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INTRODUCTION

This report! on tax expenditures for fiscal years 2006-2010 is
prepared by the staff of the Joint Committee on Taxation (“Joint
Committee staff’) for the House Committee on Ways and Means
and the Senate Committee on Finance. The report also is sub-
mitted 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 Treasury Department (“the Treas-
ury”). The Treasury published its estimates of tax expenditures for
fiscal years 2005-2011 in the Administration’s budgetary state-
ment of February 2006.3 The lists of tax expenditures in this Joint
Committee staff report and the Administration’s budgetary state-
ment overlap considerably; the differences are discussed in Part I
of this report under the heading “Comparisons with Treasury.”

The Joint Committee staff has made its estimates (as shown in
Table 1) based on the provisions in tax law as enacted through
March 31, 2006. Expired or repealed provisions are not listed un-
less they have continuing revenue effects that are associated with
ongoing taxpayer activity. Proposed extensions or modifications of
expiring provisions are not included until they have been enacted
into law. The tax expenditure estimates in this report are based on
the January 2006 Congressional Budget Office revenue baseline
and Joint Committee staff projections of the gross income, deduc-
tions, and expenditures of individuals and corporations for calendar
years 2005-2010.

Part T of this report contains a discussion of the concept of tax
expenditures. Part 11 is a discussion of the measurement of tax ex-
penditures. Estimates of tax expenditures for fiscal years 2006-
2010 are presented in Table 1 in Part III. Table 2 shows the dis-
tribution of tax returns by income class, and Table 3 presents dis-
tributions of selected individual tax expenditures by income class.

1This report may be cited as follows: Joint Committee on Taxation, Estimates of Federal Tax
Expenditures for Fiscal Years 2006-2010 (JC8-2-06), April 25, 2006.

2Joint 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), and January 12, 2005 (JCS-1-05).

3Office of Management and Budget, “Tax Expenditures,” Budget of the United States Govern-
ment: Analytical Perspectives, Fiscal Year 2007, February 6, 2006, pp. 285-328.
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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 speciaF 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.

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
results in more than a de minimis revenue loss, which solely for
this purpose means a total revenue loss of at least $50 million over
the five fiscal years 2006-2010. The Joint Committee staff empha-
sizes, however, that in the process of listing tax expenditures, no
" judgment is made, nor any implication intended, about the desir-
ability of any special tax provision as a matter of public policy.

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

4 Congressional Budget and Impoundment Control Act of 1974 (Pub. L. No. 93-344), sec. 3(3).
2



3

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.

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 exceptlons exclusions, and credits, but those special tax pro-
visions are not included in this report because they are not part of
the income tax. Thus, for example, the income tax exclusion for em-
ployer-paid health insurance is included, but the Federal Insurance
Contributions Act (“FICA”) tax exclusion for employer-paid health
insurance is not treated as a tax expenditure in this report.6

Some provisions in the Internal Revenue Code provide for special
tax treatment that is less favorable than normal income tax law.
Examples of such provisions include (1) the denial of deductions for
certain lobbying expenses, (2) the denial of deductions 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
are not shown in this report because they are not included in the
statutory definition of a tax expenditure.

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-
penses. Most other tax benefits to individual taxpayers can be clas-
sified 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 tax code
contains a specific exclusion for the income. Specific exclusions for
employer-provided benefits include the following: coverage under

5The Federal income tax on individuals also applies to estates and trusts, which are subject
to a separate income tax rate schedule (Section 1(c) of the Internal Revenue Code of 1986, 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, and Bruce F. Davie,
“Tax Expenditures in tﬁe Federal Excise Tax System, » National Tax Journal XLVII, March
1994, pp. 39-62. 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. The
Joint Committee staff considers estate and gift provisions as being outside of the normal income
tax structure and thus omits them from its lists of tax expenditures.
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accident and health plans,” accident and disability insurance,
group term life insurance, educational assistance, tuition reduction
benefits, transportation benefits (parking, van pools, and transit
passes), dependent care assistance, adoption assistance, meals and
lodging furnished for the convenience of the employer, employee
awards, and other miscellaneous fringe benefits (e.g., employee dis-
counts, services provided to employees at no additional cost to em-
ployers, 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.8 Under normal income tax law, retirees would be entitled to
an exclusion for 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 expenditure.

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
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 is the exclu-
sion 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 Internal Revenue Service regulations. Table 1 con-
tains tax expenditure estimates for workers’ compensation benefits,
special benefits for disabled coal miners, and cash public assistance

7Present law contains an exclusion for employer-provided coverage under accident and health
plans (Code sec. 106) and an exclusion for benefits received by employees under employer-pro-
vided accident and health plans (Code sec. 105(b)). These two exclusions are viewed as a single
tax expenditure. Under normal income tax law, the value of employer-provided accident and
health coverage 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.

8For 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.
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benefits (which include Supplemental Security Income benefits and
Temporary 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.® However, the Joint
Committee staff does not classify this exclusion as a tax expendi-
ture. 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.1® 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, but reduced rates of tax, further deferrals of
tax (beyond the year of sale, exchange, gift, or transfer at death),
and exclusions of certain capital gains are classified as tax expendi-
tures. 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
the time the options are exercised and employers would receive a
corresponding tax deduction.!! 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, (1) the income that is received at
the time the option is exercised is excluded for purposes of the reg-
ular income tax but, in the case of an incentive stock option, in-
cluded for purposes of the alternative minimum tax, (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 provided to the employee

9The National Income and Product Accounts include estimates of this imputed income. The
accounts appear in U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Cur-
rent Business, published monthly. However, a taxpayer-by-taxpayer accounting of imputed in-
come would be necessary for a tax expenditure estimate.

10]f 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.

111f 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.
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is viewed as a tax expenditure by the Joint Committee staff, and
an estimate of this tax expenditure is contained in Table 1. How-
ever, it should be noted that the revenue loss from the special tax
treatment provided to the employee is accompanied by a significant
revenue gain from the denial of the deduction to the employer.

The individual alternative minimum tax (“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 provi-
gions that reduce the magnitude of the tax expenditures to which
they apply. For example, the AMT reduces the value of the deduc-
tion for State and local income taxes (for those taxpayers subject
to the AMT) by not allowing the deductions to be claimed in the
calculation of AMT liability. Similarly, the passive loss rules defer
otherwise allowable deductions and credits from passive activities
until a time when the taxpayer has passive income or disposes of
the assets associated with the passive activity. Exceptions to the
individual AMT and the passive 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.

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
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. 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. Thus, normal income tax
law would not take into account the effects of inflation on tax de-
preciation.

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
method of accounting, 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 tax-
payer-controlled mining reclamation reserve accounts is viewed as
a tax expenditure because the contributions do not satisfy the eco-
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nomic performance standard. (Adherence to the standard would re-
quire that the taxpayer make an irrevocable contribution toward
future reclamation, involving a trust fund or similar mechanism, as
occurs in a number of areas in the Code.) The deduction for con-
tributions to nuclear decommissioning trust accounts is not viewed
as a tax expenditure because the contributions are irrevocable (i.e.,
they satisfy the economic performance standard). However, present
law provides for a reduced rate of tax on the income of nuclear de-
commissioning trust accounts, and this reduced rate of tax is
viewed as a tax expenditure.

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 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.12

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 and real estate investment trusts) 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 benefits are available to any entity that chooses to organize
itself and operate in the required manner.

Nonprofit corporations that satisfy the requirements of Code sec-
tion 501 also generally are exempt from corporate income tax. The
tax exemption of certain nonprofit cooperative business organiza-
tions, such as trade associations, is not treated as a tax expendi-
ture for the same reason applicable to for-profit pass-through busi-
ness entities. With respect to other nonprofit organizations, such as
charities, tax-exempt status is not classified as a tax expenditure
because the nonbusiness activities of such organizations generally
must predominate and their unrelated business "activities are sub-
ject to tax. In general, the imputed income derived from nonbusi-
ness activities conducted by individuals or collectively by certain
nonprofit organizations is outside the normal income tax base.

12See discussion of individual AMT on page 6.
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However, the ability of donors to such nonprofit organizations to
claim a charitable contribution deduction is a tax expenditure, as
is the exclusion of income granted to holders of tax-exempt financ-
ing issued by charities.

Recent Legislation

H.R. 241 (Pub. L. No. 109-1), enacted on January 7, 2005, pro-
vided that cash contributions made in January 2005 for the relief
of the December 26, 2004, Indian Ocean tsunami victims may be
treated as if such contributions were made on December 31, 2004,
and not in January 2005. In Table 1, the effects of this provision
are reflected in the tax expenditure estimate for “Deduction for
charitable contributions, other than for education and health.”

H.R. 1134 (Pub. L. No. 109-7), enacted on April 25, 2005, modi-
fied section 139 to provide an exclusion for certain disaster mitiga-
tion payments, effective for amounts received before, on, or after
the date of enactment. Under prior law, the section 139 exclusion
was limited to disaster relief payments made to individuals for the
reimbursement of living expenses, funeral expenses, transportation
expenses, and residential repair or replacement expenses in con-
nection with a qualified disaster.13 The exclusion of disaster relief
payments is not viewed as a tax expenditure by the Joint Com-
mittee staff because normal law is assumed to include an exclusion
for payments that promote the general welfare by providing relief
to disaster victims. The new exclusion for disaster mitigation pay-
ments is viewed as a tax expenditure because the payments are for
the purpose of disaster preparation and the recipients are not dis-
aster victims. This new tax expenditure is not listed in Table 1 be-
cause the estimated revenue loss is below the de minimis amount.

