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(1) 

1 This report may be cited as follows: Joint Committee on Taxation, Estimates of Federal Tax 
Expenditures for Fiscal Years 2011–2015 (JCS–1–12), January 17, 2012. 

2 Joint Committee on Taxation, Estimates of Federal Tax Expenditures, October 4, 1972 (JCS– 
28–72), June 1, 1973 (JCS–20–73), July 8, 1975 (JCS–11–75), March 15, 1976 (JCS–5–76), 
March 15, 1977 (JCS–10–77), March 14, 1978 (JCS–9–78), March 15, 1979 (JCS–9–79), March 
6, 1980 (JCS–8–80), March 16, 1981 (JCS–7–81), March 8, 1982 (JCS–4–82), March 7, 1983 
(JCS–4–83), November 9, 1984 (JCS–39–84), April 12, 1985 (JCS–8–85), March 1, 1986 (JCS– 
7–86), February 27, 1987 (JCS–3–87), March 8, 1988 (JCS–3–88), February 28, 1989 (JCS–4– 
89), March 9, 1990 (JCS–7–90), March 11, 1991 (JCS–4–91), April 24, 1992 (JCS–8–92), April 
22, 1993 (JCS–6–93), November 9, 1994 (JCS–6–94), September 1, 1995 (JCS–21–95), November 
26, 1996 (JCS–11–96), December 15, 1997 (JCS–22–97), December 14, 1998 (JCS–7–98), Decem-
ber 22, 1999 (JCS–13–99), April 6, 2001 (JCS–1–01), January 17, 2002 (JCS–1–02), December 
19, 2002 (JCS–5–02), December 22, 2003 (JCS–8–03), January 12, 2005 (JCS–1–05), April 25, 
2006 (JCS–2–06), September 24, 2007 (JCS–3–07), October 31, 2008 (JCS–2–08), January 11, 
2010 (JCS–1–10), and December 15, 2010 (JCS–3–10). 

3 Office of Management and Budget, ‘‘Tax Expenditures,’’ Analytical Perspectives, Budget of the 
United States Government, Fiscal Year 2012, February 14, 2011, pp. 239–276. 

INTRODUCTION 

Tax expenditure analysis can help both policymakers and the 
public to understand the actual size of government, the uses to 
which government resources are put, and the tax and economic pol-
icy consequences that follow from the implicit or explicit choices 
made in fashioning legislation. This report 1 on tax expenditures for 
fiscal years 2011–2015 is prepared by the staff of the Joint Com-
mittee on Taxation (‘‘Joint Committee staff’’) for the House Com-
mittee on Ways and Means and the Senate Committee on Finance. 
The report also is submitted to the House and Senate Committees 
on the Budget. 

As in the case of earlier reports,2 the estimates of tax expendi-
tures in this report were prepared in consultation with the staff of 
the Office of Tax Analysis in the Department of the Treasury (‘‘the 
Treasury’’). The Treasury published its estimates of tax expendi-
tures for fiscal years 2010–2016 in the Administration’s budgetary 
statement of February 14, 2011.3 The lists of tax expenditures in 
this Joint Committee staff report and the Administration’s budg-
etary statement overlap considerably; the differences are discussed 
in Part I of this report under the heading ‘‘Comparisons with 
Treasury.’’ 

The Joint Committee staff has made its estimates (as shown in 
Table 1) based on the provisions in Federal tax law as enacted 
through January 10, 2011. Expired or repealed provisions are not 
listed unless they have continuing revenue effects that are associ-
ated with ongoing taxpayer activity. Proposed extensions or modi-
fications of expiring provisions are not included until they have 
been enacted into law. The tax expenditure calculations in this re-
port are based on the January 2011 Congressional Budget Office 
(‘‘CBO’’) revenue baseline and Joint Committee staff projections of 
the gross income, deductions, and expenditures of individuals and 
corporations for calendar years 2010–2015. 

Part I of this report contains a discussion of the concept of tax 
expenditures. Part II is a discussion of the measurement of tax ex-
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2 

penditures. Estimates of tax expenditures for fiscal years 2011– 
2015 are presented in Table 1 in Part III. Table 2 shows the dis-
tribution of tax returns by income class, and Table 3 presents dis-
tributions of selected individual tax expenditures by income class. 
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(3) 

4 Congressional Budget and Impoundment Control Act of 1974 (Pub. L. No. 93–344), sec. 3(3). 
The Budget Act requires CBO and the Treasury to publish annually detailed lists of tax expend-
itures. The Joint Committee staff issued reports prior to the statutory obligation placed on the 
CBO and continued to do so thereafter. In light of this precedent and a subsequent statutory 
requirement that the CBO rely exclusively on Joint Committee staff estimates when considering 
the revenue effects of proposed legislation, the CBO has always relied on the Joint Committee 
staff for the production of its annual tax expenditure publication. See Pub. L. No. 99–177, sec. 
273, codified at 2 U.S.C. 601(f). 

I. THE CONCEPT OF TAX EXPENDITURES 

Overview 
Tax expenditures are defined under the Congressional Budget 

and Impoundment Control Act of 1974 (the ‘‘Budget Act’’) as ‘‘rev-
enue losses attributable to provisions of the Federal tax laws which 
allow a special exclusion, exemption, or deduction from gross in-
come or which provide a special credit, a preferential rate of tax, 
or a deferral of tax liability.’’ 4 Thus, tax expenditures include any 
reductions in income tax liabilities that result from special tax pro-
visions or regulations that provide tax benefits to particular tax-
payers. 

Special income tax provisions are referred to as tax expenditures 
because they may be considered to be analogous to direct outlay 
programs, and the two can be considered as alternative means of 
accomplishing similar budget policy objectives. Tax expenditures 
are similar to those direct spending programs that are available as 
entitlements to those who meet the statutory criteria established 
for the programs. 

Estimates of tax expenditures are prepared for use in budget 
analysis. They are a measure of the economic benefits that are pro-
vided through the tax laws to various groups of taxpayers and sec-
tors of the economy. The estimates also may be useful in deter-
mining the relative merits of achieving specified public goals 
through tax benefits or direct outlays. It is appropriate to evaluate 
tax expenditures with respect to cost, distributional consequences, 
alternative means of provision, and economic effects and to allow 
policymakers to evaluate the tradeoffs among these and other po-
tentially competing policy goals. 

The legislative history of the Budget Act indicates that tax ex-
penditures are to be defined with reference to a normal income tax 
structure (referred to here as ‘‘normal income tax law’’). The deter-
mination of whether a provision is a tax expenditure is made on 
the basis of a broad concept of income that is larger in scope than 
‘‘income’’ as defined under general U.S. income tax principles. The 
Joint Committee staff has used its judgment in distinguishing be-
tween those income tax provisions (and regulations) that can be 
viewed as a part of normal income tax law and those special provi-
sions that result in tax expenditures. A provision traditionally has 
been listed as a tax expenditure by the Joint Committee staff if 
there is a reasonable basis for such classification and the provision 
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4 

5 The Federal income tax on individuals also applies to estates and trusts, which are subject 
to a separate income tax rate schedule (sec. 1(e) of the Code). Estates and trusts may benefit 
from some of the same tax expenditure provisions that apply to individuals. In Table 1 of this 
report, the tax expenditures that apply to estates and trusts have been included in the estimates 
of tax expenditures for individual taxpayers. 

6 Other analysts have explored applying the concept of tax expenditures to payroll and excise 
taxes. See Jonathan Barry Forman, ‘‘Would a Social Security Tax Expenditure Budget Make 
Sense?’’ Public Budgeting and Financial Management, 5, 1993, pp. 311–335, Bruce F. Davie, 
‘‘Tax Expenditures in the Federal Excise Tax System,’’ National Tax Journal, 47, March 1994, 
pp. 39–62, and Lindsay Oldenski, ‘‘Searching for Structure in the Federal Excise Tax System: 
An Excise Tax Expenditure Budget,’’ National Tax Journal, 57, September 2004, pp. 613–637. 
Prior to 2003, the President’s budget contained a section that reviewed and tabulated estate and 
gift tax provisions that the Treasury considered tax expenditures. 

7 Although the Budget Act does not require the identification of negative tax expenditures, the 
Joint Committee staff has presented a number of negative tax expenditures for completeness. 

results in more than a de minimis revenue loss, which solely for 
this purpose means a total revenue loss of less than $50 million 
over the five fiscal years 2011–2015. The Joint Committee staff em-
phasizes, however, that in the process of listing tax expenditures, 
no judgment is made, nor any implication intended, about the de-
sirability of any special tax provision as a matter of public policy. 

The Budget Act uses the term tax expenditure to refer to the spe-
cial tax provisions that are contained in the Federal income taxes 
on individuals and corporations.5 Other Federal taxes such as ex-
cise taxes, employment taxes, and estate and gift taxes may also 
have exceptions, exclusions, and credits, but those special tax pro-
visions are not included in this report because they are not part of 
the income tax.6 Thus, for example, the income tax exclusion for 
employer-paid health insurance is included, but the Federal Insur-
ance Contributions Act (‘‘FICA’’) tax exclusion for employer-paid 
health insurance is not treated as a tax expenditure in this report. 

Some provisions in the Internal Revenue Code (‘‘the Code’’) pro-
vide for special tax treatment that is less favorable than normal in-
come tax law. Examples of such provisions include (1) the denial 
of deductions for certain lobbying expenses, (2) the denial of deduc-
tions for certain executive compensation, and (3) the two-percent 
floor on itemized deductions for unreimbursed employee expenses. 
Tax provisions that provide treatment less favorable than normal 
income tax law and are not related directly to progressivity are 
called negative tax expenditures.7 Special provisions of the law the 
principal purpose for which is to enforce general tax rules, or to 
prevent the violation of other laws, are not treated as negative tax 
expenditures even though they may increase the tax burden for 
certain taxpayers. Examples of these compliance and enforcement 
provisions include (1) the section 382 limitation on net operating 
loss carryforwards and certain built-in losses following ownership 
changes, (2) the section 1091 wash sale rules, (3) the section 1287 
denial of capital gain treatment for gains on certain obligations not 
in registered form, and (4) the section 162(f) disallowance of a de-
duction for fines and penalties. 

