the totals. For & description of expanded cash income, see
Ittpe/fwewnw_taxpolicycenter.orgs/ Teaxhodel fincoma.cfm

(3) Includes tax units with a change in federal tax burden of $10 or more in absolute value.

[4) After-tax imcome is expanded cash income less: individual income tax net of refundable credits; corporate income tax; payroll taxes {Socal Security and Medicare); estate taxes; and excise taxes.

[5) Average federal tax (inchudes individual and corporate income tax, payroll taxes for Social Secunty and Medicare, the estate tax, and excise taxes) as a percentage of average expanded cash income,
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TABLED

Option 2: Reduce the Maximum Amount of Debt Eligible for the Mortgage Interest Deduction to $500,000
Diistribution of Federal Tax Change by State, 2016 *

with Tax Increase or Cut * Average Federal Tax Rate®

Average Federal Tax Chi
Share of Tax Unkts Percart Change ir: After-Tax Share of Total Federal Tax s ReRE et

Income Change

Mlabama 1.4 - - 04 3,100 0.0 ar i2 aa 0.0 17.4
Alaska (¥} - - 04 2,250 0.0 LiN] 14 a1 0.0 20.0
Arizana 1.9 - - [+ 2,940 0.0 2 26 0.z 0.0 i8.2
Arkansas [+E:] - - 0.2 2,340 0.0 0.1 4 0.0 0.0 173
Califormia 1.6 - - 24 3,250 il a2 73 0.4 0.1 20.8
Colorada 1.6 - - 12 2,650 0.0 22 23 0.2 0.0 20.3
Connecticut 1.1 - - 1.2 3,530 0.0 20 43 0.1 0.0 238
Dielaware 03 - - o9 2,430 0.0 03 22 [N} 0.0 19.1
District of Columbia 0z - - 23 3660 EiN] 0.8 B3 0.3 0.1 238
Florida &9 - - [+1] 3,230 0.0 5B 20 0.1 0.0 19.4
Georgia i3 - - 05 2,810 0.0 1.8 14 0.1 0.0 18.1
Hawaii [+E] - = 21 2,850 il 12 B0 0.4 0.1 18.1
Idahe 04 - - 05 2,340 0.0 0.2 i1 0.1 0.0 16.9
Winaiz 42 - - 05 3,310 0.0 31 i3 [N} 0.0 20.3
Indiana 21 - - o 2,560 0.0 0.3 3 0.0 0.0 17.4
lewa 0.9 - - o1 2,410 0.0 [iN] 2 0.0 0.0 18.4
Kansas L] - - 02 2,670 0.0 0.2 4 0.0 0.0 a8
Hertucky 13 - - o 2,450 0.0 0.2 3 0.0 0.0 173
Louisiara 13 - - 02 2,330 0.0 0.2 4 0.0 0.0 183
Maine 04 - - 02 2,350 0.0 [iN] 4 0.0 0.0 18.0
Maryland 19 - - 18 2,860 0.1 40 51 0.2 0.1 20.8
Massachusetts 21 - - 1.0 2840 0.0 27 30 aa 0.0 22.4
Michigan 33 - - 02 2,570 0.0 o.F H] 0.0 0.0 8.0
Minnesata 1.7 - - 1] 2,400 0.0 11 15 a1 0.0 20.0
T 09 . - o1 2,760 0.0 01 3 0.0 0.0 16.0
Missouri 1.8 - - 02 2,660 0.0 (18] B 0.0 0.0 183
Montana a3 - - 03 2,250 0.0 LiN] B a1 0.0 17.5
Nebraska (1) - - o 2,600 0.0 [iN] 3 0.0 0.0 18.7
Nevada 09 - - [k 3,040 0.0 08 24 0.2 0.0 9.4
New Hampshire 04 - - o7 2,540 0.0 03 17 a1 0.0 21.0
New Jersey 29 - - 1.1 3,540 0.0 46 EL] 0.2 0.0 218
New Mexico o7 - - 03 2,360 0.0 0.2 ] 0. 0.0 7o
New York &5 - - o7 3,450 0.0 6.8 25 a1 0.0 225
North Carolina 29 - - 04 2,730 0.0 1.5 i2 aa 0.0 17.9
North Daketa [+F] - - o1 2,530 0.0 0.0 2 0.0 0.0 20.2
Ohin a7 - - o 2,610 0.0 a6 4 0.0 0.0 18.4
Ohdahoma 11 - = +§] 2,850 0.0 0.2 4 0.0 0.0 18.4
Oregon 1.2 - - () 2,480 0.0 0.9 18 0.1 0.0 181
Pennsyhvania 4z - - 03 2,830 0.0 1.4 B [N} 0.0 193
fhode Istand 03 - - 05 2,150 0.0 [iN] 10 a1 0.0 153
South Carolina 1.4 - - (=L} 280 0.0 o7 i2 0.1 0.0 LEA
Sauth Dakota 03 = = 0z 2,710 0.0 0.0 4 0.0 0.0 188
Tennessee 20 - - 04 2880 0.0 0.8 10 a1 0.0 183
Texas 7.8 - - 03 3,080 0.0 2 10 0.1 0.0 20.4
Utah [+X:] - - 08 2,250 0.0 0.6 18 [iN] 0.0 17.6
Werment 0.2 - - 0.2 2,230 0.0 0.0 4 0.0 0.0 188
Wirginia o5 - - 17 3,050 0.1 5.6 53 03 0.1 20.4
\Washington 22 - - 14 2,820 0.1 18 40 0.2 0.0 20.2
West Virginia 0.5 - - o1 2,380 0.0 0.0 2 0.0 0.0 7.0
\Wisconsin 1.8 - - 02 2,530 0.0 0.3 4 0.0 0.0 186
Wysding 02 . - 04 2,630 0.0 01 3 0.1 0 206
United States 100.0 - - [k 3,100 0.0 100.0 24 0. 0.0 188
Source: Urban-Brockings Tax Policy Center Microsimulation Model (version 0516-1).