The Safe, Accountable, Flexible, Efficient Transportation Equity
Act: A Legacy for Users (H.R. 3), enacted on August 10, 2005 (Pub.
L. No. 109-59), created two new tax expenditures:

—A new income tax credit was provided for the cost of carrying
tax-paid distilled spirits in wholesale inventories and in control-
State bailment warehouses, effective for taxable years beginning
after September 30, 2005.

—The Secretary of Transportation was permitted to allocate up
to $15 billion of private-activity bond authority for qualified high-
way or surface freight transfer facilities. In Table 1, this new bond
authority is reflected in the tax expenditure estimate for “Exclusion
of interest on State and local government qualified private activity
bonds for highway projects and rail-truck transfer facilities.”

The Energy Tax Incentives Act of 2005 (H.R. 6), enacted on Au-
gust 8, 2005 (Pub. L. No. 109-58), created a number of new tax ex-
penditures, as follows:

—A tax credit was provided for the holders of clean renewable
energy bonds (“CREBs”), which are a new category of bonds issued
to finance capital expenditures incurred by qualified borrowers for
facilities that qualify under section 45. The Secretary of the Treas-
ury may allocate up to $800 million of CREBs to qualified projects.
The authority to issue CREBs expires after December 31, 2007.

13Prior to the enactment of section 125, payments excludable under that section were gen-
erally excludable under administrative rulings as payments to promote the general welfare.
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—A tax credit was provided for the production of electricity from
qualifying advanced nuclear power facilities. The credit is equal to
1.8 cents per kilowatt-hour of electricity produced during the eight-
year period starting when the facility is placed in service. The cred-
it is effective for electricity produced in taxable years beginning
after the date of enactment. This new tax expenditure is not listed
in Table 1 because it is estimated that qualifying advanced nuclear
power facilities will not be placed in service until after fiscal year
2010.

—Tax credits were provided for investments in qualified clean
coal power generation facilities. The rate of the credit is 20 percent
for qualified investments in integrated gasification combined cycle
(“IGCC”) projects, 15 percent for investments in other advanced
coal-based electricity generation projects, and 20 percent for invest-
ments in certified gasification projects. The Secretary of the Treas-
ury may allocate up to $800 million of credits for IGCC projects,
up to $500 million of credits for other advanced coal-based projects,
and up to $350 million of credits for certified gasification projects.
In Table 1, this tax expenditure is listed as “Tax credits for invest-
ments in clean coal power generation facilities.”

—Refiners were provided a temporary election to expense up to
50 percent of the cost of qualified property used in the refining of
liquid fuels. The qualified property must be constructed pursuant
to a binding contract in effect prior to January 1, 2008, the prop-
erty must be placed in service before January 1, 2012, and certain
other requirements must be satisfied. A cooperative organization
may elect to pass the expensing deduction through to its owners.

—Two-year amortization was provided for certain geological and
geophysical costs incurred in connection with oil and gas explo-
ration. The amortization is effective for costs paid or incurred in
taxable years beginning after the date of enactment.

—A deduction was provided for expenditures on qualified energy-
efficient commercial building property. The deduction is effective
for property placed in service after December 31, 2005, and prior
to January 1, 2008.

—A tax credit was provided for the purchase of qualified energy
efficiency improvements to existing homes. The credit applies to
property placed in service after December 31, 2005, and prior to
January 1, 2008.

—A tax credit was provided for the production of certain energy-
efficient dishwashers, clothes washers, and refrigerators. The credit
applies to appliances produced after December 31, 2005, and prior
to January 1, 2008.

—A tax credit was provided for the purchase of qualified photo-
voltaic property and qualified solar water heating property that is
used exclusively for purposes other than heating swimming pools
and hot tubs. The credit applies to property placed in service after
December 31, 2005, and prior to January 1, 2008. This tax expendi-
ture is not listed in table 1 because the estimated revenue loss is
below the de minimis amount.

—A tax credit was provided for eligible contractors for the con-
struction of qualified energy-efficient homes. The credit applies to
homes that are substantially completed after December 31, 2005,
and purchased after December 31, 2005, and prior to January 1,
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2008. This tax expenditure is not listed in table 1 because the esti-
mated revenue loss is below the de minimis amount.

—Tax credits were provided for alternative technology vehicles.
The tax credit for fuel cell vehicles is equal to a base amount that
depends upon the weight class of the vehicle and, in the case of
automobiles and light trucks, an additional credit amount that de-
pends upon the rated fuel economy of the vehicle compared to a
base fuel economy. The tax credit for alternative fuel vehicles ap-
plies to vehicles powered by natural gas, liquefied natural gas, lig-
uefied petroleum gas, hydrogen, and any liquid that is at least 85
percent methanol, and is equal to 50 percent of the incremental
cost of the vehicle plus an additional 30 percent if the vehicle
meets certain emissions standards. Mixed fuel vehicles that use a
combination of an alternative fuel and a petroleum-based fuel are
eligible for a reduced credit. The tax credit for hybrid automobiles,
hybrid light trucks, and lean-burn technology vehicles is equal to
a fuel economy credit amount that varies with the rated fuel econ-
omy of the vehicle compared to a 2002 model year standard and a
conservation credit based on estimated lifetime fuel savings. The
tax credit for hybrid motor vehicles weighing more than 8,500
pounds is determined by the estimated increase in fuel economy
and the incremental cost of the vehicle compared to a comparable
vehicle that is powered solely by a gasoline or diesel engine and
comparable in weight, size, and use of vehicle. All of these credits
apply to vehicles placed in service after December 31, 2005. The
tax credit for fuel cell vehicles expires for vehicles placed in service
after December 31, 2014. The tax credits for alternative fuel vehi-
cles, hybrid automobiles, hybrid light trucks, and lean-burn tech-
nology vehicles expire for vehicles placed in service after December
31, 2010. The tax credit for hybrid motor vehicles weighing more
than 8,500 pounds expires for vehicles placed in service after De-
cember 31, 2009. In Table 1, the revenue effects of all of these cred-
its are included in the tax expenditure estimate for “T'ax credits for
alternative technology vehicles.”

—A tax credit was provided for the cost of installing clean-fuel
vehicle refueling property to be used in a trade or business of the
taxpayer or installed at the principal residence of the taxpayer. The
credit is effective for property placed in service after December 31,
2005. The credit expires for hydrogen refueling property placed in
service after December 31, 2014, and all other refueling property
placed in service after December 31, 2009.

—A temporary five-year carryback period was provided for a por-
tion of the net operating losses of certain electric utility companies.
The carryback applies to losses arising in taxable years ending in
2003, 2004, and 2005.

—A tax credit was provided for small agri-biodiesel fuel pro-
ducers. The credit is 10 cents per gallon for up to 15 million gallons
of agri-biodiesel produced by persons whose agri-biodiesel produc-
tion capacity does not exceed 60 million gallons per year. The credit
is effective for agri-biodiesel produced in taxable years ending after
the date of enactment, and expires for fuel produced and sold by
a small agri-biodiesel producer after December 31, 2008. In Table
1, this tax credit is reflected in the tax expenditure estimate for
“Tax credits for biodiesel fuels.”
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The Energy Tax Incentives Act of 2005 also extended or modified
some existing tax expenditures, as follows:

—Two modifications were made to the rules governing nuclear
decommissioning reserve funds: the repeal of the cost-of-service re-
quirement for deductible contributions, and the repeal of the limi-
tation that a fund only accumulate amounts sufficient to pay for
decommissioning costs incurred during the period that the fund is
in existence. Both changes were effective for taxable years begin-
ning after December 31, 2005. In Table 1, these changes are re-
flected in the tax expenditure estimate for “Special tax rate for nu-
clear decommissioning reserve funds.”

—Section 169 was amended to permit the amortization of cer-
tified pollution control facilities used in connection with an electric
generation plant which is primarily coal fired and which was not
in operation before January 1, 2006. In Table 1, this provision is
reflected in the tax expenditure estimate for “Amortization of cer-
tified pollution control facilities.”

—Small refiner cooperatives were allowed to pass through to
their owners the deduction permitted for the costs paid or incurred
for the purpose of complying with the Highway Diesel Fuel Sulfur
Control Requirements of the Environmental Protection Agency. The
pass-through provision is effective as if included in the American
Jobs Creation Act of 2004. In Table 1, this provision is reflected in
the tax expenditure estimate for “Tax credit and deduction for
small refiners with capital costs associated with EPA sulfur regula-
tion compliance.”

—A statutory seven-year recovery period and a class life of 14
years were provided for natural gas gathering pipelines, and a stat-
utory 15-year recovery period and a class life of 35 years were pro-
vided for natural gas distribution lines, effective for property placed
in service after April 11, 2005. In addition, a 15-year recovery pe-
riod and a class life of 30 years were provided for certain property
used in the transmission of electricity for sale, effective for property
placed in service after April 11, 2005, but excluding property sub-
ject to a binding contract on or before April 11, 2005. In Table 1,
these changes are reflected in the tax expenditure estimate for “De-
preciation of equipment in excess of the alternative depreciation
system.”

—The tax credit for the production of non-conventional fuels was
expanded to include coke and coke gas produced at facilities placed
in service before January 1, 1993, or after June 30, 1998, and be-
fore January 1, 2010. The credit applies to coke and coke gas pro-
duced and sold during the period beginning on the latter of Janu-
ary 1, 2008, or the date the facility is placed in service, and ending
on the date which is four years after such period began. The tax
credit for the production of non-conventional fuels was also made
a part of the general business credit, effective for taxable years
ending after December 31, 2005.