Individual Income Tax 
Under the Joint Committee staff methodology, the normal struc-

ture of the individual income tax includes the following major com-
ponents: one personal exemption for each taxpayer and one for 
each dependent, the standard deduction, the existing tax rate 
schedule, and deductions for investment and employee business ex-
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5 

8 Present law contains an exclusion for employer-provided coverage under accident and health 
plans (sec. 106) and an exclusion for benefits received by employees under employer-provided 
accident and health plans (sec. 105(b)). These two exclusions are viewed as a single tax expendi-
ture. Under normal income tax law, the value of employer-provided accident and health cov-
erage would be includable in the income of employees, but employees would not be subject to 
tax on the accident and health insurance benefits (reimbursements) that they might receive. 

9 For taxpayers with modified adjusted gross incomes above certain levels, up to 85 percent 
of social security and tier 1 railroad retirement benefits are includable in income. 

penses. Most other tax benefits to individual taxpayers are classi-
fied as exceptions to normal income tax law. 

The Joint Committee staff views the personal exemptions and 
the standard deduction as defining the zero-rate bracket that is a 
part of normal tax law. An itemized deduction that is not necessary 
for the generation of income is classified as a tax expenditure, but 
only to the extent that it, when added to a taxpayer’s other 
itemized deductions, exceeds the standard deduction. 

All employee compensation is subject to tax unless the Code con-
tains a specific exclusion for the income. Specific exclusions for em-
ployer-provided benefits include: coverage under accident and 
health plans,8 accident and disability insurance, group term life in-
surance, educational assistance, tuition reduction benefits, trans-
portation benefits (parking, van pools, and transit passes), depend-
ent care assistance, adoption assistance, meals and lodging fur-
nished for the convenience of the employer, employee awards, and 
other miscellaneous fringe benefits (e.g., employee discounts, serv-
ices provided to employees at no additional cost to employers, and 
de minimis fringe benefits). Each of these exclusions is classified as 
a tax expenditure in this report. 

Under normal income tax law, employer contributions to pension 
plans and income earned on pension assets generally would be tax-
able to employees as the contributions are made and as the income 
is earned, and employees would not receive any deduction or exclu-
sion for their pension contributions. Under present law, employer 
contributions to qualified pension plans and employee contributions 
made at the election of the employee through salary reduction are 
not taxed until distributed to the employee, and income earned on 
pension assets is not taxed until distributed. The tax expenditure 
for ‘‘net exclusion of pension contributions and earnings’’ is com-
puted as the income taxes forgone on current tax-excluded pension 
contributions and earnings less the income taxes paid on current 
pension distributions (including the 10-percent additional tax paid 
on early withdrawals from pension plans). 

Under present law, social security and tier 1 railroad retirement 
benefits are partially excluded or fully excluded from gross in-
come.9 Under normal income tax law, retirees would be entitled to 
exclude only the portion of the retirement benefits that represents 
a return of the payroll taxes that they paid during their working 
years. Thus, the exclusion of social security and railroad retirement 
benefits in excess of payroll tax payments is classified as a tax ex-
penditure. 

All Medicare benefits are excluded from taxation. The value of 
Medicare Part A insurance generally is greater than the Health In-
surance (‘‘HI’’) tax contributions that enrollees made during their 
working years, the value of Medicare Part B insurance generally is 
greater than the Part B premium that enrollees must pay, and the 
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6 

10 The National Income and Product Accounts include estimates of this imputed income. The 
accounts appear in Survey of Current Business, published monthly by the U.S. Department of 
Commerce, Bureau of Economic Analysis. However, a taxpayer-by-taxpayer accounting of im-
puted income would be necessary for a tax expenditure estimate. 

11 The Treasury Department provides a tax expenditure calculation for the exclusion of net 
rental income of homeowners that combines the positive tax expenditure for the failure to im-
pute rental income with the negative tax expenditure for the failure to allow a deduction for 
depreciation and other costs. 

12 If the imputed income from owner-occupied homes were included in adjusted gross income, 
it would be proper to include all mortgage interest deductions and related property tax deduc-
tions as part of the normal income tax structure, since interest and property tax deductions 
would be allowable as a cost of producing imputed income. It also would be appropriate to allow 
deductions for depreciation and maintenance expenses for owner-occupied homes. 

value of Medicare Part D (prescription drug) insurance generally is 
greater than the Part D premium that enrollees must pay. The ex-
clusion of the value of Medicare Part A insurance in excess of HI 
tax contributions is classified as a tax expenditure, as are the ex-
clusion of the value of Medicare Part B insurance in excess of Part 
B premiums and the exclusion of the value of Part D insurance in 
excess of Part D premiums. 

Public assistance benefits are excluded from gross income by 
statute or by Treasury regulations. Table 1 contains tax expendi-
ture calculations for workers’ compensation benefits, special bene-
fits for disabled coal miners, and cash public assistance benefits 
(which include Supplemental Security Income benefits and Tem-
porary Assistance for Needy Families benefits). 

The individual income tax does not include in gross income the 
imputed income that individuals receive from the services provided 
by owner-occupied homes and durable goods.10 However, the Joint 
Committee staff does not classify this exclusion as a tax expendi-
ture.11 The measurement of imputed income for tax purposes pre-
sents administrative problems and its exclusion from taxable in-
come may be regarded as an administrative necessity.12 Under nor-
mal income tax law, individuals would be allowed to deduct only 
the interest on indebtedness incurred in connection with a trade or 
business or an investment. Thus, the deduction for mortgage inter-
est on a principal or second residence is classified as a tax expendi-
ture. 

The Joint Committee staff assumes that, for administrative feasi-
bility, normal income tax law would tax capital gains in full in the 
year the gains are realized through sale, exchange, gift, or transfer 
at death. Thus, the deferral of tax until realization is not classified 
as a tax expenditure. However, reduced rates of tax, further defer-
rals of tax (beyond the year of sale, exchange, gift, or transfer at 
death), and exclusions of certain capital gains are classified as tax 
expenditures. Because of the same concern for administrative feasi-
bility, it also is assumed that normal income tax law would not 
provide for any indexing of the basis of capital assets for changes 
in the general price level. Thus, under normal income tax law (as 
under present law), the income tax would be levied on nominal 
gains as opposed to real gains in asset values. 

There are many types of State and local government bonds and 
private purpose bonds that qualify for tax-exempt status for Fed-
eral income tax purposes. Table 1 contains a separate tax expendi-
ture listing for each type of bond. 

Under the Joint Committee staff view of normal tax law, com-
pensatory stock options would be subject to regular income tax at 
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7 

13 If the option has a readily ascertainable fair market value, normal law would tax the option 
at the time it is granted and the employer would be entitled to a deduction at that time. 

the time the options are exercised and employers would receive a 
corresponding tax deduction.13 The employee’s income would be 
equal to the difference between the purchase price of the stock and 
the market price on the day the option is exercised. Present law 
provides for special tax treatment for incentive stock options and 
options acquired under employee stock purchase plans. When cer-
tain requirements are satisfied, then: (1) the income that is re-
ceived at the time the option is exercised is excluded for purposes 
of the regular income tax but, in the case of an incentive stock op-
tion, included for purposes of the alternative minimum tax 
(‘‘AMT’’); (2) the gain from any subsequent sale of the stock is 
taxed as a capital gain; and (3) the employer does not receive a tax 
deduction with respect to the option. The special tax treatment pro-
vided to the employee is viewed as a tax expenditure by the Joint 
Committee staff, and an estimate of this tax expenditure is con-
tained in Table 1. However, it should be noted that the revenue 
loss from the special tax treatment provided to the employee is ac-
companied by a significant revenue gain from the denial of the de-
duction to the employer. The negative tax expenditure created by 
the denial of the deduction for employers is incorporated in the cal-
culation of the tax expenditure. 

The individual AMT and the passive activity loss rules are not 
viewed by the Joint Committee staff as a part of normal income tax 
law. Instead, they are viewed as provisions that reduce the mag-
nitude of the tax expenditures to which they apply. For example, 
the AMT reduces the value of the deduction for State and local in-
come taxes (for those taxpayers subject to the AMT) by not allow-
ing the deductions to be claimed in the calculation of AMT liability. 
Similarly, the passive loss rules defer otherwise allowable deduc-
tions and credits from passive activities until a time when the tax-
payer has passive income or disposes of the assets associated with 
the passive activity. Exceptions to the individual AMT and the pas-
sive loss rules are not classified as tax expenditures by the Joint 
Committee staff because the effects of the exceptions already are 
incorporated in the estimates of related tax expenditures. In two 
cases the restrictive effects of the AMT are presented separately 
because there are no underlying positive tax expenditures reflect-
ing these effects: the negative tax expenditures for the AMT’s dis-
allowance of personal exemptions and the standard deduction; and 
the net AMT attributable to the net operating loss limitation. 

Business Income Taxation 
Regardless of the legal form of organization (sole proprietorship, 

partnership, or S or C corporation), the same general principles are 
used in the computation of taxable business income. Thus, most 
business tax expenditures apply equally to unincorporated and in-
corporated businesses. 

One of the most difficult issues in defining tax expenditures for 
business income relates to the tax treatment of capital costs. Under 
present law, capital costs may be recovered under a variety of al-
ternative methods, depending upon the nature of the costs and the 
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8 

14 For a detailed discussion of the BEA methodology, see Barbara M. Fraumeni, ‘‘The Meas-
urement of Depreciation in the U.S. National Income and Product Accounts,’’ Survey of Current 
Business, 77, July 1997, pp. 7–23. 