MNotes:

(1) Calendar year. Baselne is current law. Proposal would reduce the maxirm amount of debt eligible for the mortgage interest deduction to $500,000 of debt cn a primary

resdence, second home, and/or & home equity loan. Estimates ane static and do not assure that taxpayers would adjust their investment portfolio and pay down their mortgage balance

if their tax benefit frem mortgage interest was reduced. For a description of TPC's current law basaling, see

Inttoefweww. taxpobcycenter.orgftastopics/Baseline-Definitions. cfm

{2} Includes both filing and non-filing wnits but excludes those that are dependents of other tax wnits. Tax units with negative adjusted gross inceme are excluded from their respective income class but are included in the totals. For a description of expanded cash income, see
ttp/Swwiw.taxpolicycenter.org/TaxModel fincome.cfm

(3} Includes tax units with a change in federal tax burden of $10 or more in absolute vale.

(4] After-tax income |s expanded cash income less: individual incarne tax net of refundable credits; corporate income tax; payrell taxes {Sooal Security and Medicare); estate tases; and excise taxes.

(5] Average federal tax (includes indrvidual and corporate income tak, payroll taxes for Social Secunty and Medicare, the estate tax, and excise tawes) as a percentage of average expanded cash income.
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TABLE 10

Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt
Distribution of Federal Tax Change by State, 2016

Tax Units with Tax Increase or Cut * Awerage Faderal Tax Ra

Average Federal Tax Ch
Share of Tax Unks Pmntchmg'il:.n{hwﬁn Share of Total Federal Tax SRSt

Income Change

Alabama 14 157 -3%0 31 1,000 01 0.4 29 0.2 0.0 17.4
Alaska 0.2 176 -480 9.0 1,270 0.0 0.1 £l 0.2 0.0 20.0
Arizona 19 163 -410 115 1,350 01 1.5 B3 0.6 0.1 183
Arkansas o8 153 -370 a1 880 0.0 0 i5 LA ] 0.0 i7.3
Califomia 11.E8 1.6 -340 15.3 2,100 0.4 28.4 280 1.5 0.3 21.0
Colorado 16 175 420 15.7 1,380 0.2 19 137 a7 0.2 20.4
Connecticut 11 126 -330 211 1,470 0.3 26 268 0.9 0.2 240
Dalaware 03 175 -3%0 15.6 1180 0.2 0.3 116 a7 a1 19.2
Disstrict of Columnbia 02 104 -280 179 2130 0.4 a7 353 13 0.3 24.0
Florida 4.9 141 -3¥0 72 1,510 0.4 32 54 0.4 0.1 19.4
Georgia a3 124 -380 121 1,150 0.2 26 82 oF 0. 18.2
Harwaii 05 155 -380 e 1,780 0.2 0.6 151 11 0.2 18.2
Idaho [+E-] 166 -410 104 1,030 01 041 39 0.3 0.1 16.9
linais 42 134 -350 14.9 1,200 0.2 4.8 132 Q.7 0.2 204
indiana 21 160 -370 9.2 az0 0.0 0.3 i8 0. 0.0 i7.5
lowa [+L-) 175 -380 1B 740 0.0 0.2 24 0.2 0.0 184
Kansas (L) 151 -380 1.2z ar 01 0.3 43 0.3 0.1 188
Kentucky 13 165 -380 9.8 410 0.0 0.2 17 0.1 0.0 7.3
Lowisiana 13 151 -380 7.9 920 0.0 0.2 15 (1N ] 0.0 183
Maine o4 183 =370 e aro 04 041 36 0.3 [iN ] 181
Maryland 19 127 -350 228 1,540 0.4 5.0 or 1.4 0.3 21.0