—Several modifications were made to the tax credits for elec-
tricity produced from certain renewable resources. The tax credits
for electricity produced from wind energy, closed-loop biomass,
open-loop biomass, geothermal, small irrigation power, landfill gas,
and trash combustion facilities, which were scheduled to expire for
facilities placed in service after December 31, 2005, were extended
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to include facilities placed in service through December 31, 2007.
The tax credit for electricity produced from solar facilities was not
extended and expired as scheduled for facilities placed in service
after December 31, 2005. The tax credit for electricity produced
from refined coal facilities was not modified and is scheduled to ex-
pire for facilities placed in service after December 31, 2008. A new
tax credit was provided for electricity produced from certain hydro-
power facilities that incorporate improvements, additions to capac-
ity, or new capacity placed in service after the date of enactment
and prior to January 1, 2009. A new tax credit was also provided
for certain sales of Indian coal from qualified facilities, effective for
sales during the period January 1, 2006, through December 31,
2012. Eligible cooperatives that receive any of these credits may
now elect to pass any portion of the credits through to patrons, ef-
fective for taxable years ending after the date of enactment. In
Table 1, all of these changes are reflected in the tax expenditure
estimate for “Tax credits for electricity production from renewable
resources.”

—An extension was provided for the tax provision that allows
taxpayers to elect to defer the recognition of gain from the disposi-
tion of electric transmission property to implement Federal Energy
Regulatory Commission restructuring policy. The election was
scheduled to expire for transactions occurring prior to January 1,
3087, and was extended to include transactions prior to January 1,

008.

—An exception was provided for the general rule that tax-exempt
bond-financed prepayments violate the arbitrage restrictions. The
exception applies to prepayments for the purpose of obtaining a
supply of natural gas for service area customers of a governmental
utility. The exception is effective for bonds issued after the date of
enactment. In Table 1, this change is reflected in the tax expendi-
ture estimate for “Exclusion of interest on public purpose State and
local government bonds.”

—The definition of an independent oil and gas producer was
modified by increasing the refinery run limitation from 50,000 to
75,000 barrels of crude oil per day. Independent oil and gas pro-
ducers are allowed to claim percentage depletion deductions rather
than cost depletion. In Table 1, this change is reflected in the tax
expenditure estimate for “Excess of percentage over cost depletion:
Oil and gas.”

—The tax credit for solar energy business property was increased
from 10 percent to 30 percent and the credit was extended to
equipment that uses fiber-optic distributed sunlight to illuminate
the inside of a structure, effective for periods after December 31,
2005, and before January 1, 2008, for property placed in service in
taxable years ending after December 31, 2005. A tax credit was
also provided for the purchase of qualified fuel cell power plants for
businesses and the purchase of qualifying stationary microturbine
power plants. Telecommunications companies may claim these
credits notwithstanding their status as public utilities. These tax
credits are effective for periods after December 31, 2005, and before
January 1, 2008, for property placed in service in taxable years
ending after December 31, 2005. The definition of solar energy
property was modified to exclude property used to generate energy
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to heat swimming pools. In Table 1, all of these changes are incor-
poratjlesd) in the tax expenditure estimate for the “Energy credit (Sec-
tion 48).”

—An early termination was provided for the deduction for clean
fuel vehicles and refueling property. The deduction was scheduled
to expire for property placed in service after December 31, 20086,
but was terminated for property placed in service after December
31, 2005. This tax expenditure is not listed in Table 1 because the
estimated revenue loss is below the de minimis amount.

—The income tax credit and excise tax credit for biodiesel were
scheduled to expire for fuel sold or used after December 31, 2006,
bgt were extended to include fuel sold or used prior to January 1,
2011.

—The definition of a small ethanol producer was modified by in-
creasing the limit on production capacity from 30 million gallons to
60 million gallons per year. Small ethanol producers are eligible for
an excise tax credit of 10 cents per gallon. The modified definition
is effective for taxable years ending after the date of enactment. In
Table 1, this change is reflected in the tax expenditure estimate for
“Tax credits for alcohol fuels.”

—The research tax credit was modified as it applies to qualified
energy research by providing that a taxpayer may claim a credit
equal to 20 percent of expenditures on qualified energy research
undertaken by an energy research consortium. In addition, the def-
inition of contract research expenses was broadened to include 100
percent of amounts paid to eligible small businesses, universities,
and Federal laboratories. These changes were effective for amounts
paid or incurred after the date of enactment. However, the research
tax credit expired for amounts paid or incurred after December 31,
2005, and is no longer listed in Table 1. There are revenue losses
in fiscal years 2006 through 2010 that are associated with research
credits earned in prior years and carried forward, but these rev-
enue losses are not associated with ongoing taxpayer activity, and
thus do not justify the inclusion of the research credit in Table 1.

The Katrina Emergency Tax Relief Act of 2005 (H.R. 3768), en-
acted on September 23, 2005 (Pub. L. No. 109-73), created a num-
ber of new tax expenditures and modified several tax expenditures.
In the descriptions that follow, the term “Hurricane Katrina dis-
aster area” means any area with respect to which a major disaster
has been declared by the President before September 14, 2005,
under section 401 of the Robert T. Stafford Disaster Relief and
Emergency Assistance Act by reason of Hurricane Katrina, and the
term “core disaster area” means that portion of the Hurricane
Katrina disaster area determined by the President to warrant indi-
vidual or individual and public assistance from the Federal govern-
ment under such Act. The new tax expenditures are as follows:

—An employee retention credit was provided for qualified wages
paid by an eligible employer to an eligible employee. An eligible
employer is an employer that (1) conducted an active trade or busi-
ness in the core disaster area on August 28, 2005, (2) ceased oper-
ating such business for at least one day after August 28, 2005, and
before January 1, 2006, as a result of damage sustained by reason
of Hurricane Katrina, and (3) employed an average of no more than
200 employees during the taxable year. An eligible employee is an
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employee whose principal place of employment on August 28, 2005,
was with an eligible employer in the core disaster area. Qualified
wages are wages (up to a maximum of $6,000 per employee) that
were paid or incurred after August 28, 2005, and before January
1, 2006, during the period beginning when the business became in-
operable and ending when the business resumed significant oper-
ations. This new tax expenditure was later expanded to include em-
ployees affected by Hurricanes Rita and Wilma and modified to re-
move the employer size limitation. Thus, in Table 1, the tax ex-
penditure is listed as “Tax credit for employee retention for employ-
ers affected by Hurricanes Katrina, Rita, and Wilma.”

—An additional personal exemption was provided for taxpayers
who provide 60 days or more of free housing in their personal resi-
dence to individuals displaced by Hurricane Katrina. The exemp-
tion is $500 per displaced individual, up to a maximum of four such
individuals. The additional exemption may be claimed only once
and applies to taxable years beginning in 2005 and 2006.

—An exclusion was provided for the income from certain dis-
charges of nonbusiness debt owed by individuals who were living
in the core disaster area or the Hurricane Katrina disaster area on
August 25, 2005, and suffered economic loss by reason of Hurricane
Katrina. The exclusion applies to discharges made on or after Au-
gust 25, 2005, and before January 1, 2007.

The Katrina Emergency Tax Relief Act of 2005 modified some ex-
isting tax expenditures, as follows:

—Special tax treatment was provided for qualified Hurricane
Katrina distributions from qualified retirement plans, 403(b) annu-
ities, and TRAs. These distributions are not subject to the 10-per-
cent early withdrawal tax, the distributions may be included in in-
come ratably over three years, and the distributions may be re-
contributed to an eligible retirement plan within three years. These
provisions became effective on the date of enactment. In Table 1,
these provisions are reflected in the estimates for the various pen-
sion and IRA tax expenditures listed under “Income Security.”

—The work opportunity tax credit was broadened to include
qualified Hurricane Katrina employees as a targeted group eligible
for the credit, and the expiration date for the credit was waived for
purposes of Hurricane Katrina employees. The credit applies to in-
dividuals who had a principal place of abode in the core disaster
area on August 28, 2005, and during the two-year period beginning
on that date, either (1) begin working in the core disaster area, or
(2) are displaced from such abode and begin working outside the
core disaster area. The work opportunity tax credit for other tar-
geted groups expired for employees hired after December 31, 2005.
However, the credit applies to wages paid to qualified employees
during the first 12 months of employment. Thus employees hired
in December 2005 will earn credits for their employers through No-
vember 2006. In Table 1, the tax expenditure estimate for the
“Work opportunity tax credit” is based on credits earned for Hurri-
cane Katrina employees working in 2006 and 2007, credits earned
for other targeted groups of employees working in 2006, and credits
earned in prior years and carried forward to taxable years beyond
2006.
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—A temporary suspension was provided for certain limitations
on charitable contributions by individuals and corporations. The
suspension applies to qualified contributions made during the pe-
riod August 28, 2005, through December 31, 2005. In the case of
a corporation, the qualified contributions must be for relief efforts
related to Hurricane Katrina. In Table 1, this suspension is re-
flected in the various tax expenditure estimates for deductions for
charitable contributions.

—An increase in the standard mileage rate was provided for tax-
payers who use a vehicle in providing donated services to charity
for the provision of relief related to Hurricane Katrina. In addition,
an exclusion was provided for certain mileage expense reimburse-
ments received by volunteer drivers who are providing donated
services to charity for the provision of relief related to Hurricane
Katrina. These two provisions apply to services donated during the
period August 25, 2005, through December 31, 2006. In Table 1,
the effects of these two provisions are reflected in the various tax
expenditure estimates for deductions for charitable contributions.

—The enhanced deduction for contributions of food inventories by
C corporations was extended to all taxpayers, effective for contribu-
tions made after August 28, 2005, and before January 1, 2006. In
Table 1, the effects of this deduction are reflected in the various
tax expenditure estimates for deductions for charitable contribu-
tions.

—The enhanced deduction for contributions of food inventories
was broadened to include contributions of books to certain public
elementary and secondary schools, effective for contributions made
after August 28, 2005, and before January 1, 2006. In Table 1, the
effects of this deduction are reflected in the tax expenditure esti-
mate for “Deduction for charitable contributions to educational in-
stitutions.”

