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Top 10 Percent of Filers Account for Most
Federal Income Taxes

Debate over changes in the tax code often focuses
on who benefits most from such changes. Most
of this debate hinges on tax distribution tables
that measure the impact of tax law changes on the
tax liabilities of various income groups. However,
many newspaper articles and think tank reports
fail to consider the current pattern of tax
payments when discussing the benefits of tax cuts
for various income groups.

For example, it is important to note that at least
one-third of federal income tax filers cannot
receive further income tax relief because these
taxpayers do not in effect pay federal income
taxes. Millions of families, many in the bottom
fifth, have either zero tax liability or receive a net
transfer from the government due to the
refundable portion of the Earned Income Tax
Credit (EITC) and/or the Child Tax Credit (CTC).

In addition, millions of people do not earn enough
to file a tax return. Hence, these non-filers, plus

many of those that file tax returns in the bottom
fifth, do not actually pay federal income taxes
and, due to the refundable portion of the EITC
and/or the CTC, many do not in effect pay
payroll taxes.

The table below provides the most recent IRS
data from the Statistics of Income Division. It
shows that the average income tax liability for
returns reporting income under $25,000 was
negative for tax year 2004. Further, those
taxpayers earning over a million dollars
reported an average tax liability of $743,000.
While reliance on averages alone can be
misleading, the data suggest that while tens of
millions of tax returns actually reported either
zero or negative federal income tax liability, the
tax burden on higher incomes is substantial.

Another important statistic that illustrates the
graduated nature of current federal income tax
rates is tax shares. Using the same IRS data for

Progression in Federal Income Tax Payments
N Total Income Tax
Amount Including | Average Income Tax

Number of Returns | Refundable Portion of | Refundable Credits [Including Refundable]
Size of AGI (All Returns) EITC & CTC US$000 US$000 Credits
All returns 132,226,042 ($49,749,524) $782,226,809 $5,916
No AGI 1,854,886 ($485,982) ($399,918) ($216)
$1 under $5,000 11,670,444 ($1,633,004) ($1,577,929) ($135)
$5,000 under $10,000 12,135,417 ($6,881,181) ($6,168,076) ($508)
$10,000 under $15,000 11,656,193 ($11,486,995) ($8,995,494) ($772)
$15,000 under $20,000 11,281,291 ($11,069,856) ($5,851,557) ($519)
$20,000 under $25,000 9,705,192 ($8,226,851) ($331,991) ($34)
$25,000 under $30,000 8,512,113 ($4,546,238) $6,129,084 $720
$30,000 under $40,000 13,915,452 ($3,406,988) $24,806,053 $1,783
$40,000 under $50,000 10,571,408 ($1,226,223) $32,689,298 $3,092
$50,000 under $75,000 18,047,126 ($679,317) $92,276,032 $5,113
$75,000 under $100,000 10,119,515 ($102,924) $85,454,278 $8,445
$100,000 under $200,000 9,735,569 ($3,966) $175,201,567 $17,996
$200,000 under $500,000 2,348,163 $0 $139,227,163 $59,292
$500,000 under $1,000,000 433,145 $0 $71,339,306 $164,701
$1,000,000 or more 240,128 $0 $178,428,994 $743,058
Source: JEC Calculations based on SOI Data for TY2004 - SOI Bulletin Fall 2006
Detail may not add due to rounding.
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2004, the top half of taxpayers, ranked by
income, pay more than 96.7 percent of federal
individual income taxes while the bottom half
accounts for less than 3.3 percent. These data
reflect the early effects of recent tax cuts under
the Economic Growth and Tax Relief
Reconciliation Act of 2001 and the Jobs and
Growth Tax Relief Reconciliation Act of 2003.

The top one percent of tax filers paid 36.89
percent of federal personal income taxes in
2004, while the top ten percent accounted for
68.19 percent of these taxes. To be counted in
the top one percent, taxpayers needed an
Adjusted Gross Income (AGI) of $328,049 or

more. The 2004 AGI cut-off amount for the top
ten percent was $99,112, while the cut-off
amount for the top/bottom fifty percent was
$30,122. Again, it is important to note that
many returns in the bottom half report zero or
negative federal income tax liability.

These IRS data illustrate the steeply graduated
nature of the federal income tax. Further, data
on the number of non-filers, tax shares and the
number of taxpayers effectively paying zero
federal income taxes must be considered before
any valid distributional evaluation of various
income tax proposals or legislation can be
made.
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For further information please see the following Joint Economic Committee studies by visiting the JEC website
www.house.gov/jec, or by contacting the JEC at (202) 226-3234.
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