15 Tax expenditures are calculated on a cash flow basis such that two methods of depreciation 
with equivalent present value may produce both positive and negative tax expenditure estimates 
on a year by year basis relative to economic depreciation. 

status of the taxpayer. For example, investments in equipment and 
structures may qualify for tax credits, expensing, accelerated de-
preciation, or straight-line depreciation. The Joint Committee staff 
generally classifies as tax expenditures cost recovery allowances 
that are more favorable than those provided under the alternative 
depreciation system (sec. 168(g)), which provides for straight-line 
recovery over tax lives that are longer than those permitted under 
the accelerated system. 

Some economists assert that this may not represent the dif-
ference between tax depreciation and economic depreciation. In 
particular, some economists have found that economic depreciation 
follows a geometric pattern, as opposed to a straight-line pattern, 
because data suggest that a geometric pattern more closely 
matches the actual pattern of price declines for most asset types. 
The Bureau of Economic Analysis (‘‘BEA’’) of the Department of 
Commerce introduced a new methodology for calculating economic 
depreciation for purposes of the National Income and Product Ac-
counts (‘‘NIPA’’) in 1997 that relies on constant (geometric) rates of 
depreciation rather than the straight-line method used previously 
and embodied in the alternative depreciation system. This analysis 
is based on separate lives and depreciation rates for each of dozens 
of types of assets, unlike the tax depreciation rules.14 A somewhat 
similar result could be reproduced mathematically using the 
straight-line method and adjusting the recovery period. The 
straight-line method could be used over a shorter or longer recov-
ery period to provide for a present value of tax depreciation greater 
than, equal to, or less than the present value of economic deprecia-
tion.15 

In addition, a tax expenditure has been measured for deprecia-
tion in those specific cases where the tax treatment of a certain 
type of asset deviates from the overall treatment of other similar 
types of assets. For example, the tax treatment of leasehold im-
provements of commercial buildings is depreciated using a recovery 
period of 15 years, while the general treatment of improvements to 
commercial buildings (e.g., owned commercial buildings) is a 39 
year recovery period. In this case, the difference between deprecia-
tion (in this case straight line) using 15 years and 39 years for the 
recovery period represents a tax expenditure. In Table 1, these 
items are reflected in the various tax expenditure estimates for de-
preciation. As indicated above, the Joint Committee staff assumes 
that normal income tax law would not provide for any indexing of 
the basis of capital assets (nor, for that matter, any indexing with 
respect to expenses associated with these assets). Thus, normal in-
come tax law would not take into account the effects of inflation 
on tax depreciation. 

The Joint Committee staff uses several accounting standards in 
evaluating the provisions in the Code that govern the recognition 
of business receipts and expenses. Under the Joint Committee staff 
view, normal income tax law is assumed to require the accrual 
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9 

16 See discussion of the individual AMT above. 

method of accounting (except where its application is deemed infea-
sible), the standard of ‘‘economic performance’’ (used in the Code to 
test whether liabilities are deductible), and the general concept of 
matching income and expenses. In general, tax provisions that do 
not satisfy all three standards are viewed as tax expenditures. For 
example, the deduction for contributions to taxpayer-controlled 
mining reclamation reserve accounts is viewed as a tax expenditure 
because the contributions do not satisfy the economic performance 
standard. (Adherence to the standard would require that the tax-
payer make an irrevocable contribution toward future reclamation, 
involving a trust fund or similar mechanism, as occurs in a number 
of areas in the Code.) As another example, the deductions for con-
tributions to nuclear decommissioning trust accounts and certain 
environmental settlement trust accounts are not viewed as tax ex-
penditures because the contributions are irrevocable (i.e., they sat-
isfy the economic performance standard). However, present law 
provides for a reduced rate of tax on the incomes of these two types 
of trust accounts, and these tax rate reductions are viewed as tax 
expenditures. 

The Joint Committee staff assumes that normal income tax law 
would provide for the carryback and carryforward of net operating 
losses. The staff also assumes that the general limits on the num-
ber of years that such losses may be carried back or forward were 
chosen for reasons of administrative convenience and compliance 
concerns and may be assumed to represent normal income tax law. 
Exceptions to the general limits on carrybacks and carryforwards 
are viewed as tax expenditures. 

Corporate Income Tax 
The income of corporations (other than S corporations) generally 

is subject to the corporate income tax. The corporate income tax in-
cludes a graduated tax rate schedule. The lower tax rates in the 
schedule are classified by the Joint Committee staff as a tax ex-
penditure (as opposed to normal income tax law) because they are 
intended to provide tax benefits to small business and, unlike the 
graduated individual income tax rates, are unrelated directly to 
concerns about ability of individuals to pay taxes. 

Exceptions to the corporate alternative minimum tax are not 
viewed as tax expenditures because the effects of the AMT excep-
tions are already incorporated in the estimates of related tax ex-
penditures.16 

Certain income of pass-through entities is exempt from the cor-
porate income tax. The income of sole proprietorships, S corpora-
tions, most partnerships, and other entities (such as regulated in-
vestment companies, real estate investment trusts, real estate 
mortgage investment conduits, and cooperatives) is taxed only at 
the individual level. The special tax rules for these pass-through 
entities are not classified as tax expenditures because the tax bene-
fits are available to any entity that chooses to organize itself and 
operate in the required manner. 

Nonprofit corporations that satisfy the requirements of section 
501 also generally are exempt from corporate income tax. The tax 
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17 These organizations include small insurance companies, mutual or cooperative electric com-
panies, State credit unions, and Federal credit unions. 

18 These exceptions include certain passive income that arguably may relate to business activi-
ties, such as royalties or rents received from licensing trade names or other assets typically used 
in a trade or business, as well as other passive income such as certain dividends and interest. 
Other exceptions include income derived from certain research activities and income from cer-
tain trade show and fair activities. 

exemption for organizations that have a direct business analogue 
or compete with for-profit organizations organized for similar pur-
poses is a tax expenditure.17 The tax exemption for certain non-
profit cooperative business organizations, such as trade associa-
tions, is not treated as a tax expenditure just as the entity-level ex-
emption given to for-profit pass-through business entities is not 
treated as a tax expenditure. With respect to other nonprofit orga-
nizations, such as charities, tax-exempt status is not classified as 
a tax expenditure because the nonbusiness activities of such orga-
nizations generally must predominate and their unrelated business 
activities are subject to tax. However, there are numerous excep-
tions that allow for otherwise unrelated business income to escape 
taxation,18 and these exceptions are treated as tax expenditures. In 
general, the imputed income derived from nonbusiness activities 
conducted by individuals or collectively by certain nonprofit organi-
zations is outside the normal income tax base. However, the ability 
of donors to such nonprofit organizations to claim a charitable con-
tribution deduction is a tax expenditure, as is the exclusion of in-
come granted to holders of tax-exempt financing issued by char-
ities. 

Recent Legislation 
The Medicare and Medicaid Extenders Act of 2010, enacted on 

December 15, 2010 (Pub. L. No. 111–309), modifies the reconcili-
ation of the premium assistance credit for health insurance pur-
chased in an exchange. It raises the ceiling on the increase allowed 
in the tax imposed as a result of excess advance payments of the 
credit to a taxpayer with household income less than 500 percent 
(formerly 400 percent) of the Federal poverty line. 

The Tax Relief, Unemployment Insurance Reauthorization, and 
Job Creation Act of 2010, enacted on December 17, 2010 (Pub. L. 
No. 111–312), modifies several tax expenditures: 

—The personal exemption phaseout, a negative tax expenditure, 
does not apply for two additional years, to taxable years beginning 
after December 31, 2010. In Table 1, this change is reflected in the 
tax expenditure estimate for ‘‘Phase out of the personal exemption 
for the regular income tax, and disallowance of the personal exemp-
tion and the standard deduction against the alternative minimum 
tax.’’ 

—The following modifications to the credit for children under age 
17 are extended for two years for taxable years beginning after De-
cember 31, 2010: increase from $500 to $1,000; expanded eligibility 
for the refundable portion of the credit; AMT relief; provision that 
the tax credit not be treated as income or resources for purposes 
of benefit or assistance programs financed in whole or in part with 
Federal funds; and reduction in the refundable child credit floor 
amount of $3,000. 
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19 The changes to the adoption credit for 2010 and 2011 (relating to the $1,000 increase in 
the maximum credit and the refundability of the credit) enacted as part of the Patient Protec-
tion and Affordable Care Act (Pub. L. No. 111–148) are not extended. 

20 The changes to the exclusion for employer-provided adoption assistance for 2010 and 2011 
(relating to the $1,000 increase in the maximum exclusion) enacted as part of the Patient Pro-
tection and Affordable Care Act (Pub. L. No. 111–148) are not extended. 

—The following modifications to the adoption tax credit are ex-
tended for one year for taxable years beginning after December 31, 
2011: the maximum credit increase to $10,000 (indexed for infla-
tion after 2002); allowance of the credit for both non-special needs 
and special needs adoptions; increase in the phaseout starting 
point to $150,000 (indexed for inflation after 2002); and allowance 
of the credit against the AMT.19 In Table 1, this change is reflected 
in the tax expenditure estimate for ‘‘Adoption credit and employee 
adoption benefits exclusion.’’ 

—The following modifications to the exclusion for employer-pro-
vided adoption assistance are extended for one year for taxable 
years beginning after December 31, 2011: the maximum exclusion 
increase to $10,000 (indexed for inflation after 2002); allowance of 
expenses for both non-special needs and special needs adoptions; 
increase in the phaseout starting point to $150,000 (indexed for in-
flation after 2002); allowance of the credit against the AMT.20 In 
Table 1, this change is reflected in the tax expenditure estimate for 
‘‘Adoption credit and employee adoption benefits exclusion.’’ 