—A suspension was provided for certain limitations on personal
casualty and theft losses. In general, such losses are deductible
only if they exceed $100 per casualty or theft, and only to the ex-
tent that the sum of all such losses exceeds 10 percent of an indi-
vidual taxpayer’s adjusted gross income. These two limitations
were suspended for casualty and theft losses that occurred on or
after August 25, 2005, in the Hurricane Katrina disaster area and
were attributable to the hurricane. In Table 1, the suspension of
these limitations is reflected in the tax expenditure estimate for
“Deduction for casualty and theft losses.”

—The first-time homebuyer requirement for qualified mortgage
bonds was waived for qualified Hurricane Katrina recovery resi-
dences, thereby authorizing the use of qualified mortgage bonds to
finance purchases of such residences. The provision became effec-
tive on the date of enactment and applies to residences financed be-
fore January 1, 2008. 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 owner-occupied
housing.”

—The replacement period for deferral of recognition of gain on
involuntary conversions of property was extended for property in
the Hurricane Katrina disaster area that was involuntarily
convered on or after August 25, 2005, by reason of Hurricane
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Katrina. The replacement period for such property was extended
from two years to five years, effective upon the date of enactment.
In Table 1, this change is reflected in the tax expenditure estimate
for “Deferral of gain on like-lind exchanges.”

—Qualified individuals may elect to calculate their earned in-
come credit and refundable child credit for the taxable year which
includes August 25, 2005, using their earned income from the prior
taxable year. Qualified individuals are (1) individuals who on Au-
gust 25, 2005, had their principal place of abode in the core dis-
aster area or (2) individuals who on such date were not in the core
disaster area but lived in the Hurricane Katrina disaster area and
were displaced from their homes. Qualified individuals are per-
mitted to make the election only if their earned income for the tax-
able year which includes August 25, 2005, is less than their earned
income for the preceding taxable year. In Table 1, the effects of this
election are reflected in the tax expenditure estimates for “Earned
income credit” and “Tax credit for children under age 17.”

The Gulf Opportunity Zone Act of 2005 (H.R. 4440), enacted on
December 21, 2005 (Pub. L. No. 109-135), created several new tax
expenditures and modified some existing tax expenditures. In the
descriptions that follow, the term “Guif Opportunity Zone” refers to
that portion of the Hurricane Katrina disaster area determined by
the President to warrant individual or individual and public assist-
ance from the Federal government under the Robert T. Stafford
Disaster Relief and Emergency Assistance Act by reason of Hurri-
cane Katrina. The term “Hurricane Rita disaster area” means an
area with respect to which a major disaster has been declared by
the President before October 6, 2005, under section 401 of the Rob-
ert T. Stafford Disaster Relief and Emergency Assistance Act by
reason of Hurricane Rita. The term “Rita GO Zone” means that
portion of the Hurricane Rita disaster area determined by the
President to warrant individual or individual and public assistance
from the Federal government under section 401 of the Robert T.
Stafford Disaster Relief and Emergency Assistance Act by reason
of Hurricane Rita. The term “Hurricane Wilma disaster area”
means an area with respect to which a major disaster has been de-
clared by the President before November 14, 2005, under section
401 of the Robert T. Stafford Disaster Relief and Emergency Assist-
ance Act by reason of Hurricane Wilma. The term “Wilma GO
Zone” means that portion of the Hurricane Wilma disaster area de-
termined by the President to warrant individual or individual and
public assistance from the Federal government under section 401
of the Robert T. Stafford Disaster Relief and Emergency Assistance
Act by reason of Hurricane Rita. The new tax expenditures are as
follows:

—An additional first-year depreciation deduction was provided
for qualified Gulf Opportunity Zone property. The deduction is ef-
fective for property placed in service on or after August 28, 2005,
and expires for property placed in service after December 31, 2008.

—Partial expensing was provided for Gulf Opportunity Zone
clean-up costs, defined as amounts paid or incurred for the removal
of debris from, or the demolition of structures on, real property lo-
cated in the Zone, effective for amounts paid or incurred on or after
August 28, 2005, and before January 1, 2008.
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—A 10-year carryback period was provided for casualty losses of
Gulf Opportunity Zone public utility property by reason of Hurri-
cane Katrina, effective for losses arising in taxable years ending on
or after August 28, 2005.

—A five-year carryback period was provided for net operating
losses attributable to various casualty losses and certain moving
expenses, temporary housing expenses, repair expenses, and other
expenses related to Hurricane Katrina, effective for losses paid or
incurred after August 27, 2005, and before January 1, 2008.

—A tax credit was provided for the holders of Gulf Tax Credit
Bonds, which are a new category of bonds that may be issued in
calendar year 2006 by the States of Louisiana, Mississippi, and
Alabama.

—Taxpayers who incurred casualty losses attributable to Hurri-
cane Katrina with respect to public utility property located in the
Gulf Opportunity Zone were provided the option to take such losses
into account in the fifth taxable year preceding the taxable year in
which the loss occurred, effective for taxable years ending on or
after August 28, 2005. In Table 1, this tax expenditure is listed as
“Five-year carryback period for casualty losses of public utility
property attributable to Hurricane Katrina.”

—A temporary income exclusion was provided for the value of in-
kind lodging provided for a month to a qualified employee (and
spouse and dependents) by or on behalf of a qualified employer,
with the employer receiving an income tax credit of 30 percent of
the value of the excluded lodging. A qualified employee is an indi-
vidual who had a principal residence in the Gulf Opportunity Zone
on August 28, 2005, and performed substantially all of his or her
employment services in the Zone for an employer with a trade or
business in the Zone. The provision applies to lodging provided dur-
ing the period beginning on the first day of the first month after
the date of enactment and ending on the date that is six months
after such first day. In Table 1, this tax expenditure is listed as
“Tax credit for Gulf Opportunity Zone employers providing in-kind
lodging for employees and income exclusion for the employees.”

The Gulf Opportunity Zone Act modified or extended a number
of existing tax expenditures, as follows:

—The States of Alabama, Louisiana, and Mississippi were au-
thorized to issue qualified Gulf Opportunity Zone private activity
bonds to finance the construction and rehabilitation of residential
and nonresidential property. The maximum amount of the bonds
that may be issued in each State is limited to $2,500 multiplied by
the population of the State. The bonds must be issued after the
date of enactment and before January 1, 2011. In Table 1, this new
bond authority is reflected in the tax expenditure estimate for “Ex-
i:)lus(ilon of interest on public purpose State and local government

onds.”

—An additional advance refunding was permitted for certain gov-
ernmental and qualified 501(c)(3) bonds issued by the States of
Alabama, Louisiana, and Mississippi, or any political subdivision
thereof, notwithstanding the general prohibition on the advance re-
funding of such bonds. The advance refunding is effective for bonds
issued after the date of enactment and before January 1, 2011. In
Table 1, this new bond authority is reflected in the tax expenditure
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estimate for “Exclusion of interest on public purpose State and
local government bonds.”

—The limits on section 179 expensing were increased for quali-
fied Gulf Opportunity Zone property acquired on or after August
28, 2005, and placed in service on or before December 31, 2007. In
Table 1, the effects of this increase are reflected in the tax expendi-
ture estimate for “Expensing under section 179 of depreciable busi-
ness property.” _

—A number of modifications were made to the low-income hous-
ing credit. Some of the modifications only apply to property within
the Gulf Opportunity Zone while others also apply to property in
the Rita and Wilma Gulf Opportunity Zones. The modifications
have various effective dates. In Table 1, the effects of these modi-
fications are reflected in the tax expenditure estimate for “Tax
credit for low-income housing.”

—The expensing of environmental remediation costs, which was
scheduled to expire for costs paid or incurred after December 31,
2005, was extended for two years (through December 31, 2007) for
qualified contaminated sites located in the Gulf Opportunity Zone.

—The tax credit for rehabilitation expenditures was increased for
certified historic structures and qualified rehabilitation buildings in
the Gulf Opportunity Zone, effective for costs incurred on or after
August 28, 2005, and before January 1, 2009.

—The expensing limit for reforestation expenditures was doubled
for qualified timber property located in the Gulf, Rita, and Wilma
Opportunity Zones. The effective dates vary depending upon the
Zone in which the property is located. The expensing expires for
costs paid or incurred after December 31, 2007. In Table 1, the ef-
fects of this expensing are reflected in the tax expenditure estimate
for “Amortization and expensing of reforestation expenditures.”

—For the purpose of the five-year carryback rule for net losses
from farming, the definition of a farming loss was broadened to in-
clude certain losses attributable to qualified timber property lo-
cated in the Gulf or Rita Opportunity Zones. The proposal is effec-
tive for taxable years ending on or after August 28, 2005, for losses
occurring after August 28, 2005 (in the Gulf Opportunity Zone;
after September 23, 2005 (in the Rita Zone); after October 23, 2005
(in the Wilma Zone), and before January 1, 2007. In Table 1, the
effects of this provision are reflected in the tax expenditure esti-
mate for “Five-year carryback period for net operating losses attrib-
utable to farming.”

—Additional allocations were provided for the new markets tax
credit, in the amounts of $300 million for 2005 and 2006 and $400
million for 2007, to be allocated among qualified community devel-
opment entities to make qualified low-income community invest-
ments within the Gulf Opportunity Zone. In Table 1, these new al-
locations are reflected in the tax expenditure estimate for “New
markets tax credit.”