21 140 -330 19.6 1,420 0.3 4.2 231 0.9 0.2 225

33 147 -380 1.z 40 01 1.5 52 0.4 a1 181
Minnesota 1.7 167 =370 17.0 1120 0.2 19 129 Q.7 [iN ] 201
Mississippi (L) 136 -370 70 a1 0.0 0.0 B 04 0.0 16.0
Wissouri 18 139 -370 1.0 930 0.1 o.r 44 0.3 0.1 183
Montana 03 174 -3%0 7 40 0.0 01 24 0.2 0.0 17.5
MNebraska 0.6 164 -380 1.6 790 04 0.2 35 0.2 0.0 188
MNevada o9 162 440 a3 1,420 0.4 0.4 48 0.3 0.1 19.4
Mew Hampshire 0.4 203 440 141 1,160 0.1 0.3 T4 0.4 0.1 211
New Jersay 29 13 -330 19.2 1,450 0.3 6.2 248 1.0 0.2 220
New Mexico o7 146 -3%0 a4 1,040 04 0.2 30 0.3 0.0 7.0
MNew York &5 10.E -320 133 1,420 0.2 B.& 154 0.7 0.2 226
North Carolina 29 149 -370 126 1,090 0.1 21 B2 0.6 0. 18.0
North Dalcota 02 185 -380 72 as0 0.0 0.0 -6 0.0 0.0 20.2
Chio a7 163 -350 122 a1 01 13 42 0.3 0.1 18.4
Owdahoma 11 155 -370 8.6 |&0 0.0 0.2 17 0.1 0.0 18.4
Oregon 1.2 157 -3%0 142 1,190 0.2 i1 108 0.8 0.4 8.2
Pennsyhania 42 14E -340 126 1,043 01 3o B1 a5 a1 19.4
Rhode Istand 03 144 -340 162 1,080 0.2 0.4 124 0.8 0.2 19.5
South Carplina 1.4 153 -380 10.B 1,050 0.1 o.r 58 0.5 0.1 7.2
South Dakota 03 18.2 -3%0 5.4 P60 0.0 0.0 -8 0.1 0.0 a8
Ternessee 20 160 -410 49 1,140 0.0 0.2 14 a1 0.0 183
Texas 78 143 -370 a9 1163 01 34 51 0.3 0.1 20.4
Utah [+ 170 -440 134 1,070 01 0.5 69 0.5 a1 17.7
Vermont 02 172 -370 119 asd 01 041 42 0.3 0.1 188
Wirginia 25 149 -370 197 1,630 0.3 5.B 266 13 0.3 20.6
Washington 2z 182 -430 136 1,550 0.2 25 133 oF 0. 0.3
West Virginia 0.4 167 -360 X} az0 0.0 0.0 -7 0.1 0.0 17.0
Wisconsin 18 160 -350 129 a3 01 0.9 59 0.4 0.1 8.7
Whyaming 0.2 19.6 -450 &3 1,100 0.0 0.0 -20 0.1 0.0 206
United States 100.0 142 -370 125 1,350 0.2 100.0 116 a7 a1 199
Seurca: Urban-Broakings Tax Policy Center Microsimulation Model (version 0516-1).

Motes:

(1) Calendar year. Baseline is current law. Proposal would replace the deduction for mortgage interest with a 15 percent non-refundable credit on the first $500,000 of debt on a

primary residance, second home, and/or & home eguity boan. Estimates are static snd do not assume that texpeyers would adjust their investment portfolio and pay down ther mortgage

[palance if their tax benefit from mortgage interest was reduced. For a description of TPC's current law baseling, see

ttoed AW taxpoboycenter.ong tastopics/Baseline-Definitions.cfr

(2) Includes. both filing and non-filing units but excludes those that are dependents of other tax wnits. Tax units with negative adjusted gross income are excluded from ther respective incomea class but are included in the totals. For a description of expanded cash income, see
ttoed S taxpoboycenter.ong S TaxModel fincome.ofm

(3] Includes. tax units with a change in federal tax burden of $10 or more in absclute valve.

(4) After-tax income is expandad cash income less: individual income tax net of refundable credits; corporate income tax; payrell taxes {Secal Security and Medicare); estate taxes; and excise taxes.

(5) Average federsl tax (incudes individual and corperate income tax, payroll taxes for Social Secunty and Medicare, the estate tax, and excise taxes) as @ percentage of sverage expanded cash income.
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TABLE 11

Distributional Effects of Option 3
By expanded cash income level, 2016 TPC

Average Federal Tax
Rate Change
(percentage points)

ECI (thousands of 2016 Number of Tax Units (in Share of Tax Units Percent of ltemizers Percent with Tax Cuts Percent with Tax Average Federal Tax

dollars) thousands) Within Class Increase Change ($)

The United States

Less than 75 114,590 66.1 4.8 8.7 1.3 -20 0.1
75-200 45,330 26.1 34.8 30.9 25.3 60 0.1
200-1,000 11,600 6.7 77.6 55 72.0 1,490 0.5
More than 1,000 670 0.4 89.9 5.7 58.3 3,360 0.1
All 173,400 100.0 17.8 14.2 125 120 0.1
California

Less than 75 13,390 65.7 4.7 7.9 15 -10 0.1
75-200 5,090 25.0 423 25.2 31.0 260 0.2
200-1,000 1,620 7.9 87.4 2.2 78.0 2,510 0.8
More than 1,000 100 0.5 96.2 23 69.1 5,050 0.2
All 20,380 100.0 21.1 11.6 15.3 280 0.3
Kentucky

Less than 75 1,510 68.6 4.0 9.4 1.2 -20 0.1
75-200 580 26.4 29.1 37.0 22.1 -50 0.0
200-1,000 100 45 76.3 6.6 70.6 920 0.3
More than 1'000 * * *k *k *k *k *k
All 2,200 100.0 13.9 16.5 9.8 20 0.0
New York

Less than 75 7,430 66.0 6.2 7.4 11 -10 0.1
75-200 2,850 25.3 485 22.4 27.1 120 0.1
200-1,000 830 7.4 88.7 2.3 70.6 1,440 0.4
More than 1,000 80 0.7 96.4 2.4 66.4 4,020 0.1
All 11,260 100.0 23.6 10.8 13.3 150 0.2
Texas