—The following modifications to the dependent care credit are 
extended for two years for taxable years beginning after December 
31, 2010: increase of the dollar limit on creditable expenses from 
$2,400 to $3,000 ($4,800 to $6,000 for two or more children); in-
crease of the applicable credit percentage from 30 to 35 percent; in-
crease of the beginning point of the phaseout range from $10,000 
to $15,000. In Table 1, this change is reflected in the tax expendi-
ture estimate for ‘‘Credit for child and dependent care and exclu-
sion of employer-provided child care.’’ 

—The credit for employer-provided child care is extended for two 
years for taxable years beginning after December 31, 2010. 

—The following modifications to the earned income tax credit are 
extended for two years for taxable years beginning after December 
31, 2010: increase in the beginning point of the phaseout range for 
joint returns; modification of treatment of amounts not includible 
in income; repeal of reduction for AMT liability; use of AGI instead 
of modified AGI; simplified relationship test; simplified tie-breaking 
rule; expansion of math error authority; credit percentage of 45 
percent for three or more qualifying children; and additional higher 
phaseout threshold for marriage penalty relief. 

—The following modifications to the exclusion of earnings of 
Coverdell education savings accounts are extended for two years for 
taxable years beginning after December 31, 2010: increase in max-
imum annual contribution from $500 to $2,000; expansion of defini-
tion of qualified education expenses; increase in phaseout range for 
married filers to double that of unmarried filers; provision of spe-
cial needs beneficiary rules; allowance of contributions by corpora-
tions and other entities; and allowance of contributions until April 
15th, the time prescribed by law for filing the return for the tax-
able year (not including extensions thereof). 
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—The exclusion from gross income of employer-provided edu-
cational assistance, including the expansion to graduate level 
courses, is extended for two years for expenses relating to courses 
beginning after December 31, 2010, and taxable years beginning 
after December 31, 2010. 

—The following modifications to the deduction for interest on 
student loans are extended for two years for taxable years begin-
ning after December 31, 2010: increase and indexation for inflation 
of the income phaseout ranges; repeal of the limit on the number 
of months that interest payments are deductible; repeal of the rule 
that voluntary payments of interest are not deductible. 

—The exclusion from gross income of awards under the National 
Health Service Corps Scholarship Program or the Armed Forces 
Health Professions Scholarship and Financial Assistance program 
is extended for two years for taxable years beginning after Decem-
ber 31, 2010. In Table 1, this change is reflected in the tax expendi-
ture estimate for ‘‘Exclusion of scholarship and fellowship income.’’ 

—The increase in the amount of bonds qualifying for the small- 
issuer arbitrage rebate exception and expansion of tax-exempt 
treatment to bonds issued to provide qualified public educational 
facilities are extended for two years for taxable years beginning 
after December 31, 2010. In Table 1, this change is reflected in the 
tax expenditure estimate for ‘‘Exclusion of interest on State and 
local government qualified private activity bonds for private non-
profit and qualified public educational facilities.’’ 

—The modified tax treatment of electing Alaska Native Settle-
ment Trusts, including a special rate of tax, is extended for two 
years for taxable years beginning after December 31, 2010. 

—The reduced capital gains rates for individuals and the repeal 
of the five-year holding period requirement are extended for two 
years for taxable years beginning after December 31, 2010. In 
Table 1, this change is reflected in the tax expenditure estimate for 
‘‘Reduced rates of tax on dividends and long-term capital gains.’’ 

—The taxation of dividends at capital gains rates for individuals 
is extended for two years for taxable years beginning after Decem-
ber 31, 2010. In Table 1, this change is reflected in the tax expendi-
ture estimate for ‘‘Reduced rates of tax on dividends and long-term 
capital gains.’’ 

—The following modifications to the Hope credit, which are 
known as the American Opportunity Tax credit, are extended for 
two years for taxable years beginning after December 31, 2010: in-
crease in the maximum credit amount from $1,800 to $2,500; ex-
pansion of definition of qualified tuition and related expenses to in-
clude course materials; extension of application of credit to two 
more years of post-secondary education; increase in the phaseout 
starting point to $80,000 ($160,000 for married taxpayers filing a 
joint return); allowance of the credit against the AMT; 
refundability; treatment of U.S. possessions. 

—The modified carryover basis rules for property acquired from 
a decedent who dies during 2010 are repealed. In the case of an 
estate of a decedent dying in 2010, the executor may elect to apply 
such rules. 

—The additional first-year depreciation deduction is extended 
and expanded from 50 percent to 100 percent of basis of qualified 
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property expired for property placed in service after September 8, 
2010 and before January 1, 2012 (before January 1, 2013 for cer-
tain longer-lived and transportation property), and 50 percent for 
qualified property placed in service after December 31, 2011 and 
before January 1, 2013 (after December 31, 2012 and before Janu-
ary 1, 2014 for certain longer-lived and transportation property). In 
Table 1, this change is reflected in the tax expenditure estimate for 
‘‘Depreciation of equipment in excess of alternative depreciation 
system.’’ 

—The election to accelerate AMT credit in lieu of additional first- 
year depreciation is extended for basis attributable to manufacture, 
construction, or production after December 31, 2010, and before 
January 1, 2013. In Table 1, this change is reflected in the tax ex-
penditure estimate for ‘‘Depreciation of equipment in excess of al-
ternative depreciation system.’’ 

—The amount a taxpayer may expense under section 179 in-
creases to $125,000, and the phase-out threshold amount increases 
to $500,000, for taxable years beginning in 2012. The amounts are 
indexed for inflation from 2007. The treatment of off-the-shelf com-
puter software as qualifying property is extended for one year for 
taxable years beginning before January 1, 2013. In Table 1, these 
changes are reflected in the tax expenditure estimate for ‘‘Expens-
ing under section 179 of depreciable business property.’’ 

—The credit for biodiesel and renewable diesel fuel is extended 
for two years for fuel sold or used after December 31, 2009. 

—The credit for refined coal produced at refined coal production 
facilities is extended for two years for facilities placed in service 
after December 31, 2009. 

—The credit for construction of new energy-efficient homes is ex-
tended for two years for homes purchased after December 31, 2009. 

—The deferral of gain from the disposition of electric trans-
mission property to implement Federal Energy Regulation Commis-
sion restructuring policy is extended for two years for dispositions 
after December 31, 2009. In Table 1, this change is reflected in the 
tax expenditure estimate for ‘‘Special rule to implement electric 
transmission restructuring.’’ 

—The suspension of the 100-percent-of-net-income limitation on 
percentage depletion for oil and gas from marginal wells is ex-
tended for two years for taxable years beginning after December 
31, 2009. In Table 1, this change is reflected in the tax expenditure 
estimate for ‘‘Excess of percentage over cost depletion, fuels: Oil 
and gas.’’ 

—The grant for specified energy property in lieu of energy tax 
credits is extended for one year for property placed in service after 
(or construction that begins after) December 31, 2010. In Table 1, 
this change is reflected in the tax expenditure estimate for the re-
lated energy credits under section 45 and section 48. 

—The credits for alcohol fuels, including the alcohol mixture 
credit, alcohol credit, and small ethanol producer credit, are ex-
tended for one year for the sale or use of fuels after December 31, 
2010. 

—The credit for energy-efficient appliances is extended for one 
year for certain dishwashers, clothes washers, and refrigerators 
manufactured after December 31, 2010. The aggregate credit limi-
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tation, gross receipts limitation, energy efficiency standards, and 
credit amounts are modified. 

—The credit for certain nonbusiness energy property is extended 
(as in effect prior to the enactment of the American Recovery and 
Reinvestment Act) for one year for property placed in service and 
for expenditures made after December 31, 2010. The credit rate is 
reduced from 30 percent to 10 percent, the credit cap is decreased 
from $1,500 to $500, the credit reduction related to property fi-
nanced by subsidized energy financing is restored, and certain effi-
ciency standards are modified. 

—The credit for alternative fuel vehicle refueling property is ex-
tended for one year for property other than property relating to hy-
drogen for property placed in service after December 31, 2010. 

—The above-the-line deduction for teacher classroom expenses is 
extended for two years for taxable years beginning after December 
31, 2009. 

—The election to deduct State and local general sales taxes (in 
lieu of State and local income taxes) is extended for two years for 
taxable years beginning after December 31, 2009. 

—The higher deduction limits for charitable contributions of real 
property interests made exclusively for conservation purposes is ex-
tended for two years for contributions made in taxable years begin-
ning after December 31, 2009. In Table 1, this is reflected in the 
tax expenditure estimate for ‘‘Deduction for charitable contribu-
tions, other than for education and health.’’ 

—The above-the-line deduction for qualified tuition and related 
expenses is extended for two years for taxable years beginning 
after December 31, 2009. 

—The exclusion of individual retirement plan distributions for 
charitable purposes is extended for two years for distributions 
made in taxable years beginning after December 31, 2009. 

—The increase in the exclusion of employer-provided transit and 
vanpool benefits from $120 per month to $230 (and indexed for in-
flation in 2010) is extended for one year for months beginning after 
December 31, 2010. 

—The credit for research and experimentation expenses is ex-
tended for two years for amounts paid or incurred after December 
31, 2009. 

—The Indian employment tax credit is extended for two years for 
taxable years beginning after December 31, 2009. 

—The new markets tax credit is extended for two years for cal-
endar years beginning after December 31, 2009, permitting up to 
$3.5 billion in qualified equity investments for each of the 2010 and 
2011 calendar years. The carryover period for unused credits is ex-
tended for two years, through calendar year 2016. 

—The credit for certain expenditures on railroad track mainte-
nance is extended for two years for expenditures paid or incurred 
after December 31, 2009. 

—The credit for training costs of mine rescue team employees is 
extended for two years for taxable years beginning after December 
31, 2009. This tax expenditure is not listed in Table 1 because the 
estimated revenue loss is below the de minimis amount. 