—A temporary expansion of the Hope and Lifetime Learning
credits was provided for students attending an eligible education
institution located in the Gulf Opportunity Zone, effective for tax-
able years beginning in 2005 or 2006. In Table 1, the effects of this
expansion are reflected in the tax expenditure estimate for “Tax
credits for tuition for post-secondary education.”
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—An extension was provided for the waiver of the first-time
homebuyer requirement with respect to qualified Hurricane
Katrina recovery residences financed with qualified mortgage
bonds. The extension applies to financing provided through Decem-
ber 31, 2010. In Table 1, the effects of this extension are reflected
in the tax expenditure estimate for “Exclusion of interest on State
and local government qualified private activity bonds for owner-oc-
cupied housing.”

—The Secretary of the Treasury was authorized to extend beyond
December 31, 2005, on a case-by-case basis, the placed-in-service
date for bonus depreciation, for property placed in service or manu-
factured in the Gulf, Rita, or Wilma Opportunity Zones. The au-
thority extends only to circumstances in which the taxpayer was
unable to meet the December 31, 2005, deadline as a result of Hur-
ricane Katrina, Rita, or Wilma. In Table 1, this extension is re-
flected in the tax expenditure estimate for “Depreciation of equip-
ment in excess of the alternative depreciation system.”

—The special tax treatment for qualified Hurricane Katrina dis-
tributions from qualified retirement plans, 403(b) annuities, and
IRAs was expanded to include any “qualified hurricane distribu-
tion,” defined to include distributions related to Hurricanes Rita
and Wilma, effective upon date of enactment. In Table 1, this ex-
pansion is reflected in the various pension and IRA tax expendi-
tures listed under “Income Security.”

—The employee retention credit for employers affected by Hurri-
cane Katrina was extended to include employers affected by Hurri-
canes Rita and Wilma and the employer size limitation was elimi-
nated. The retention credit is effective for wages paid after Sep-
tember 23, 2005, in the case of Hurricane Rita and wages paid
after October 23, 2005, in the case of Hurricane Wilma.

—The temporary suspension of certain limitations on charitable
contributions made by individuals and corporations, which applied
to contributions for relief efforts related to Hurricane Katrina, was
broadened to include relief efforts related to Hurricanes Rita and
Wilma. In Table 1, this broadened suspension of limitations is re-
flected in the various tax expenditure estimates for deductions for
charitable contributions.

—The suspension of certain limitations on personal casualty and
theft losses, which applied to losses occurring in the Hurricane
Katrina disaster area, was broadened to include losses occurring in
the Hurricane Rita disaster area on or after September 23, 2005,
and losses occurring in the Hurricane Wilma disaster area on or
after October 23, 2005. In Table 1, this broadened suspension of
limitations is reflected in the tax expenditure estimate for “Deduc-
tion for casualty and theft losses.”

—The Hurricane Katrina look-back rules for calculating the
earned income credit and refundable child credit were broadened to
include qualified individuals affected by Hurricanes Rita and
Wilma. The look-back rules apply to Hurricane Rita individuals in
taxable years that include September 23, 2005, and Hurricane
Wilma individuals in taxable years that include October 23, 2005.
In Table 1, the effects of this broadening of the look-back rules are
reflected in the tax expenditure estimates for “Earned income cred-
it” and “Tax credit for children under age 17.”
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—The waiver of the first-time homebuyer requirement for quali-
fied Hurricane Katrina recovery residences was extended to include
residences located in the Rita and Wilma Gulf Opportunity Zones,
thereby authorizing the use of qualified mortgage bonds to finance
the purchases of residences in these zones, and other rules gov-
erning the mortgage bonds were liberalized. The broadened waiver
and other liberalized rules apply to residences financed before Jan-
uary 1, 2011, In Table 1, the broadened waiver and liberalized
rules are reflected in the tax expenditure estimate for “Exclusion
of interest on State and local government qualified private activity
bonds for owner-occupied housing.”

—The option to treat combat pay that is otherwise excluded from
gross income under section 112 as earned income for purposes of
the earned income credit, which was scheduled to expire for taxable
years ending after December 31, 2005, was extended for one year,
and is now effective for taxable years ending before January 1,
2006. In Table 1, the effect of this extension is reflected in the tax
expenditure estimate for “Earned income credit.”

Expiring Tax Expenditure Provisions

A number of tax expenditure provisions expired in 2005 or are
scheduled to expire in 2006:

—The above-the-line deduction for teacher classroom expenses
expired for expenses incurred in taxable years beginning after De-
cember 31, 2005. This tax expenditure is no longer listed in Table
1.

—The above-the-line deduction for qualified tuition and related
expenses (section 222) expired for taxable years beginning after De-
cember 31, 2005. This tax expenditure is no longer listed in Table
1.

—The option to deduct State and local sales taxes in lieu of State
and local income taxes expired for taxable years beginning after
December 31, 2005. In Table 1, this change is reflected in the tax
expenditure estimate for “Deduction for non-business State and
local government income, sales, and personal property taxes.”

—The enhanced deduction for corporate contributions of com-
puter equipment to public libraries and elementary and secondary
schools expired for contributions made after December 31, 2005. In
Table 1, this expiration is reflected in the tax expenditure estimate
for “Deduction for charitable contributions to educational institu-
tions.”

—The authority to issue qualified zone academy bonds expired
for obligations issued after December 31, 2005. The tax expenditure
estimate in Table 1 reflects the tax credits that will be earned by
the holders of bonds issued prior to the expiration.

—The tax incentives for the District of Columbia enterprise zone
expired after December 31, 2005. This tax expenditure is no longer
listed in Table 1.

—The tax incentives for the New York City Liberty Zone include
(1) an additional first-year depreciation deduction for qualified Lib-
erty Zone property, which expires for property placed in service
after December 31, 2009; (2) the authority to issue tax-exempt pri-
vate activity bonds, which was extended by the Working Families
Tax Relief Act of 2004 and expires after December 31, 2009; (3) a
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work opportunity tax credit for Liberty Zone employees, which ex-
pired for work performed after December 31, 2003; (4) the author-
ity for one additional advance refunding for certain bonds for facili-
ties located in New York City, which was extended by the Working
Families Tax Relief Act of 2004 and expires after December 31,
2005; (5) an increase in section 179 expensing for qualified property
used in the Liberty Zone, which expires for taxable years beginning
after December 31, 2006; and (6) a five-year recovery period for
Liberty Zone leasehold improvement property, which expires for
property placed in service after December 31, 2006. In Table 1,
these expirations are reflected in the tax expenditure estimate for
“New York City Liberty Zone tax incentives.”

—The tax credit for research and experimentation expenses ex-
pired for expenses paid or incurred after December 31, 2005. This
tax expenditure is no longer listed in Table 1.

—The wage credit for Indian reservation employment expired for
wages incurred after December 31, 2005. This tax expenditure is
not listed in Table 1 because the estimated revenue loss in fiscal
year 2006 is below the de minimis amount.

—The 15-year straight-line cost recovery for qualified leasehold
improvement property and qualified restaurant property expires for
property placed in service after December 31, 2005. In Table 1,
these expirations are reflected in the tax expenditure estimate for
“Depreciation of buildings other than rental housing in excess of
the alternative depreciation system.”

—The deduction for clean-fuel vehicles and refueling property ex-
pired for property placed in service after December 31, 2005. This
tax expenditure is no longer listed in Table 1.

—The tax credit for Puerto Rico and possession income and Puer-
to Rico economic activity expires for taxable years beginning after
2005. In Table 1, this expiration is reflected in the tax expenditure
estimate for this provision.

—After December 31, 2005, no new contributions may be made
to Archer Medical Savings Accounts (“MSAs”) except by individuals
who previously made Archer MSA contributions and by employees
of small employers with prior Archer MSA participation. The Ar-
cher MSA tax expenditure is not listed in Table 1 because the esti-
mated revenue loss is below the de minimis amount.

Comparisons with Treasury Department

The Joint Committee staff and Treasury lists of tax expenditures
differ in three respects. First, the Treasury uses a different classi-
fication of those provisions 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 definition 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 account-
ing by certain businesses provides an example. The Treasury con-
siders the cash accounting option for certain businesses to be a
part of normal income tax law, but the Joint Committee staff meth-
odology treats it as a departure from normal income tax law that
constitutes a tax expenditure.
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Second, the Joint Committee staff and Treasury estimates of tax
expenditures span slightly different sets of years. The Treasury’s
estimates cover a seven-year period—the last fiscal year, the cur-
rent fiscal year when the President’s budget is submitted, and the
next five fiscal years, i.e., fiscal years 2005-2011. The Joint Com-
mittee staff estimates cover the current fiscal year and the suc-
ceeding four fiscal years, i.e., fiscal years 2006-2010.

Third, 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 2006
through 2010. 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 2005 through
2011.

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.