Less than 75 9,110 67.5 3.6 75 0.9 -20 0.1
75-200 3,330 24.7 25.2 33.9 16.2 -50 0.0
200-1,000 910 6.7 61.8 115 61.3 980 0.3
More than 1,000 60 0.4 69.1 17.9 37.8 1,830 0.1
All 13,500 100.0 13.2 143 8.9 50 0.1

Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0516-1).
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TABLE 12
Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; California, Baseline: Current Law TPC
Distribution of Federad Tax Change by Expanded Cash income Level, 2016 *

Tiex Usits with Tax Incruase or Cut

Expanded Cash Income Percant Change In AerTax e il el o Average Federal Tax Change
Lave! (thousands of With Tas Incresse
2014 dollars) * . ~Camamasabts sy aes - Charge
Pet of Tax Avg Tax
Units
Less then 10 0 40 00 0 00 090 Q a 00 62
1020 a9 180 00 4220 00 01 0 04 00 0
203 27 250 01 270 02 03 10 0s 00 48
3040 EA 250 o8 350 01 £.5 <10 05 00 LA
&5 137 20 14 0 o1 09 -30 o7 a1 10z
5078 26 3% 57 520 o1 18 40 05 241 128
75100 27 380 163 ™ 00 04 90 Q1 00 157
100-200 28 Bl kLA 1280 04 231 400 15 03 193
200-500 24 <420 75 2910 10 565 2250 34 08 28
500-1,000 as 70 814 5,580 Q5 148 4530 24 o7 227
More thes 1,000 23 1,250 3.1 7380 Q2 a7 5,050 a4 02 3s
Al ns 360 153 2,100 a4 1000 280 s 03 210
Addendum
100128 34 440 231 1% QA 27 120 Qs 0.1 172
125150 24 A40 2 1,020 03 43 280 11 02 190
150175 163 400 $33 1310 05 70 430 20 04 02
175200 85 420 670 1640 a7 %0 1,060 28 06 21t
Source: Lrben-Srockings Tax Polcy Center Microsmulstion Model (version 0516-1)
Notus:
{1) Calunder yuer. Somire i curment b Proposel wodd replece the deduction for monigege interest with & 15 percent nonsetusdable credit on the frst $500,000 of dett on &
prithary sesidence, socond home, end/er & home equity loen. Estimates are slatic and do not dssume that Leedepers woudd odit ther investment pantfolio and pay down ther morigege
balance f their tax benett from mengage interest mes reduced. For a description of TPCS cument law baselne, se
htp /i www. by g ves/B. Cefini fm
12) Inchacen both Slng and non-Hling units but exdudes those Tt are duperdents of other tax units. Tax unily with regative adjusted gross income ane exduded fom their pective income class but s induded i the tosls. For & destription of expanded camb income, see
g/ laxpebcy ergTasModel/neorme dm

130 Inchadies tax units with o chunge i fedural tax burden of $10 of mare in ssolute wike.
14) After-tax Income is expanded cash income less: individual rcome tax net of refundabie credits; comporate income tax; peyol taxes {Social Security and Medicas), estate tanes; and easise s
15) Average federal tax fncludes individual and corporate income tax, payredl taxes for Socal Security and Medicare, e estate tax, and excse tanes) 3 2 percentage of average expanded cash Income.
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TABLE 13
Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; lllinois, Baseline: Current Law
Distribution of Federal Tax Change by Expanded Cash income Level, 2016 *

Tix Units with Tex increass or Cot * Avarons Pedarsl T - Avarage Federal Tax Rete'
Percant Change in AftenTax Share of Total Federal Tax 2 =
With Tax Cut Income * Change
Avg Tax Cut
Laws than 10 a0 &0 00 0 ao a0 o Qo a0 &%
020 10 470 00 6220 o Q2 ° 0 Qa0 0
030 27 2% o1 w0 Qa0 D4 -0 Q5 o 45
3040 75 280 05 0 Q RAS 20 06 01 9
40.50 145 200 1 20 s 20 a0 08 ar 104
075 231 200 7 kL a 4R 40 046 o 31
75300 na 280 162 520 ao 20 30 02 a0 159
300-200 262 ¥ w8 20 o 203 150 Qs o w2
200-500 s A2 753 1,680 06 639 1,250 19 04 PAR)
500-1,000 12 500 759 3430 05 154 2.5% 13 Q4 9
More than 1,000 34 -1.030 £08 5,400 02 109 3250 Q23 Qs 34
Al 134 -350 149 1,200 02 1000 130 o7 oz 04
Addendum
300128 34 480 4 620 a0 o8 10 01 a0 s
125150 25 A% Ma L34 01 a1 110 Qe o %0
150175 209 -400 516 760 02 n 30 10 02 203
175200 130 -400 59 840 <3 93 200 13 Q3 na
Source: Urban-Brockmgs Tax Polcy Center Micrasmulation Mode! lversion 0516-1)
Notes:

(1) Calendar yoar Baseline is curment iw. Proposal woudd replace e deduction for mongage intesest with & 15 percent nan-refundabde credit on the first $500,000 of detot on &

prmary residence, second home, and/er 2 home ecuity loan. Estimates ase static and do not assume ®at taspayers wou'd adiust ther investment portficlio and pay down ther mongege

batance # their tax benefe from merigege interest was reduced. For a description of TPCYs cument aw baselire, see

bt Aveww. taxpolicycenter ong/taxtopicsBaselne-Defiritions cim

2) Indudes both liing and non.fling units but exdudes those that ae dependents of other tax umits. Tax unis with regative adusted gross ncome ane excluded Fom their respectve income Cass bt are induded in the totals. For 3 description of expended cash income, soe
hep i taxpolicycenter.ong/ TaxModel ncome. ofm

() indudes tax units with 3 change in federal tax burden of $10 or more iIn absolute value.