—The credit for wages of employees who are active duty mem-
bers of the uniformed services expired for payments made after De-

VerDate Mar 15 2010 01:19 Jan 14, 2012 Jkt 072182 PO 00000 Frm 00018 Fmt 6601 Sfmt 6602 E:\HR\OC\A182.XXX A182rf
re

de
ric

k 
on

 D
S

K
6V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



15 

cember 31, 2009. This tax expenditure is not listed in Table 1 be-
cause the estimated revenue loss is below the de minimis amount. 

—Fifteen-year straight-line cost recovery for qualified leasehold 
improvements, qualified restaurant property, and qualified retail 
improvements is extended for two years for property placed in serv-
ice after December 31, 2009. In Table 1, this is reflected in the tax 
expenditure estimate for ‘‘Depreciation of buildings other than 
rental housing in excess of alternative depreciation system.’’ 

—Seven-year cost recovery for certain motorsports racetrack 
property is extended for two years for property placed in service 
after December 31, 2009. In Table 1, this is reflected in the tax ex-
penditure estimate for ‘‘Depreciation of buildings other than rental 
housing in excess of alternative depreciation system.’’ 

—Accelerated depreciation for business property on Indian res-
ervations is extended for two years for property placed in service 
after December 31, 2009. In Table 1, this is reflected in the various 
tax expenditure estimates for depreciation. 

—The enhanced charitable deduction for contributions of food in-
ventory is extended for two years for contributions made after De-
cember 31, 2009. In Table 1, this is reflected in the tax expenditure 
estimate for ‘‘Deduction for charitable contributions, other than for 
education and health.’’ 

—The enhanced charitable deduction for contributions of book in-
ventories to public schools is extended for contributions made after 
December 31, 2009. In Table 1, this is reflected in the tax expendi-
ture estimate for ‘‘Deduction for charitable contributions to edu-
cational institutions.’’ 

—The enhanced charitable deduction for corporate contributions 
of computer equipment for educational purposes is extended for two 
years for contributions made in taxable years beginning after De-
cember 31, 2009. In Table 1, this is reflected in the tax expenditure 
estimate for ‘‘Deduction for charitable contributions to educational 
institutions.’’ 

—The election to expense advanced mine safety equipment is ex-
tended for two years for property placed in service after December 
31, 2009. This tax expenditure is not listed in Table 1 because the 
estimated revenue loss is below the de minimis amount. 

—The election to expense qualified film and television produc-
tions is extended for two years for productions commencing after 
December 31, 2009. 

—The election to expense environmental remediation expendi-
tures is extended for two years for expenditures paid or incurred 
after December 31, 2009. 

—The deduction for income attributable to domestic production 
activities in Puerto Rico is extended for two years for taxable years 
beginning after December 31, 2009. In Table 1, this is reflected in 
the tax expenditure estimate for ‘‘Deduction for income attributable 
to domestic production activities.’’ 

—The special rules for certain amounts received from controlled 
tax-exempt entities pursuant to a binding written contract in effect 
on August 17, 2006 is extended for two years for payments received 
or accrued after December 31, 2009. This modification to the unre-
lated business taxable income (‘‘UBTI’’) rules related to passive in-
come gains is not listed in Table 1 because the projected revenue 
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change is unavailable for the passive income gains exception to the 
UBTI rules. 

—The exemptions under subpart F for active financing income 
are extended for two years for taxable years of foreign corporations 
beginning after December 31, 2009, and for taxable years of U.S. 
shareholders with or within which such taxable years of such for-
eign corporations end. 

—The look-through treatment of payments between related con-
trolled foreign corporations under the foreign personal holding com-
pany rules is extended for two years for taxable years of foreign 
corporations beginning after December 31, 2009, and for taxable 
years of U.S. shareholders with or within which such taxable years 
of such foreign corporations end. In Table 1, this is reflected in the 
tax expenditure estimate for ‘‘Deferral of active income of con-
trolled foreign corporations.’’ 

—The designations and tax incentives for empowerment zones 
are extended for two years for periods after December 31, 2009. 

—The following tax incentives for investment in the District of 
Columbia are extended for two years for periods after December 31, 
2009: designation of the District of Columbia Enterprise Zone as an 
empowerment zone; zero capital gains rate from the sale of certain 
assets held for more than five years; first-time homebuyer credit. 

—The credit for corporate income earned in American Samoa is 
extended for two years for taxable years beginning after December 
31, 2009. This tax expenditure is not listed in Table 1 because the 
estimated revenue loss is below the de minimis amount. 

—The work opportunity tax credit is extended for four months 
for individuals who begin work for an employer after August 31, 
2011. 

—The credit to holders of qualified zone academy bonds is ex-
tended for one year for bonds issued after December 31, 2010, and 
the issuance of up to $400 million of qualified zone academy bonds 
is authorized for 2011. 

—The deduction for premiums for qualified mortgage insurance 
is extended for one year for amounts paid or accrued after Decem-
ber 31, 2010. 

—The 100 percent exclusion for gain from certain small business 
stock and the exception from minimum tax preference treatment 
are extended for one year for stock acquired after December 31, 
2010. 

—The authority to issue New York Liberty bonds is extended for 
two years for bonds issued after December 31, 2009. This tax ex-
penditure is not listed in Table 1 because the estimated revenue 
loss is below the de minimis amount. 

—The following tax benefits for the Gulf Opportunity Zone are 
extended through December 31, 2011: increase in rehabilitation 
credit for two years; placed-in-service deadline under the low-in-
come housing credit for one year; authority to issue Gulf Oppor-
tunity Zone bonds for one year; bonus depreciation for specified 
Gulf Opportunity Zone extension property for one year. 

The Omnibus Trade Act of 2010, enacted on December 29, 2010 
(Pub. L. No. 111–344), extends the enhanced (80-percent in lieu of 
65-percent) credit for health insurance costs of eligible individuals 
for eligible coverage months beginning after December 31, 2010 
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and before February 13, 2011. In Table 1, this change is reflected 
in the tax expenditure estimate for ‘‘Credit for purchase of health 
insurance by certain displaced persons.’’ 

The Comprehensive 1099 Taxpayer Protection and Repayment of 
Exchange Subsidy Overpayments Act of 2011, enacted on April 14, 
2011 (Pub. L. No. 112–9), modifies the reconciliation of the pre-
mium assistance credit for health insurance purchased in an ex-
change. It raises the ceiling on the increase allowed in the tax im-
posed as a result of excess advance payments of the credit. 

The Department of Defense and Full-Year Continuing Appropria-
tions Act, 2011, enacted on April 15, 2011 (Pub. L. No. 112–10), re-
peals the free choice voucher provisions of section 10108 of the Pa-
tient Protection and Affordable Care Act (Pub. L. No. 111–148) and 
makes conforming changes to the Code, including repeal of the ex-
clusion from gross income for the amount of a free choice voucher 
provided by an employer to a qualified employee to the extent the 
amount of the voucher does not exceed the amount paid for a quali-
fied health plan. In Table 1, this change is reflected in the tax ex-
penditure estimate for ‘‘Exclusion of employer contributions for 
health care, health insurance premiums, and long-term care insur-
ance premiums.’’ 

An Act to extend the Generalized System of Preferences, and for 
other purposes, enacted on October 21, 2011 (Pub. L. No. 112–40), 
modifies, extends, and terminates the credit for health insurance 
costs of eligible individuals. The credit rate increases from 65 per-
cent to 72.5 percent for eligible coverage months beginning after 
February 12, 2011, and before January 1, 2014. In Table 1, this 
change is reflected in the tax expenditure estimate for ‘‘Credit for 
purchase of health insurance by certain displaced persons.’’ 

The VOW to Hire Heroes Act of 2011, enacted on November 21, 
2011 (Pub. L. No. 112–56), modifies the following tax expenditures: 

—The work opportunity tax credit is expanded and extended for 
one year in the case of a qualified veteran for wages paid or in-
curred to an individual who begins work for the employer before 
January 1, 2013. The maximum credit for qualified veterans is as 
follows: (1) $2,400 in the case of a veteran (a) receiving assistance 
under a supplemental nutrition assistance program, or (b) unem-
ployed for more than four weeks but less than six months; (2) 
$4,800 in the case of a disabled veteran having a hiring date not 
more than one year after having been discharged; (3) $5,600 in the 
case of a veteran unemployed for more than six months; and (4) 
$9,600 in the case of a disabled veteran unemployed for more than 
six months. 

—The definition of modified adjusted gross income for purposes 
of premium assistance credit amount is modified to include the por-
tion of the taxpayer’s social security benefits that is not otherwise 
included in gross income. 

Expiring Tax Expenditure Provisions 
A number of tax expenditure provisions expired in 2010 or 2011. 

Some provisions expired prior to 2010, but have continuing revenue 
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21 In the case of a written binding contract entered into before May 1, 2010, to close on the 
purchase of principal residence before July 1, 2010, the purchase must close before October 1, 
2010. The related provision for individuals on qualified official extended duty outside the United 
States requires the written binding contract to be entered into before May 1, 2011, to close on 
the purchase of a principal residence before July 1, 2011. 

effects that are associated with ongoing taxpayer activity. These 
determinations reflect present law as of January 10, 2012. 

—The credit for first-time homebuyers generally expired for resi-
dences purchased after April 30, 2010.21 

—The authority for the Treasury Department to make allocations 
of bond limitation for qualified forestry conservation bonds expired 
for bonds issued after May 22, 2010 (sec. 54B(d)). 

—The 65-percent subsidy for payment of COBRA health care cov-
erage continuation premiums expired for involuntary terminations 
that occur after May 31, 2010. 

—The credit for alternative motor vehicles for advanced lean 
burn technology motor vehicles and qualified hybrid motor vehicles 
that are passenger automobiles or light trucks expired for property 
purchased after December 31, 2010. 

—The credit for alternative motor vehicles for qualified alter-
native fuel vehicles expired for property purchased after December 
31, 2010. 

—The increase in the credit rate and credit cap for the credit for 
alternative fuel vehicle refueling property expired for property 
placed in service in taxable years beginning after December 31, 
2010. 