The following is a list of tax provisions that are contained in the
Joint Committee staff list of tax expenditures (and are shown in
Table 1) but are not contained in the Treasury list:

National defense

—Deduction for overnight-travel expenses of National Guard and
Reserve Members

Energy

—Five-year carryback period for certain net operating losses of
electric utility companies

Natural resources and environment

—Exclusion of contributions in aid of construction for water and
sewer utilities

—Special rules for mining reclamation reserves

—Special tax rate for nuclear decommissioning reserve funds

—Amortization of certified pollution control facilities

—Amortization and expensing of reforestation expenditures

Agriculture

—Exclusion of cost-sharing payments
—TFive-year carryback period for net operating losses attributable
to farming

Insurance companies

—Special treatment of life insurance company reserves
—Deduction of unpaid loss reserves of property and casualty com-
panies

Other business and commerce

—Expensing of magazine circulation expenditures
—Special rules for magazine, paperback book, and record returns
—Completed contract rules
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—~Cash accounting, other than agriculture

—Deferral of gain on like-kind exchanges

—Exception from net operating loss limitations for corporations in
bankruptcy

—Tax credit for employer-paid FICA taxes on tips

—Tax credit for the cost of carrying tax-paid distilled spirits in
wholesale inventories

Employment

—Exclusion of miscellaneous fringe benefits

—Exclusion of employee awards

—Ezxclusion of income earned by voluntary employee beneficiary as-
sociations

—Deferral of taxation on spread on acquisition of stock under in-
centive stock option plans and employee stock purchase
plans

Health

—Ezxclusion of medical care and Tricare medical insurance for mili-
tary dependents, retirees, and retiree dependents

Medicare

—Exclusion of Medicare Hospital Insurance (Part A)

—Exclusion of Medicare Supplementary Medical Insurance (Part
B)

—Exclusion of Medicare prescription drug insurance (Part D)

—Exclusion of certain subsidies to employers who maintain pre-
scription drug plans for Medicare enrollees

The following tax provisions are not included in the Joint Com-
mittee staff list of tax expenditures or the Treasury list. However,
these provisions are viewed as tax expenditures by the Joint Com-
mittee staff. These provisions are not listed in Table 1 because the
estimated revenue losses for fiscal years 2005 through 2009 are
below the de minimis amount ($50 million):

Energy

—Tax credit for enhanced oil recovery costs

—Expensing of tertiary injectants

—Tax credit for the residential purchase of qualified photovoltaic
and solar water heating property

—Tax credit for electric vehicles

Agriculture
—Cash accounting for agriculture

Financial institutions

—Ezxclusion of investment income from structured settlement ar-
rangements

Commaunity and Regional Development
—Wage credit for Indian Reservation employment
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Social services

—Exclusion of restitution payments received by victims of the Nazi
regime and the victims’ heirs and estates

Income security

—Exclusion of survivor annuities paid to families of public safety
officers killed in the line of duty
—Exclusion of disaster mitigation payments

The following is a list of the tax provisions that are included in
the Treasury list and are viewed as tax expenditures by the Joint
Committee staff but are excluded from Table 1 because the esti-
mated revenue losses for fiscal years 2005 through 2009 are below
the de minimis amount ($50 million):

Energy

—Tax credit for production of electricity from qualifying advanced
nuclear power facilities
—Tax credit for the construction of energy-efficient new homes

Agriculture

—Deferral of tax on gains from the sale of stock in a qualified re-
finer or processor to an eligible farmer’s cooperative

Financial institutions
—Bad debt reserves of financial institutions

Insurance companies

—Special alternative tax on small property and casualty insurance
companies
—Tax exemption for certain small insurance companies

Other business and commerce

—Exclusion of income from discharge of indebtedness incurred in
connection with qualified real property

Community and Regional Development
—Expensing of environmental remediation costs (“Brownfields”)

Health
—Archer medical savings accounts

There are five additional tax expenditure provisions in the Treas-
ury list that are not included in the Joint Committee staff list. Two
of the provisions involve exceptions to the passive loss rules: the
exception for working interests in oil and gas properties, 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 in-
cluded in the estimates of the tax expenditure provisions that are
affected by the rules.14 The third and fourth provisions are the tax
exemption for certain mutual and cooperative telephone and elec-
tric companies and the exclusion of gain on the sale or exchange

14 See discussion of the alternative minimum tax and passive loss rules, above on page 6.
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of certain brownfield sites by certain tax-exempt organizations.
These two provisions are not in the Joint Committee staff list be-
cause the special tax rules for pass-through entities are assumed
to be a part of normal tax law.15 The fifth provision in the Treas-
ury list that is not in the Joint Committee staff list is the alter-
native fuel and fuel mixture tax credit. This tax credit is not in the
Joint Committee staff list because it is a credit against excise tax
and has no effect on income tax liabilities.

15 See discussion on pages 7-8, above.



II. MEASUREMENT OF TAX EXPENDITURES

Tax Expenditure Estimates 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. Taxpayer behavior is assumed to remain unchanged for
tax expenditure estimate purposes.15

The tax expenditure estimates in this report are based on the
January 2006 Congressional Budget Office revenue baseline and
Joint Committee staff projections of the gross income, deductions,
and expenditures of individuals and corporations for calendar years
2005-2010. These projections are used to compute tax liabilities for
the present-law revenue baseline and tax liabilities for the alter-
native 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 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 estimates in this report are based on projections of ac-
tual claims under the various tax provisions, not the tax benefits
to which taxpayers are entitled.

Some tax expenditure estimates are based partly on statistics for
income, deductions, and expenses for prior years. Accelerated de-
preciation is an example. Estimates for this tax expenditure are
based on the difference between tax depreciation deductions under
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 estimated separately, under the assump-
tion that all other tax expenditures remain in the tax 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.

Year-to-year differences in the estimates for each tax expenditure
reflect changes in tax law, including phaseouts of tax expenditure

15 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. The Treasury Department presents estimates of outlay equivalents in the President’s
budget in addition to presenting estimates in the same manner as the Joint Committee staff.

(26)
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provisions and changes that alter the definition of the normal in-
come tax structure, such as the tax rate schedule, the personal ex-
emption amount, and the standard deduction. Some of the esti-
mates 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 estimating
techniques.

Tax Expenditures versus Revenue Estimates

A tax expenditure estimate 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 estimates do
not incorporate the effects of the behavioral changes that are an-
ticipated to occur in response to the repeal of a tax expenditure
provision. Second, tax expenditure estimates are concerned with
changes in the tax liabilities of taxpayers. Because the tax expendi-
ture focus is on tax liabilities as opposed to Federal government tax
receipts, there is no concern for the timing of tax payments. Rev-
enue estimates are concerned with changes in Federal tax receipts
that are affected by the timing of tax payments. Third, some of the
tax provisions that provide an exclusion from income also apply to
the FICA tax base, and the repeal of the income tax provision
would automatically increase FICA tax revenues as well as income
tax revenues. There may also be interactions between income tax
provisions and other Federal taxes such as excise taxes and the es-
tate 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.






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 footnote
1. For each of these items, the footnote means that the tax expendi-
ture 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.

(29)



Table 1.—Tax Expenditure Estimates by Budget Function, Fiscal Years 2006-2010
[Billions of dollars]

. Corporations Individuals Total
Function 2006-10
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
National Defense
Exclusion of benefits and allowances to Armed

FOrces Personnel ..........ocooooeiiiiiiiiiieiieeicices veeienies eevvereeae eeerenveees seteerreeses aessessenees 2.8 2.8 2.9 3.0 3.0 14.5
Exclusion of military disablity benefits ............. cccveciiins cvvviivis e v cereeana 0.1 0.1 0.1 0.1 0.1 0.4
Deduction for overnight-travel expenses of Na-

tional Guard and Reserve Members ......c..ccce. coveriveies ceeecvviene recvieees vevenienies cvsarerenaes 0.1 0.1 0.1 0.1 0.1 0.3

International Affairs
Exclusion of income earned abroad by U.S. citi-

ZEIIS eveeurvtrrreratrsenrenseesrentsstetaasesernestentesaenrane  osaeesesnres  stessveresse sesssesrress cecssssessee cessessesses 3.8 4.0 4.2 44 4.6 21.0
Exclusion of certain allowances for Federal em-

PLOYEES ADTOAM ...t reeirees crerreiie cveerretene aeeeereeree eeeueisaeses  teereeeenes 0.6 0.6 0.7 0.7 0.8 34
Exclusion of extraterritorial income .................. 3.9 1.9 0.1 0.1 0.1 0.1 &) &) 1) &) 6.2
Deferral of active income of controlled foreign

COTPOTALIONS ..ccoeemrirerireeecaercrenrnrreereereneenrrens 3.4 30.1
Inventory property sales source rule exception 6.2 33.0
Deferral of certain active financing income ...... 1.1 2.8

General Science, Space, and Technology
Expensing of research and experimental ex-
PENAILUTES ...ooveevernrreeeniereieeeteeteesereseeresaeaenas 2.0 3.7 5.5 6.0 5.8 ™ 0.1 0.1 0.1 0.1 29.4
Energy
Expensing of exploration and development

costs:

Oil and gas ....ccccvvveeerereceennenreseeeeneeeseneens 1.1 1.6 1.2 0.8 0.6 ) ® Q) ) O] 54

Other fuels .....c...coveeieeeveiieeeeieereree e O ) & ) ™ * * ) Q) 1 0.2
Excess of percentage over cost depletion:

Oil and gas .....cccovvineeeeccreerrrenneeeeceernnene 1.0 1.0 0.9 0.9 0.9 m @) 1) ) M 4.7

Other fuels ... 0.1 0.1 0.1 0.1 0.1 ™ ) m ™ ) 0.6

o€



Tax credit and deduction for small refiners
with capital costs associated with EPA sul-
fur regulation compliance .........cccecereueinnenee

Tax credit for production of non-conventional
FUELS .ot

Tax credit for alcohol fuels? ...

Tax credit for biodiesel fuels 3

Exclusion of interest on State and local govern-
ment qualified private activity bonds for en-
ergy production facilities ...........cccecceevrvvenennen.

Exclusion of energy conservation subsidies pro-
vided by public utilities

Energy credit (Section 48)

Tax credit for electricity production from re-
newable reSources .........ccooeeveceerrevreeneranreeann

Deferral of gain from the disposition of electric
transmission property to implement Federal
Energy Regulatory Commission restruc-
turing policy .....cceveeeeievierennncrrce et

Tax credit for holders of clean renewable en-
ergy bonds ....ccceoveeverniniiiiniecreerseeete e

Tax credits for investments in clean coal power
generation facilities ............ccccveevveervnieecenennn.

Expensing of the cost of property used in the
refining of liquid fuels .........ocoeveeeevininnninnenns

Amortization of geological and geophysical
costs associated with oil and gas exploration

Deduction for expenditures on energy-efficient
commercial building property ........ccccooeeuenen.