(4] A%er-tax income ' expanded cosh income less: indiidual income tax net of refunclable cwdity: corporate income tax; peyroll tes [Social Security and Medicael, extate taxes; snd excee tass

(5] Average lecdws’ tax [ndudes individusl end cosporate noome tax, peyroll tows for Sods Securty and Medican, the estate tax, and excise taxes) s 4 percontage of aversge epended cash ncome.
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TABLE 14

Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; Kentucky, Baseline: Current Law
Destribution of Feceral Tax Change by Expanded Cash Income Level, 2016 *

Average Federal Tax Rate'
Average Fadersl Tax Change
Parcant Change in Afver Tax Share of Total Federsl Tax
Change ————— Change Under the
(Peccantage Pr
Poimna)

Percont

3020 74 250 05 260 01 0.6 20 7 01 76
40-50 157 -280 10 260 01 204 40 09 01 9%
075 358 310 a5 300 e 42,1 a0 oS 01 128
75200 ny 400 na a0 o1 414 100 oA o1 180
100-200 LX) 470 FLE) 580 00 123 10 0.1 00 185
200-500 0 410 06 1,200 04 1967 810 13 03 231
$00-1,000 24 £40 03 2780 Q04 493 1940 10 a3 87
Mare $an 1,000 32 0 548 4460 {1 a2 2410 03 o1 a7
Al 165 380 98 810 00 100.0 2 o1 [+ 1] 173
Addendum

100-128 452 480 121 450 02 479 -140 o9 00 18
125180 s 420 0.1 500 00 Lh 220 0.1 oo 183
150175 239 420 450 &0 Q1 23 160 058 ot %e
175200 194 A0 %8 640 02 »1 300 08 02 204
Sowrce: Urban-Brookings Tax Policy Comer Microsimulation Model (version 0516-9),

Notes:

(1] Calencler your Basuine in curment law, Proposs! woukd replece the deduction for mortgege nterest with & 15 percent non-elundable credit on the St $500,000 of debt on »

grimary residence, second home, andior & home equty lcen. Extimates ane static end do not assume that Lopeyens wou'd ediust the'r ivestment poarticlio and pay doun ther morigege

Balance if their ux berelit bom mongoge rterest was sedhuced. Foe & description of TPCS cumentt law baselne, see

Rro/erven taapoicycenter.onglitopics/Bastline Defintions. cfm

Q) nciudes beth fiing snd non-flng unts but excludes those that sre cependents of ather tax wnits. Tix units with regutive acdjusted gross mcome e exdluded bom their epective income cliss but se included in the tota's. For s deacription of expanced cash ncome, see
Rtz prrers tarpoieyear ter. orpTeeMute lincame chn

) mciudes i uvts with 8 change in federsl tax burdien of $10 or meee s absokae value.

18] Aher-tax income i expanded cash income less: sdvidual income tax net of refundabie credits; conponite income tae, payroll tases (Socil Securty and Medicase), estote Lwes; 00 excise langs.

(5) Average federal mx (iInchudes rdvicual and corperate income tax, payrol taxes for Socal Securty and Medicare, e estate tax, and exose Tanes) &5 3 percentage of average exponded cash ncome
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TABLE 15
Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; Michigan, Baseline: Current Law
Distribusion of Federal Tax Change by Expanded Cash income Level, 2016 °

Rpasded Cuh ceme Tax Units with Tax Increase or Cot * Aagys Pt Tt Chingre Avarsge Federal Tax Rate’

R I _— e ViR O ln‘ AferTax Share of Total Federal Tax

2016 dollars) * — S

Lows than 10 00 S 00 0 00 (1] 0 (L] 00 &7
1020 11 180 00 0 00 06 9 05 a0 28
2050 27 240 o1 250 09 15 10 06 00 a0
x40 75 280 04 %0 o1 A1 20 o7 o1 10
&80 158 210 [=1.] 70 o 57 L0 0% Q0 54
5078 23 290 49 330 o -18.0 40 07 o0 122
75100 3% 380 130 450 o1 -135 -8 06 Qr 150
100-200 24 2450 N7 &30 o 167 ] 02 oo 8.6
200500 &0 -£10 a2 1340 {5 .1 560 15 a4 223
001,000 24 S0 7 2500 o4 22 2,100 A 03 me
More then 1,000 37 990 X 4430 0.1 ns 2470 03 a3 ne
al 17 360 1.2 940 0.1 1000 0 04 01 LA
Addandem
100125 £10 460 152 520 01 -140 110 06 Q1 168
125-150 24 &80 o0 s70 o0 20 2 ot 00 184
150175 23 410 L5 &70 {2 Ak S 220 a? o1 198
175200 175 410 425 70 a3 1546 70 10 02 208
Source: Lvban Beockings Tax Poley Center Micresimdation Mode! fversion 05146.1)
Notes:

{1) Calendar year. Baselne s cument bw Proposal would replace the deduction for montgage Intorest wah a 15 percent non-refundable credit on the first $500,000 of debt on &

primary sesdence, second home, end/or a home equity loan, Estimates sre static and do not assume Pat taxpayers would adiust ther investment portioSio and pay down thelr mongege

balomce if ther tax bewfit from mongege interest was reduced. For » description of TRC's curment law boseline, seu

htp/fwww Sxpoicycomior crgtaxtopicwBaseine-Defnitions cin

121 Inchudes both filng and ron-fling unas but exdludes $ose thet sre dependents of other tax umits. Tax unts with negatve adjusted gross ncome are esduded from ther respective income class but ave induded i the totals. For a description of experded cash incorme, soe
hatp://www taxpolcycenton org/TaxModelincome cfm

3 Inchucies tan unis with » change in federal tax burden of $10 or mone in sbeciute value

1) After-tax incorme in expended cash noome less indvidial income 1ax ret of refundetle credity, corponite Fcome tax; payroll taxes (Socisl Security snd Necicarul: estete tues; and excise taxes

15} Avwrage feceral tex (inchadies indvidual and corporete income ax, peyrol taxes lor Socs Securty end NMedicare, the estate tax, and excise taxen) #s & percentage of sversge expanded cak income
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TABLE 16

Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; New York, Baseline: Current Law
Distribution of Federal Tax Change by Expanded Cash Income Level, 2016 '

Thx Units with Tax Increase or Cut * A = ax Aversge Federal Tax Rate’
Parcest Change in After-Tax Share of Total Fedaral Tax Yo
WehTaxCut _ WrxhTaxincreass =~ Income * Change Under the
Avg Tax Cut Proposal
o
K| 220
23 30
23 3130
40-50 131 250 o 1o e 14 30 06 Q1 108
5075 205 260 43 %0 aor 35 &0 03 01 1.2
75100 287 330 134 40 kg o8 10 o3 g0 166
100200 200 400 %S 0 017 22 1%0 ar 01 195
200-500 24 420 04 1810 058 532 1.20 1% 04 a9
500-1,000 10 570 724 3470 054 158 2450 14 04 a0
More then 1,000 24 -13% 664 4100 015 180 aQeo Qa3 01 e
Al 108 320 133 1420 019 1000 150 a7? 02 26
Addendum
100128 28 400 157 &70 002 1.0 20 a 00 180
125150 193 A 22 20 01e s 150 Qe 0 19.8
150175 147 3% @9 80 026 63 0 11 02 )
175-200 L1 400 624 10 036 78 40 14 03 22
Sourcw: Urban-Brockings Tex Polcy Centar Microsmulation Model fversion 0516-1).
Nates:

1) Calendar yoer. Baseline is current liw Propossl woud replece the deduction for mortgage interest with a 15 percert ron-sefundeble credt on the first 5500,000 of debt o a

primary residence, second home, andier 3 home eduity losn. Estimanes are static and do not ssume that taxpayers would sdust ther ivestsent portfolo and pay down Bheir mongage

balance  ®eir tax beneft from mengage interest was recuced. For a description of TPC's curent law baseine, see

it /Awww. tanpolcycenterorgtneopics/Baseine Definitions cfm

@) Inchudes both ling and non-Hing units but cxdudes those that aw deperdents of other tax units. Tax units with negative adjusted gross ncome ire excluded from their fespective ncome dass but are nduded in the towls. For & description of expanded cash income, soe
hitp /A, tanpolcycenter ceg/ TasModel noore . ofm

(3 Inchudes sax units wih a change In federal tax burden of $10 or more in sbsolute value

{4) After-tax income is expanded cash income less: indiwidual ncome tax net of refuncoble credits: corporate income tax: payroll taxes (Soce! Security end Medcarel: estate tanes; and exose xS

(5) Average Sederal tax fncludes incividual and corporate income tax, payrol taxes for Scael Security and Medicane, the estate tax. and excise el 93 8 percentage of sverage expanded cash nocome
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TABLE 17
Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; Oregon, Baseline: Current Law
Distribusion of Feceral Tax Change by Expanded Cash income Level, 2016 *

Tax Units with Tax increase or Cut * Aversge Federal Tax Rata”
Aversge Federal Tax Change
Parcant Change in After Tax Share of Yotal Federsl Tax
Shange wc""" Under the
arcentage
PFercent Points) Proposal
Less an 10 00 40 o0 "] a0 i) o 0o 00 a7
02w 12 -200 00 6,220 a0 03 o 04 o0 s
2030 is 2 (Al 30 ao o9 -0 o6 oo 57
3040 9.5 270 08 380 Qs 19 20 L8 01 84
4050 162 2570 146 o as 29 40 25 Q1 105
075 %2 -320 (2] &0 Q1 79 60 Q7 01 126
75-00 82 A0 6.1 580 Qs 53 60 04 04 15.1
100-200 n7 470 78 840 02 88 180 07 o1 184
200-500 42 420 67 1,830 06 €85 1,380 22 0s 20
500-1,000 14 480 774 3750 06 151 28%0 14 04 21
Mare $an 1,000 28 -1,060 628 5,200 02 (3] 3230 04 o1 2s
Al 15.7 350 182 1,190 o2 1000 110 02 0.1 1.z
Addandum
00128 @0 450 ws 20 s 41 40 03 0. 168
125150 29 470 W4 24 0.1 71 160 08 o1 18
150175 FLR ) <410 56.1 «0 03 123 420 13 03 192
175-200 124 410 678 1000 04 135 630 17 03 205
Source: Urben-Seockings Tex Policy Canter Microsrmulation Mode! (version 0516-1)
Notes:

1) Calenclar ypoar Baselne is cument liw. Proposal would replace the deduction ke mongage nterest with & 15 percent nossubusdable crodit on the first 500,000 of debst an &

rimary residence, second home, and/or & home equity loan. Estimates are static and do not assure that topoyers would adiust their investment portfelio and pay down their mengage

balance if ther ux berefit from mongage nterest was seduced. For a desaription of TPC's cumentt law baselne, see

PetpSwwn saxpo i cycenter.ong/tantops o/ Dasel e Defn it ons.cfm

2} Ieiudies beth fiing and non-filng unis bt exclades those that are dep: ts of other lax units. Tax units with regative sdjusiod gross mcome o exchaded bom their respective income dass bt are inciuded in the totals. For & descrption of expanded ch income, see
rrtp weem Siapolcycenter.ong/ TaModelincome cén

(3] Includies tax Units with @ change in federal tax burden of $10 or more in absolse value.

4} After-tax ncomme is expeanded cash ncome kess: Indvidua! iIncome tax net of refundable credits; conporate income tax; payol taxes (Socal Security and Medicare); estate Taxes; and enose tanes

51 Average feden) sax (inchudes mdwidue! and corporate income tax. payrol taxes or Socel Secunty and Medicare. $e estate tax. and eecise tanes! 25 3 porcontage of average expended cash ncome.
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TABLE 18

Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; Texas, Baseline: Current Law
Distrbution of Federal Tax Change by Expanded Cash income Level, 2016 °

it Tax Units with Tax incresase or Con Podersl T Avurage Federal Tax Rate’
E.T. o v — Farcact Change In AftarTax  Share of Total Fadaral Tax povtpe o

2016 dollary) * el —_— — income Change ——————— Under the

Avg Tax Cut Proposal

Less then 10 o0 40 0o 0 00 oo ] (1] ao &5
1020 08 160 00 Q 09 04 0 04 oo n
030 20 220 o1 40 00 11 Q 0S5 o0 s
3040 58 20 04 310 00 23 -10 0.5 o0 4
@50 128 2N 0e 260 o1 $.2 S 07 ot 102
0 28 2% n 380 01 943 0 046 01 "
75100 ne -370 a0 470 o1 143 2 04 o1 158
100200 »0 &0 209 &30 00 a8 -5 0.1 L] %2
200500 1ns 510 1.0 1470 04 983 4% 1.3 Q3 208
$00-1,000 92 750 6.7 1340 4 3 2060 11 03 EAA)
More than 1,000 179 -39 78 5,460 41 158 1430 0z ar 348
Al 143 -390 &v 1,180 2 1000 50 Q3 ar 04
Addendum
100125 e £450 120 530 o1 <133 -100 0.5 o0 w7
125150 M9 &70 186 580 o1 48 £0 02 oo %o
150978 n? A8 Xa 420 00 v ¥ o1 o0 %9
175.200 o 460 wa 810 04 16 %0 Qs a1 ne
Source: Urben-Brockings Tax Polcy Center Microsimudation Mode! fversion 0516-1)
Notes:

11) Caluncier yusr. Susmlne & cormunt bm Proposal would replace the deduction for mortgage iveset with & 15 percent nan-refundebile credit on the first $500,000 of debt cn &

pritnary sesdence, second home, sed/er & hove equity Joan. Estinates e static and do fot sssume St Lapayers would adjust ther investment parthalio snd pay down ther mongegu

balance if thei tax Denehit from mongage nerest was reduced. For & description of TPC's current law baselins, soe

hitpc//www taxpolcycemer ongtatopicsBaseine-Defnitions cim

12} Inchades both flng and ronfing units but exdludes o thet sre dependents of other tax usts. Tax units with negutive sdusted gross income ere exduded from ther sespective income class but o Induded i the touls. For o description ol expended cash noorme, see
i/ taxpoloycenie: crg TasMedelincome cim

13 Inchades tax unis with & change i federal tax burden of $10 or more in absolute value

14 Aftertax Income Is expended cash ncome less iIndiidial income tax met of refundoble credits; corporate moome ta;, payroll taxes (Sock! Security and Medicarel: estate taxes; and excise taxes

1S Average federal tax Onchudes individual and corporate moome tax, peyrol tanes for Sode Security and Medicare, the estate tax, and excse taxes) 33 3 percentage of average axpanded cosh income
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TABLE 18

Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; Utah, Baseline: Current Law
Distrbution of Feceral Tax Change by Expanded Cash Income Level, 2016 *