—The ‘‘making work pay’’ credit expired for taxable years begin-
ning after December 31, 2010. 

—The five-year carryback period for general business credits of 
eligible small business expired for taxable years beginning after 
December 31, 2010. 

—The work opportunity tax credit expired for unemployed vet-
erans and disconnected youth hired after December 31, 2010. 

—No additional allocation of qualified school construction bond 
authority is provided for calendar years after December 31, 2010. 

—The authority to issue build America bonds expired for obliga-
tions issued after December 31, 2010. 

—The deferral and ratable inclusion of income from business in-
debtedness discharged by the reacquisition of a debt instrument ex-
pired for reacquisitions occurring after December 31, 2010. 

—The exclusion from gross income for benefits provided to volun-
teer firefighters and emergency medical responders expired for tax-
able years beginning after December 31, 2010. 

—The exclusion from gross income for interest on qualified mort-
gage bonds the proceeds of which are used to refinance a mortgage 
on a residence which was originally financed through a qualified 
subprime loan expired for bonds issued after December 31, 2010. 

—The exclusion from gross income for qualified small issue 
bonds the proceeds of which are used to finance facilities manufac-
turing intangible property expired for bonds issued after December 
31, 2010. 

—The carryforward of any 2008 increase in the volume cap and 
set-aside for private activity bonds for housing, the interest on 
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22 In the case of a written binding contract entered into before May 1, 2011, the purchase of 
a principal residence must close before July 1, 2011. 

which is excludable from gross income, expired for bonds issued 
after December 31, 2010. 

—The exclusion from gross income for bonds guaranteed by a 
Federal Home Loan Bank expired for bonds issued after December 
31, 2010. 

—The election to amortize any expense paid or incurred in cre-
ating or acquiring certain musical works and copyrights ratably 
over five years expired for taxable years beginning after December 
31, 2010. 

—Fifteen-year cost recovery for natural gas distribution lines ex-
pired for property placed in service after December 31, 2010. 

—The increase from $5,000 to $10,000 in the amount of start-up 
expenditures a taxpayer can elect to deduct expired for taxable 
years beginning after December 31, 2010. 

—The modification of the small issuer exception to the tax-ex-
empt interest allocation rules for financial institutions expired for 
obligations issued after December 31, 2010. 

—The de minimis safe harbor exception for tax-exempt interest 
expense of financial institutions expired for tax-exempt obligations 
issued after December 31, 2010. 

—The allowance as qualified higher education expenses for ex-
penses for the purchase of computer technology or equipment to 
qualify for the exclusion of earnings of a qualified tuition program 
expired for expenses paid or incurred after December 31, 2010. 

—The authority to issue recovery zone economic development 
bonds and recovery zone facility bonds expired for bonds issued 
after December 31, 2010. 

—The credit for retention of certain newly hired workers expired 
for workers hired after December 31, 2010. 

—The credit for qualified investments in qualifying therapeutic 
discovery projects expired for investments made in taxable years 
beginning after December 31, 2010. 

—The credit for first-time homebuyers on qualified official ex-
tended duty outside the United States expires for residences pur-
chased after April 30, 2011.22 

—The credit for certain nonbusiness energy property expires for 
expenditures made after December 31, 2011. 

—The allowance of personal credits against regular tax liability 
and AMT expires for taxable years beginning after December 31, 
2011. In Table 1, this is reflected in the tax expenditure estimate 
for the various credits. 

—The credit for certain plug-in electric vehicles expires for prop-
erty placed in service after December 31, 2011. 

—The plug-in conversion credit for any motor vehicle converted 
to a qualified plug-in electric drive motor vehicle expires for conver-
sions made after December 31, 2011. 

—The credit for alternative fuel vehicle refueling property other 
than property relating to hydrogen expires for property placed in 
service after December 31, 2011. 
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—The changes to the adoption credit relating to the $1,000 in-
crease in the maximum credit and the refundability of the credit 
expire for taxable years beginning after December 31, 2011. 

—The credits for alcohol fuels, including the alcohol mixture 
credit, alcohol credit, and small ethanol producer credit, expire for 
the sale or use of fuels after December 31, 2011. 

—The credit for biodiesel and renewable diesel fuel expires for 
fuel sold or used after December 31, 2011. 

—The credit for research and experimentation expenses expires 
for amounts paid or incurred after December 31, 2011. 

—The credit for refined coal produced at refined coal production 
facilities expires for facilities placed in service after December 31, 
2011. 

—The Indian employment tax credit expires for taxable years be-
ginning after December 31, 2011. 

—The new markets tax credit expires December 31, 2011. 
—The credit for certain expenditures on railroad track mainte-

nance expires for expenditures paid or incurred after December 31, 
2011. 

—The credit for construction of new energy-efficient homes ex-
pired for homes purchased after December 31, 2011. 

—The credit for energy-efficient appliances expires for certain 
dishwashers, clothes washers, and refrigerators manufactured after 
December 31, 2011. 

—The credit for training costs of mine rescue team employees ex-
pires for taxable years beginning after December 31, 2011. This tax 
expenditure is not listed in Table 1 because the estimated revenue 
loss is below the de minimis amount. 

—The credit for wages of employees who are active duty mem-
bers of the uniformed services expired for payments made after De-
cember 31, 2011. This tax expenditure is not listed in Table 1 be-
cause the estimated revenue loss is below the de minimis amount. 

—The grant for specified energy property in lieu of energy tax 
credits expires for property placed in service after December 31, 
2011, or property placed in service after December 31, 2011 of 
which construction began after December 31, 2011. 

—The work opportunity tax credit other than for hiring qualified 
veterans expires for individuals who begin work for an employer 
after December 31, 2011. 

—The allocation of new bond authority for the credit to holders 
of qualified zone academy bonds expires for bonds issued after De-
cember 31, 2011. 

—The above-the-line deduction for teacher classroom expenses 
expires for taxable years beginning after December 31, 2011. 

—The increase in the exclusion of employer-provided transit and 
vanpool benefits from $120 per month to $230 (and indexed for in-
flation in 2010) expires for taxable years beginning after December 
31, 2011. 

—The changes to the exclusion for employer-provided adoption 
assistance relating to the $1,000 increase in the maximum exclu-
sion expire for taxable years beginning after December 31, 2011. 

—The treatment of military basic housing allowances for pur-
poses of determining income of occupants of residential rental 
projects under the low-income housing credit and exempt facility 
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23 The 100-percent additional first year depreciation deduction expires December 31, 2012 for 
certain longer-lived and transportation property. The 50-percent additional first year deprecia-
tion deduction (which is effective after December 31, 2011) expires December 31, 2012 (Decem-
ber 31, 2013 for certain longer-lived and transportation property). 

bond requirements expires for income determinations made after 
December 31, 2011. In Table 1, this is reflected in the tax expendi-
ture estimates for ‘‘Credit for low-income housing’’ and ‘‘Exclusion 
of interest on State and local government qualified private activity 
bonds for rental housing.’’ 

—The deduction for premiums for qualified mortgage insurance 
as interest that is qualified residence interest expires for amounts 
paid, accrued, or properly allocable to any period after December 
31, 2011. 

—The election to deduct State and local general sales taxes (in 
lieu of State and local income taxes) expires for taxable years be-
ginning after December 31, 2011. 

—Fifteen-year straight-line cost recovery for qualified leasehold 
improvements, qualified restaurant property, and qualified retail 
improvements expires for property placed in service after December 
31, 2011. In Table 1, this is reflected in the tax expenditure esti-
mate for ‘‘Depreciation of buildings other than rental housing in ex-
cess of alternative depreciation system.’’ 

—Seven-year cost recovery for certain motorsports racetrack 
property expires for property placed in service after December 31, 
2011. In Table 1, this is reflected in the tax expenditure estimate 
for ‘‘Depreciation of buildings other than rental housing in excess 
of alternative depreciation system.’’ 

—Accelerated depreciation for business property on Indian res-
ervations expires for property placed in service after December 31, 
2011. 

—Additional first-year depreciation for 100 percent of basis of 
qualified property expires for property acquired after December 31, 
2011.23 

—The higher deduction limits for charitable contributions of real 
property interests made exclusively for conservation purposes ex-
pires for contributions made in taxable years beginning after De-
cember 31, 2011. In Table 1, this is reflected in the tax expenditure 
estimate for ‘‘Deduction for charitable contributions, other than for 
education and health.’’ 

—The enhanced charitable deduction for contributions of food in-
ventory expires for contributions made after December 31, 2011. In 
Table 1, this is reflected in the tax expenditure estimate for ‘‘De-
duction for charitable contributions, other than for education and 
health.’’ 

—The enhanced charitable deduction for contributions of book in-
ventories to public schools expires for contributions made after De-
cember 31, 2011. In Table 1, this is reflected in the tax expenditure 
estimate for ‘‘Deduction for charitable contributions to educational 
institutions.’’ 

—The enhanced charitable deduction for corporate contributions 
of computer equipment for educational purposes expired for con-
tributions made in taxable years beginning after December 31, 
2011. In Table 1, this is reflected in the tax expenditure estimate 
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for ‘‘Deduction for charitable contributions to educational institu-
tions.’’ 

—The increased dollar limitations, $500,000 and $2 million, for 
expensing certain depreciable business assets under section 179 ex-
pire for taxable years beginning after December 31, 2011. In Table 
1, these changes are reflected in the tax expenditure estimate for 
‘‘Expensing under section 179 of depreciable business property.’’ 

—The election to expense advanced mine safety equipment ex-
pires for property placed in service after December 31, 2011. This 
tax expenditure is not listed in Table 1 because the estimated rev-
enue loss is below the de minimis amount. 

—The election to expense qualified film and television produc-
tions expires for productions commencing after December 31, 2011. 

—The election to expense environmental remediation expendi-
tures expires for expenditures paid or incurred after December 31, 
2011. 