Tax credit for the purchase of qualified energy
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efficiency improvements to existing homes ... ..o corvieeiies ceveeiens s e,

Tax credit for the production of energy-efficient
APPLIANCES ...ooveereeneeieieee et
Tax credits for alternative technology vehicles

0.1
0.1
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Table 1.—Tax Expenditure Estimates by Budget Function, Fiscal Years 2006-2010—Continued
[Billions of dollars]

Corporations Individuals Total
Function 2006-10
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
Tax credit for clean-fuel vehicle refueling prop-

ETLY vttt e ses et ene &) ™ ® ®) M) ® M) ®) ™ ™ 0.1
Five-year carryback period for certain net op-

erating losses of electric utility companies .... 0.1 (e} ) *) () et s s e e 0.1

Natural Resources and Environment
Expensing of exploration and development

costs, nonfuel minerals ...........cccccoevevvivrrenernens 0.1 0.1 0.1 0.1 0.1 @ @ ) ) ) 0.4
Excess of percentage over cost depletion,

nonfuel minerals .........cccoevevereniveninnnnceninne 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 1.0
Expensing of timber-growing costs 0.2 0.2 0.2 0.2 0.2 ™ ) ) ® ) 1.1
Exclusion of interest on State and local govern-

ment qualified private activity bonds for

sewage, water, and hazardous waste facili-

BIES cerrreeerree et rerrree e e trrsrre e e e s e e st cennaes 0.2 0.2 0.2 0.2 0.2 0.4 04 0.5 0.5 0.5 3.3
Special rules for mining reclamation reserves .. ¢ (O] O] ® )] ®) M) ® ® ® 0.2
Special tax rate for nuclear decommissioning

reserve funds .......ccccvmveennniicnnecnne 0.5 0.6 0.7 0.8 0.8 i e e e seeneenane 34
Exclusion of contributions in aid of construc-

tion for water and sewer utilities ................... ® ) @ @ (1) e e et i beeeeans 0.2
Amortization of certified pollution control fa-

CIHEIES coveerceieiiicceeecrenrecrcc et ne ™) ™ 0.1 0.1 0.1 i rrrreree cerreennens cerrrrentns ssereeeenns 0.3
Amortization and expensing of reforestation

€XPENAItUTES .......vvveeerrienneereiieeeireeeniesesnreeeneanas (1) M O] ™) @) 0.1 0.1 0.1 0.1 0.1 0.6

Agriculture
Expensing of soil and water conservation ex-

PENdItures ......ccccvieernirereeieiresesee e ) ™ ) ™) ®) ® ™ ™ @ M) 0.2
Expensing of fertilizer and soil conditioner

COSES vverieiererenrenieseeerreereresaeneesrssenesnesesesseenresaone ® ™ @ ™ m 0.2 0.1 0.1 0.1 0.1 0.7

A



Expensing of the costs of raising dairy and
breeding cattle .......cccoceeeereerrecinieree e
Exclusion of cost-sharing payments ...................
Exclusion of cancellation of indebtedness in-
come of farmers ........cccoovveerinecernvenncnvnneeneens
Income averaging for farmers and fishermen ...
Five-year carryback period for net operating
losses attributable to farming .......c.ccccoecvreveee.
Commerce and Housing
Financial institutions:
Exemption of credit union income ..................
Insurance companies:
Exclusion of investment income on life insur-
ance and annuity contracts .............cc.cce.....
Small life insurance company taxable income
adjustment ..........ccooeceiinnienieen e
Special treatment of life insurance company
FEBEIVES .coveeeerierenirerreeaereessossesessesasaseessenesns
Deduction of unpaid property loss reserves
for property and casualty insurance com-
PATLES .oocveirrererieeesereerentennasesessessosnesnasasseseens
Special deduction for Blue Cross and Blue
Shield companies ........cc.cccouereeverereneensesneens
Housing:
Deduction for mortgage interest on owner-oc-
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Exclusion of capital gains on sales of prin-
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Exclusion of interest on State and local gov-
ernment qualified private activity bonds
for owner-occupied housing ........c..ccoceceenne
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Table 1.—Tax Expenditure Estimates by Budget Function, Fiscal Years 2006-2010—Continued
[Billions of dollars] )

Corporations Individuals Total

Function
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 2006-10

Exclusion of interest on State and local gov-

ernment qualified private activity bonds

for rental housing ..........cceevvvrevveriiernernnneene 0.2 0.2 0.2 0.2 0.2 0.5 0.5 0.5 0.6 0.6 3.7
Depreciation of rental housing in excess of

alternative depreciation system 04 0.5 0.6 0.7 0.8 4.0 4.6 5.3 6.1 7.0 29.9
Tax credit for low-income housing 34 3.6 3.8 4.1 44 1.4 1.5 1.6 1.7 1.9 27.4
Tax credit for rehabilitation of historic struc-

BUTES ettt cerrreree e ree e e s eaeerees 0.3 0.3 0.3 0.3 0.3 0.1 0.1 0.1 0.1 0.1 2.2
Tax credit for rehabilitation of structures,

other than historic structures ..................... 1 (€3] (&) (&) (&) 0.1 0.1 0.1 0.1 0.1 0.5

Additional exemption for housing provided to

individuals  displaced by Hurricane

KALTINa .oooiiiiii e i et et eesseteens eraseesens 0.1 () et s reereeees 0.1
Tax credit for Gulf Opportunity Zone em-

ployers providing in-kind lodging for em-

ployees and income exclusion for the em-

PLOYEES .eeeneciiiicceeecrtirece ettt saesnes 0.1 (D) vt et e 0.1 (D) et e e 0.2

Other business and commerce:

Reduced rates of tax on dividends and long-

term capital gains .....c..cccocveeeinene 92.2 94.5 101.7 99.6 50.2 438.1
Exclusion of capital gains at death .......... - 50.9 51.9 53.2 69.7 64.5 290.2
Carryover basis of capital gains on gifts 54 5.5 5.7 7.6 56.1 80.3
Deferral of gain on non-dealer installment

SALES .everereeinete ettt 0.6 0.7 0.7 0.7 0.8 0.5 0.5 0.5 0.6 0.6 6.2
Deferral of gain on like-kind exchanges ........ 2.0 2.1 2.2 2.4 2.5 0.8 0.8 0.9 0.8 1.0 15.5

Depreciation of buildings other than rental
housing in excess of alternative deprecia-
HHON SYSteM ... 0.4 0.6 0.8 1.1 14 0.4 0.5 0.7 1.0 1.3 8.3

¥E



Depreciation of equipment in excess of the
alternative depreciation system ..................
Expensing under section 179 of depreciable
business property .......c..c.ccovvieeiiieecrecnreennnnn.
Amortization of business startup costs ..........
Reduced rates on first $10,000,000 of cor-
porate taxable income ..........c.cocoooiiinnnne
Permanent exemption from imputed interest
TULES oottt
Expensing of magazine circulation expendi-
BUTES .oveciiiiniiii it
Special rules for magazine, paperback book,
and record returns ............ceeceecerveneerveneennn.
Completed contract rules ........cccccocecvvevennnnns
Cash accounting, other than agriculture .......
Exclusion of interest on State and local gov-
ernment small-issue qualified private ac-
tivity bonds .......cceececeeiiiiieeerereece e
Exception from net operating loss limitations
for corporations in bankruptcy proceedings
Tax credit for employer-paid FICA taxes on
BIDS -eeeriiereeniieieerest et e e et e s e e s et
Deduction of certain film and television pro-
dUCtion COSES ...c.eeveervereienieneceecre e
Production activity deduction ............cccuve......
Tax credit for the cost of carrying tax-paid
distilled spirits in wholesale inventories ....
Partial expensing of Gulf Opportunity Zone
clean-up costs ......ccoeeverrveireeiinnncrenense e
Additional first-year depreciation for Gulf
Opportunity Zone property ..........cc.cceceeunen.
Ten-year carryback period for casualty losses
of public utility property attributable to
Hurricane Katrina .......c.oceeceveeeenrivinnecnineennnne
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Table 1.—Tax Expenditure Estimates by Budget Function, Fiscal Years 2006-2010—Continued
[Billions of dollars]

Corporations Individuals Total

Function
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 2006-10

Five-year carryback period for -casualty
losses of public utility property attrib-
utable to Hurricane Katrina ...................... 0.1 (1) 4) 4 (G SO SO 0.1
Five-year carryback period for losses attrib-
utable to various expenses related to Hur-
ricane Katrina ......cccoveveccneiniinennnnnnnnne 1.0 0.3 =01 —0.2  —0.2 ciioieees e crevteniee vernrene senreeenee 0.9
Tax credit for employers for retention of em-
ployees affected by Hurricanes Katrina,
Rita, and Wilma .....cccocevvminncnniinnneniccene ) 1) O] ™) O] m O] ®) (G5 TSN 0.2
Transportation
Exclusion of interest on State and local govern-
ment qualified private activity bonds for
highway projects and rail-truck transfer fa-

CIEIES oveveeeeereieercceer et €3} ) (€3] ™ @) @ (1) @) @) ) 0.1
Provide a 50-percent tax credit for certain ex-

penditures for maintaining railroad tracks ... 0.1 0.1 0.1 0.1 (1) s vcmeres errrienes cevnreeiene reereeneens 0.4
Deferral of tax on capital construction funds of

shipping cOmMPAanies ........ccccovvereerererveeneeeerrireene 0.1 0.1 0.1 0.1 0.1 ciciies s et ceeerrens veenereens 0.4
Exclusion of employer-paid transportation ben-

EIIES viveerietierectreerirrer e et ee e ee s st eae et et renes seessereetes sesessesens sevesssesues sesterersens fevessessens 4.2 4.3 44 45 4.7 22.1