Tax Uniits with Tax Increase or Cut ' Average Federal Tax Rate'
Exparded Cash Income 7 B _ ¢ Changs In AftasTax Share of Total Pedersl Tax Average Feders Tax Change
Level (thousands of pt
2016 dollars) * - el tncome Crange
Less than 10 00 0 a0 0 Qo o0 2 00 o0 78
1020 a9 180 112 0 a0 03 0 23 00 a3
2030 27 250 o 200 oo 4.3 -10 a5 00 5%
3040 80 -260 (2] 310 ar 25 20 Q5 a1 84
&£s50 153 -300 19 o Qs 4l 40 a9 Q1 00
075 249 a3 71 260 01 122 <0 07 Q1 21
75100 371 470 139 560 Q1 149 100 08 0.1 143
100-200 336 520 Nns 730 Q1 161 &0 02 00 175
200-500 53 L& 750 1450 08 898 1210 20 04 23
500-1,000 25 490 &3 3740 05 185 2570 14 04 ot}
More than 1,000 a3 1220 568 5370 02 no 2580 0 o 1o
ANl 7o &80 134 1000 a1 1000 n 0S8 01 Wy
Addandum
100125 437 560 135 &10 0z -1%.0 140 Q9 A 159
125150 333 510 NS 20 a0 14 2 o9 00 7.2
150975 232 &L 514 240 03 173 330 1.1 0z 87
175200 ”a 480 &89 %0 03 162 440 12 02 %7
Source: UWrban-Brookings Tax Policy Comter Microsmulation NMode' version 0516.1).
Notes:

1Y) Calonclar yeur Baselne is cument law. Propossl would replace the deduction for martgage nterest with 3 15 percent ron-refundabtle credit on the it $500.000 of delbt on &

primary sesicunce, second home, andior & home eguity losn. Estimetes sre static sod do ot essama thet taxpeyers would sciust ther investment portialio and pay down their merigece

belarce if ther wx berefit bom merigoge interest wis recuced. For 8 desciption of TRCS curert liw baselng, see

it /e Saxpolicycenter.ong lintopics/Baselne - Cefmitions cim

2) Inciudes both fiing end fiing writs but exciudes thow thet se depend of ather tax units. Tex units with negetive adjuated grom income s exduded bom their respective income cams but e induded i the 1otls. For 8 description of expanded cmh income, sew
btpc /e Saxpaicycenter.ong/TexModelrcome. ofm

13) Inchudes tax unts with a chamge in federal tax burden of $10 o more in absclute value.

14 Aftertax income is expended cash income less: individual income tax net of refundable cedits; comporate Income tax; payrall tases (Soclal Seowrity and Medicare); estate tTanes; Ind excse tanes

1S Average federn! tax (Incudes ndvidud end cosporate ncome tax, payrol tawes for Soclal Security and Modicere, the estate tax, and excee taxes) 35 3 porcentage of average expanded cash noome.
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TABLE 20

Option 3: Replace the Mortgage Interest Deduction with a 15 Percent Non-refundable Credit on the First $500,000 of Debt; Wisconsin, Baseline: Current Law
Distrbution of Federa! Tax Change by Expanded Cash income Level, 2016 '

Taox Units with Tax Increase or Cut * el Aversge Federal Tax Rate'
Parcert Change in After Tax Share of Total Federal Tax
Income ¢ Change —_— 0" 0e Undier the
m
Percent Points) Proposal
Less than 10 at 0 Qo o 00 ao 0 ao o0 76
10.20 12 180 o0 o o0 o4& 0 03 oo 42
2030 28 230 a1 260 00 42 -10 L4 o0 S8
040 84 250 s 300 o1 30 20 06 Q1 87
«-0 159 260 09 0 o1 51 40 08 Q1 109
80-75 252 200 62 3o o1 133 R 06 04 132
%0 38 AN 144 440 "3} 18 J0 08 o1 154
100-200 34 A¥ N2 %0 €1 250 80 a3 01 s
200500 40 380 763 1230 04 819 520 15 23 28
§00-1.000 15 -$50 T2t 2480 04 174 1520 10 03 ns
Mo then 1,000 25 980 559 4,180 01 1085 2310 0z 01 34
Al 160 -350 139 &30 £ 1000 &0 04 LR ) 187
Addendum
100128 04 A0 162 450 o1 A29 -100 05 03 %9
125150 292 48 e $20 0. 2 & 02 a0 182
150978 223 3% 542 &20 £02 158 30 os 02 %7
175200 1346 400 40 &%0 03 173 420 11 02 204
Source: Urbon-Brockings Tax Polcy Center Microsmulation Mode! version 0514-1)
Notes:

[1) Calender yusr. Bavelrw is currnt lree  Froponsl would replece %e deducton for mongege inmerest wits @ 15 percent non-refundable credit on the frst $500,000 of debt on

primary resience, socend home, and/cr & hame eguity loan. Estimates arw static and do not sssume that tixpayers would sciust ther mvestment poctialio end pey down Seir montgage

belance ¥ their lax benett from mongige inteest was educid. For o description of TPCY curent liw baseliine, see

It /iwww. taxpobcy o/ /Baseine-Defeitions clm

12) Indhuddes both Sling and non-fiing units but exdudes thowe that e depencunts of other tax units. Tax unss with negetve sdjaated grom income wre exciuded from ther napective ncome dess but are induced in the totls. For & descripticn of experded cash income, soe
httpc/iwww texpoleycenerong TasModelncome ofm

[3) Inchuddes tax units with o change i federal tix burdes of 510 o more in sbaciute veive.

4) Aftertax income is expanded cash iscome less: individual income tax net of refundable creding, corporate Income tax; payroll lenes (Socisl Secwrity and Medicare); estate tnes; and exdse lnes

15) Average federal tax §ndludes Individual and coporate ncorme tax, peyroll tases for Sodal Security end Medicare, the estate tas, and encse tanes) as 2 percentage of average expanded cash income.
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