—The deduction for income attributable to domestic production 
activities in Puerto Rico expires for taxable years beginning after 
December 31, 2011. In Table 1, this is reflected in the tax expendi-
ture estimate for ‘‘Deduction for income attributable to domestic 
production activities.’’ 

—The above-the-line deduction for qualified tuition and related 
expenses expires for taxable years beginning after December 31, 
2011. 

—The exclusion of individual retirement plan distributions for 
charitable purposes expires for taxable years beginning after De-
cember 31, 2011. In Table 1, this is reflected in the tax expenditure 
estimate for ‘‘Traditional IRAs.’’ 

— The deferral of gain from the disposition of electric trans-
mission property to implement Federal Energy Regulation Commis-
sion restructuring policy expires for dispositions after December 31, 
2011. 

—The suspension of the 100-percent-of-net-income limitation on 
percentage depletion for oil and gas from marginal wells expires for 
taxable years beginning after December 31, 2011. 

—The exemptions under subpart F for active financing income 
expire for taxable years beginning after December 31, 2011. 

—The look-through treatment of payments between related con-
trolled foreign corporations under the foreign personal holding com-
pany rules expires for taxable years beginning after December 31, 
2011. 

—The 100-percent exclusion for gain from certain small business 
stock expires for stock acquired after December 31, 2011. 

—The designations and tax incentives for empowerment zones 
expire after December 31, 2011. 

—Various tax incentives for investment in the District of Colum-
bia expire after December 31, 2011. 

—The credit for corporate income earned in American Samoa ex-
pires for taxable years beginning after December 31, 2011. This tax 
expenditure is not listed in Table 1 because the estimated revenue 
loss is below the de minimis amount. 
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24 If the exclusion were repealed, the value of the employer-paid health insurance would be 
included in income and taxpayers would be treated as having purchased the insurance them-
selves. Thus, the insurance expense would be deductible as an itemized medical expense on 
Schedule A, subject to the itemized medical deduction floor (7.5 percent (10 percent for taxable 
years beginning after December 31, 2012) of the taxpayer’s adjusted gross income). 

Comparisons with Treasury 
The Joint Committee staff and Treasury lists of tax expenditures 

differ in at least six respects. First, the Joint Committee staff and 
the Treasury use differing methodologies for the estimation of tax 
expenditures. Thus, the estimates in Table 1 are not necessarily 
comparable with the estimates prepared by the Treasury. Under 
the Joint Committee staff methodology, each tax expenditure is 
measured by the difference between tax liability under present law 
and the tax liability that would result if the tax expenditure provi-
sion were repealed and taxpayers were allowed to take advantage 
of any of the remaining tax expenditure provisions that apply to 
the income or the expenses associated with the repealed tax ex-
penditure. 

For example, the tax expenditure provision for the exclusion of 
employer-paid health insurance is measured by the difference be-
tween tax liability under present law and the tax liability that 
would result if the exclusion were repealed and taxpayers were al-
lowed to claim the next best tax treatment for the previously ex-
cluded employer-paid health insurance. This next best tax treat-
ment could be the inclusion of the employer-paid health insurance 
as an itemized medical deduction on Schedule A.24 

Under the Treasury methodology, each tax expenditure is meas-
ured by the difference between tax liability under present law and 
the tax liability that would result if the tax expenditure provision 
were repealed and taxpayers were prohibited from taking advan-
tage of any of the remaining tax expenditure provisions that apply 
to the income or the expenses associated with the repealed tax ex-
penditure. For example, the tax expenditure provision for the ex-
clusion for employer-paid health insurance is measured by the dif-
ference between tax liability under present law and the tax liability 
that would result if the exclusion were repealed and taxpayers 
were required to include all of the employer-paid health insurance 
in income, with no offsetting deductions (i.e., no deductibility on 
Schedule A). 

Second, the Treasury uses a different classification of those pro-
visions that can be considered a part of normal income tax law 
under both the individual and business income taxes. In general, 
the Joint Committee staff methodology involves a broader defini-
tion of the normal income tax base. Thus, the Joint Committee list 
of tax expenditures includes some provisions that are not contained 
in the Treasury list. The cash method of accounting by certain 
businesses provides an example. The Treasury considers the cash 
accounting option for certain businesses to be a part of normal in-
come tax law, but the Joint Committee staff methodology treats it 
as a departure from normal income tax law that constitutes a tax 
expenditure. 

Third, the Joint Committee staff and the Treasury estimates of 
tax expenditures may also differ as a result of differing data 
sources and differences in baseline projections of incomes and ex-
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25 See discussion of the passive loss rules above. 

penses. The Treasury’s tax expenditure calculations are based on 
the Administration’s economic forecast. The Joint Committee staff 
calculations are based on the economic forecast prepared by the 
CBO. 

Fourth, the Joint Committee staff and the Treasury estimates of 
tax expenditures span slightly different sets of years. The Treas-
ury’s estimates cover a seven-year period: the last fiscal year, the 
current fiscal year when the President’s budget is submitted, and 
the next five fiscal years, i.e., fiscal years 2010–2016. The Joint 
Committee staff estimates cover a recent fiscal year and the suc-
ceeding four fiscal years, i.e., fiscal years 2011–2015. 

Fifth, the Joint Committee staff list excludes those provisions 
that are estimated to result in revenue losses below the de minimis 
amount, i.e. less than $50 million over the five fiscal years 2011 
through 2015. The Treasury rounds all yearly estimates to the 
nearest $10 million and excludes those provisions with estimates 
that round to zero in each year, i.e. provisions that result in less 
than $5 million in revenue loss in each of the years 2010 through 
2016. 

Finally, the Joint Committee staff list formally integrates nega-
tive tax expenditures into its standard presentation. 

In some cases, two or more of the tax expenditure items in the 
Treasury list have been combined into a single item in the Joint 
Committee staff list, and vice versa. The Table 1 descriptions of 
some tax expenditures also may vary from the descriptions used by 
the Treasury. 

There are some tax expenditure provisions that are contained in 
the Treasury list but are not contained in the Joint Committee 
staff list. Two of these provisions involve exceptions to the passive 
loss rules: the exception for working interests in oil and gas prop-
erties, and the exception for up to $25,000 of rental losses. The 
Joint Committee staff does not classify these two provisions as tax 
expenditures; the effects of the passive loss rules (and exceptions 
to the rules) are included in the estimates of the tax expenditure 
provisions that are affected by the rules.25 The capital gains treat-
ment of royalties on coal is included with the estimate of gain or 
loss in the case of timber, coal, and iron ore. 
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26 An alternative way to measure tax expenditures is to express their values in terms of ‘‘out-
lay equivalents.’’ An outlay equivalent is the dollar size of a direct spending program that would 
provide taxpayers with net benefits that would equal what they now receive from a tax expendi-
ture. For positive tax expenditures, the major difference between outlay equivalents and the tax 
expenditure calculations presented here is accounting for whether a tax expenditure converted 
into an outlay payment would itself be taxable, so that a gross-up might be needed to deliver 
the equivalent after-tax benefits. 

27 An exception to this absence of behavior in tax expenditure calculations is that a taxpayer 
is assumed to make simple additions or deletions in filing tax forms, what the Joint Committee 
staff refers to as ‘‘tax form behavior.’’ For example, as noted above, if the exclusion for employer- 
paid health insurance were repealed, taxpayers would be allowed to claim the next best tax 
treatment for the previously excluded insurance. This next best tax treatment could be the in-
clusion of the employer-paid health insurance as an itemized medical deduction on Schedule A. 
Similarly, a taxpayer that is eligible for one of two alternative credits is assumed to file for the 
second credit if the first credit is eliminated. 

II. MEASUREMENT OF TAX EXPENDITURES 

Tax Expenditure Calculations Generally 
A tax expenditure is measured by the difference between tax li-

ability under present law and the tax liability that would result 
from a recomputation of tax without benefit of the tax expenditure 
provision.26 Taxpayer behavior is assumed to remain unchanged for 
tax expenditure estimate purposes.27 This assumption is made to 
simplify the calculation and conform to the presentation of govern-
ment outlays. This approach to tax expenditure measurement is in 
contrast to the approach taken in revenue estimating; all Joint 
Committee staff revenue estimates reflect anticipated taxpayer be-
havior. 

The tax expenditure calculations in this report are based on the 
January 2011 CBO revenue baseline and Joint Committee staff 
projections of the gross income, deductions, and expenditures of in-
dividuals and corporations for calendar years 2010–2015. These 
projections are used to compute tax liabilities for the present-law 
revenue baseline and tax liabilities for the alternative baseline that 
assumes that the tax expenditure provision does not exist. 

Internal Revenue Service (‘‘IRS’’) statistics from recent tax re-
turns are used to develop projections of the tax credits, deductions, 
and exclusions that will be claimed (or that will be denied in the 
case of negative tax expenditures) under the present-law baseline. 
These IRS statistics show the actual usage of the various tax ex-
penditure provisions. In the case of some tax expenditures, such as 
the earned income credit, there is evidence that some taxpayers are 
not claiming all of the benefits to which they are entitled, while 
others are filing claims that exceed their entitlements. The tax ex-
penditure calculations in this report are based on projections of ac-
tual claims under the various tax provisions, not the potential tax 
benefits to which taxpayers are entitled. 

Some tax expenditure calculations are based partly on statistics 
for income, deductions, and expenses for prior years. Accelerated 
depreciation is an example. Estimates for this tax expenditure are 
based on the difference between tax depreciation deductions under 
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28 See Leonard E. Burman, Christopher Geissler, and Eric J. Toder, ‘‘How Big Are Total Indi-
vidual Income Tax Expenditures, and Who Benefits from Them?’’ American Economic Review, 
98, May 2008, pp. 79–83. 

29 Reported tax liabilities may reflect compliance issues, and thus calculations of tax expendi-
tures reflect existing compliance issues. 

present law and the deductions that would have been claimed in 
the current year if investments in the current year and all prior 
years had been depreciated using the alternative (normal income 
tax law) depreciation system. 

Each tax expenditure is calculated separately, under the assump-
tion that all other tax expenditures remain in the Code. If two or 
more tax expenditures were estimated simultaneously, the total 
change in tax liability could be smaller or larger than the sum of 
the amounts shown for each item separately, as a result of inter-
actions among the tax expenditure provisions.28 

Year-to-year differences in the calculations for each tax expendi-
ture reflect changes in tax law, including phaseouts of tax expendi-
ture provisions and changes that alter the definition of the normal 
income tax structure, such as the tax rate schedule, the personal 
exemption amount, and the standard deduction. For example, the 
dollar level of tax expenditures tends to increase and decrease as 
tax rates increase and decrease, respectively, without any other 
changes in law. Some of the calculations for this tax expenditure 
report may differ from estimates made in previous years because 
of changes in law and economic conditions, the availability of better 
data, and improved measurement techniques. 

If a tax expenditure provision were eliminated, Congress might 
choose to continue financial assistance through other means rather 
than terminate all Federal assistance for the activity. If a replace-
ment spending program were enacted, the higher revenues received 
as a result of the elimination of a tax expenditure might not rep-
resent a net budget gain. A replacement program could involve di-
rect expenditures, direct loans or loan guarantees, regulatory activ-
ity, a mandate, a different form of tax expenditure, or a general re-
duction in tax rates. Joint Committee staff estimates of tax expend-
itures do not anticipate such policy responses. 

Tax Expenditures versus Revenue Estimates 
A tax expenditure calculation is not the same as a revenue esti-

mate for the repeal of the tax expenditure provision for three rea-
sons. First, unlike revenue estimates, tax expenditure calculations 
do not incorporate the effects of the behavioral changes that are 
anticipated to occur in response to the repeal of a tax expenditure 
provision. Second, tax expenditure calculations are concerned with 
changes in the reported tax liabilities of taxpayers.29 Because tax 
expenditure analysis focuses on tax liabilities as opposed to Federal 
government tax receipts, there is no concern for the short-term tim-
ing of tax payments. Revenue estimates are concerned with 
changes in Federal tax receipts that are affected by the timing of 
all tax payments. Third, some of the tax provisions that provide an 
exclusion from income also apply to the FICA tax base, and the re-
peal of the income tax provision would automatically increase FICA 
tax revenues as well as income tax revenues. This FICA effect 
would be reflected in revenue estimates, but is not considered in 
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tax expenditure calculations. There may also be interactions be-
tween income tax provisions and other Federal taxes such as excise 
taxes and the estate and gift tax. 

If a tax expenditure provision were repealed, it is likely that the 
repeal would be made effective for taxable years beginning after a 
certain date. Because most individual taxpayers have taxable years 
that coincide with the calendar year, the repeal of a provision af-
fecting the individual income tax most likely would be effective for 
taxable years beginning after December 31 of a certain year. How-
ever, the Federal government’s fiscal year begins October 1. Thus, 
the revenue estimate for repeal of a provision would show a small-
er revenue gain in the first fiscal year than in subsequent fiscal 
years. This is due to the fact that the repeal would be effective 
after the start of the Federal government’s fiscal year. The revenue 
estimate might also reflect some delay in the timing of the revenue 
gains as a result of the taxpayer tendency to postpone or forgo 
changes in tax withholding and estimated tax payments, and very 
often repeal or modification of a tax provision includes transition 
relief that would not be captured in a tax expenditure calculation. 

Quantitatively de minimis Tax Expenditures 
The following tax provisions are viewed as tax expenditures by 

the Joint Committee staff but are not listed in Table 1 because the 
estimated revenue losses for fiscal years 2011 through 2015 are 
below the de minimis amount ($50 million): 

National defense 
—Employer wage credit for employees who are active duty mem-

bers of the uniformed services (sec. 45P) 

International affairs 
—Miscellaneous nonresident individual income tax exclusions 

(certain gambling winnings (sec. 871(j)), ship or aircraft operation 
income, certain exchange or training programs compensation, bond 
income of residents of the Ryukyu Islands, certain wagering income 
(sec. 872(b))) 

—Miscellaneous foreign corporate income tax exclusions (ship or 
aircraft operation income, foreign railroad rolling stock earnings, 
certain communication satellite earnings (sec. 883)) 

Energy 
—Credits for biodiesel and renewable fuels 
—Energy research credit 
—Credit for enhanced oil recovery costs 
—Credit for producing oil and gas from marginal wells 
—Credit for production of electricity from qualifying advanced 

nuclear power facilities 
—Credit for producing fuels from a nonconventional source 
—Credit for costs incurred in training qualified mine rescue team 

employees 
—50-percent expensing of cellulosic biofuel plant property 
—Seven-year MACRS Alaska natural gas pipeline 
—Partial expensing of investments in advanced mine safety 

equipment 
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—Expensing of tertiary injectants 

Agriculture 
—Cash accounting for agriculture 

Commerce and housing 
—Bad debt reserves of financial institutions 
—Exclusion of investment income from structured settlement ar-

rangements 
—Deferral of gain on sales of property to comply with conflict-of- 

interest requirements 
—Exclusion of income from discharge of indebtedness incurred in 

connection with qualified real property 
—Reduced rates of tax on gains from the sale of self-created mu-

sical works 
—Amortization of expenses for the creation or acquisition of mu-

sical compositions 
—Alaska Native Corporation trusts 

Community and regional development 
—Five-year carryback period for certain net operating losses of 

electric utility companies 
—Issuance of tribal economic development bonds 
—New York Liberty Zone 
—Katrina Emergency Act provisions 
—Kansas disaster relief 

Education, training, employment, and social services 
—Exclusion of interest on educational savings bonds 
—Exclusion of restitution payments received by victims of the 

Nazi regime and the victims’ heirs and estates 

Health 
—Archer medical savings accounts 

Income security 
—Credit for the elderly and disabled 
—Credit for new retirement plan expenses of small businesses 

Veterans’ benefits and services 
—Burial expenses for veterans 

General purpose fiscal assistance 
—American Samoa economic development credit 

Tax Expenditures for Which Quantification Is Not Available 
The following tax provisions are viewed as tax expenditures by 

the Joint Committee staff but are not listed in Table 1 because the 
projected revenue changes are unavailable (a provision that is a 
negative tax expenditure is indicated by an ‘‘ * ’’): 

International affairs 
—Branch profits tax* 
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—Deduction for U.S. employment tax paid under section 3121(l) 
agreements for employees of foreign affiliates 

—Doubling of tax rates on citizens and corporations of certain 
foreign countries* 

Energy 
—Carbon dioxide sequestration credit (sec. 45Q) 
—Accelerated deductions for nuclear decommissioning costs 
—Fossil fuel capital gains treatment (sec. 631(c)) 

Natural resources and environment 
—Exception to partial interest rule for qualified conservation 

Agriculture 
—Agricultural chemicals security credit (sec. 45O) 
—Exceptions from dealer disposition definition 
—Exception from interest calculation on installment sales for 

small dispositions 
—Single purpose agricultural or horticultural structures 

Commerce and housing 
—Credit for interest on certain home mortgages (sec. 25) 
—Amortization of organizational expenditures 
—Deferral of prepaid subscription income 
—Deferral of prepaid dues income of certain membership organi-

zations 
—Amortization of partnership organization and syndication fees 
—Unrecaptured section 1250 gain rate (section 1(h)), which ap-

plies to depreciation taken on real property 
—Nonrecognition of in-kind distributions by regulated invest-

ment companies in redemption of their stock 
—Special discount rate rule for certain debt instruments where 

stated principal amount is $2.8 million or less 
—Deduction for investment expenses* 
—Tax treatment of convertible bonds 
—Treatment of loans under life insurance and annuity contracts 

and 401(k) plans 
—Exemption for cemetery companies 
—Certain exceptions to the UBTI rules: 

• Passive income gains 
• Income from certain research 
• Trade shows and fairs 
• Bingo games 
• Pole rentals 
• Sponsorship payments 
• Real estate exception to the debt-financed income rules 

—Specific identification of sold equities 
—Nondeductibility of excise taxes imposed on employers whose 

employees receive premium assistance credits* 
—Nondeductibility of annual fees imposed on certain drug manu-

facturers or importers* 
—Nondeductibility of annual fees imposed on health insurers* 
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Community and regional development 
—Three-year carryback of small businesses’ and farmers’ cas-

ualty losses attributable to Presidentially declared disaster 

Education, training, employment, and social services 
—Allowance of 80-percent deduction for right to purchase tickets 

or stadium seating 

General purpose fiscal assistance 
—Exclusion of Guam, American Samoa, and Northern Mariana 

Islands income 
—Exclusion of U.S. Virgin Islands income 
—Exclusion of Puerto Rico income 
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III. TAX EXPENDITURE ESTIMATES 

Tax expenditures are grouped in Table 1 in the same functional 
categories as outlays in the Federal budget. Estimates are shown 
separately for individuals and corporations. Those tax expenditures 
that do not fit clearly into any single budget category have been 
placed in the most appropriate category. 

Several of the tax expenditure items involve small amounts of 
revenue, and those estimates are indicated in Table 1 by footnotes 
5 and 9. For each of these items, the footnote means that the tax 
expenditure is less than $50 million in the fiscal year. 

Table 2 presents projections of tax return information for each of 
nine income classes on the number of all returns (including filing 
and nonfiling units), the number of taxable returns, the number of 
returns with itemized deductions, and the amount of tax liability. 

Table 3 provides distributional estimates by income class for 
some of the tax expenditures that affect individual taxpayers. Not 
all tax expenditures that affect individuals are shown in this table 
because of the difficulty in making reliable estimates of the income 
distribution of items that do not appear on tax returns under 
present law. 
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