Community and Regional Development

New York City Liberty Zone tax incentives ...... 04 0.2 0.1 “ -01 -01 0.2 0.1 0.2 0.1 1.0
Empowerment zone tax incentives 0.3 04 0.4 0.4 0.2 0.4 0.4 0.4 0.5 0.3 3.7
Renewal community tax incentives .... 0.2 0.2 0.2 0.2 0.2 0.3 0.4 0.4 0.4 0.3 29
New markets tax credit .......ccccveveeeeervnieserceennene 0.2 0.3 04 0.3 0.3 0.3 04 0.5 0.5 04 3.7

Exclusion of interest on State and local quali-
fied private activity bonds for green build-
ings and sustainable design projects .............. ® (€3} 1 ®) O] ) m ™ @ (O] 0.1
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Exclusion of interest on State and local govern-
ment qualified private activity bonds for pri-
vate airports, docks, and mass-commuting
facilities .......ccccoiverieriniecriesienteieree e

Education, Training, Employment, and So-

cial Services

Education and training:

Tax credits for tuition for post-secondary
education .......cocccecenirirreierreere e
Deduction for interest on student loans ........
Exclusion of tax on earnings of Coverdell
education savings accounts .............ccccco.....
Exclusion of interest on educational savings
BONAS ..o
Exclusion of tax on earnings of qualified tui-
tiON Programs .......c.ceceeveeveeveenmrerraeneeceennens
Exclusion of scholarship and fellowship in-
COTIIE ..vevenreerarreaerrnsreseseasessessanearsassssensesessanes
Exclusion of income attributable to the dis-
charge of certain student loan debt and
NHSC Educational Loan repayments ........
Exclusion of employer-provided education as-
sistance benefits ...........cccoceevvrvriiieccniennne
Exclusion of employer-provided tuition re-
duction benefits ............cooeeevieieniecireneiens
Parental personal exemption for students
age 19t0 23 ...
Exclusion of interest on State and local gov-
ernment qualified private activity bonds
for student 10ans ...,
Exclusion of interest on State and local gov-
ernment qualified private activity bonds
for private nonprofit and qualified public
educational facilities ........ccccccoeeeeiirievrcennnne

0.3

0.3

0.3

0.3

0.4

0.7

4.9
0.8

0.1
®
0.7

1.5

Q)
0.8
0.2

0.5

0.3

11

0.8

5.2
0.9

0.1
Q)
0.8

1.6

™
0.9
0.2

0.2

0.3

1.2

0.8

5.1
0.9

0.1
O
0.9

1.7

Q)
0.9
0.2

0.2

0.3

1.2

0.9

5.0
0.9

0.2
®
1.0

18

™
0.9
0.2

0.1

04

1.3

0.9

5.0
1.0

0.2
™
1.0

1.9

™
0.9
0.2

O

04

1.3

5.8

25.2
4.5

0.7
0.1
4.3

8.5

0.1
4.4
1.0

1.0

2.3

8.4
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Table 1.—Tax Expenditure Estimates by Budget Function, Fiscal Years 2006-2010—Continued
[Billions of dollars]

Corporations : Individuals T
Function otal
2006-10
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
Tax credit for holders of qualified zone acad-

emy bonds ......coceiveiiiiiiiiieee e 0.1 0.1 0.1 0.1 0.1 (it s e e vreerene 0.5
Deduction for charitable contributions to

educational institutions ...........cocccevvevnennen. 0.7 0.7 0.7 0.8 0.8 5.3 5.9 6.3 6.8 7.1 35.1

Employment:
Exclusion of employee meals and lodging

(other than MIlILATY) ......ccccovviiiiiieiiiiiniiies cerrieiins cerreeens vreeeesie riesereeiee essaesenees 0.9 09 09 1.0 1.0 49
Exclusion of beuefits provided under cafe-

BEIIA PLANS D ..ottt seerteres cevresreens erreentiiens ssvessesiees srvenressens eessesseens 279 30.6 33.4 36.6 40.0 168.5
Exclusion of housing allowances for min-

ISEETS oottt ettt ettt s et et eeaenes tvostssieae eeutesiesass astessiissie eormsessesss enrsessesne 0.5 0.5 0.5 .0.6 0.6 2.7
Exclusion of miscellaneous fringe benefits ... ..cccccee cevieecees cvvcvecines ereveiees e 6.6 6.8 7.0 7.2 7.7 35.2
Exclusion of employee awards ..........cocoivvvie crccivnnt ceiencey e ceienrenes cveneeeae 0.2 0.2 0.2 0.2 0.2 0.9
Exclusion of income earned by voluntary em-

ployees’ beneficiary associations ......c..cccc.. cccvceviiis ceviieiiies cevrieieen cevesiees cvrenreaes 3.3 3.4 3.5 3.7 3.8 17.6
Special tax provisions for employee stock

ownership plans (ESOPs) .....cccoccoeveueninnnne. 0.8 0.9 0.9 1.0 1.1 0.3 0.3 0.3 0.3 0.3 6.2
Work opportunity tax credit .... 0.2 0.1 0.1 ™) ™) M M O ) ™ 0.8
Welfare-to-work tax credit ..........coceeveeeiveennns m ) 1) ) m) ) 1) 1) (€ N 0.2
Deferral of taxation and capital gains treat-

ment on spread on acquisition of stock

under incentive stock option plans and

employee stock purchase plans® ... cecevviins crnrivciee crrrerrens e e 0.4 04 0.4 0.2 01 1.5

Social services:
Tax credit for children under age 177 ... oiieviiis criivien crreiers rrvrteens rverneeees 46.0 45.9 46.1 46.0 46.0 230.0

Tax credit for child and dependent care and
exclusion of employer-provided child
CATE (B) oeeiiieiiteeeee et e eeeete et e e eesvaesstee e esvasss teesteestees ssstesseesse  sesesseesse  sstessesesce seessesssees 3.1 2.7 2.7 2.6 2.5 135
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Tax credit for employer-provided dependent
CATE .vereereeeneeeeneeririensesraeeseentestessseseseresstsstone
Exclusion of certain foster care payments .....
Adoption credit and employee adoption bene-
fits exCluSion ..cccocevevreneneecne e
Deduction for charitable contributions, other
than for education and health .....................
Tax credit for disabled access expenditures ..

Health

Exclusion of employer contributions for health
care, health insurance premiums, and long-
term care insurance premiums? ..........cccoe..

Exclusion of medical care and TRICARE med-
ical insurance for military dependents, retir-
ees, and retiree dependents ..........cccccoerienns

Deduction for health insurance premiums and
long-term care insurance premiums by the
self-employed ......ccocceeviirviverreneeieree e

Deduction for medical expenses and long-term
CATE EXPEIISES «covervrmrrrenrorrrersmeriosersarsssarseseaseosens

Exclusion of workers’ compensation benefits
(medical benefits) .......c.ccovvevveeivieiveiecsreeeiennn.

Health savings accounts ........ccccoceeneviivvvereennenn.

Exclusion of interest on State and local govern-
ment qualified private activity bonds for pri-

vate nonprofit hospital facilities .....................
Deduction for charitable -contributions to
health organizations ........c..cceccocvveevicrneveeninns
Tax credit for orphan drug research ..................
Tax credit for purchase of health insurance by
certain displaced persons ...........cccccccvvereerneenne
Medicare

Exclusion of Medicare benefits:
Hospital insurance (Part A) ......ccoccovervveinnnn.
Supplementary medical insurance (Part B) ..

............................................................ 0.4

1.7 1.7 1.7 1.8 1.8 29.1
O O] ® O @ 0.1

............................................................ 19

............................................................ 3.8
............................................................ 7.3
............................................................ 6.5
............................................................ 0.1

0.6 0.7 0.7 0.8 0.8 1.7

0.8 0.8 0.9 0.9 0.9 3.7

*)

0.5

31.9
0.1

99.7

2.0

4.2
8.2

6.9
0.3

M

0.5

34.2
0.1

107.0

2.1

4.5
9.5

7.4
0.6

™

0.5

36.8
0.1

114.5

2.3

4.9
10.7

8.0
0.9

)

0.5

38.4

122.2

2.5

5.2
12.1

8.5
1.2

0.2 0.3 0.3 0.3 0.3 it e e i v

20.7
14.2

22.5
154

24.5
16.7

26.7
18.1

0.2
34

2.4

179.1
0.4

534.0

109

22.6
478
37.3

3.2
13.1

25.8
14

1.2

112.9
76.9
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Table 1.—Tax Expenditure Estimates by Budget Function, Fiscal Years 2006-2010—Continued

[Billions of dollars]

Corporations Individuals Total
Function 2006-10
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
Prescription drug insurance (Part D) ........c.. woiiniis i i e e 3.4 6.2 7.5 8.3 9.5 34.9
Exclusion of certain subsidies to employers
who maintain prescription drug plans for
Medicare enrollees ..........cccoocrvvicvercenccnninnnee. 0.7 1.2 14 1.5 1.6 et et e et e 6.3
Income Security
Exclusion of workers’ compensation benefits
(disability and SUrvivors paymMents) .....c.ccccce.  cvevveerccns cervvrereens evrverere erreenrvee seseerieenes 2.5 2.6 2.7 2.7 2.8 13.2
Exclusion of damages on account of personal
physical injuries or physical SICKNESS ....cccccce. cvcivivecer creevreinre reerecens e eeeereaenne 14 1.5 1.5 1.5 1.5 74
Exclusion of special benefits for disabled coal
TNTIET'S weouvieniieeereentiieataaetesnesiaessenesaseeesnessssentss  sesessessaes cessneesnss sevusessess seeesssesss soreensesans 0.1 0.1 ™ ™ &) 0.2
Exclusion of cash public assistance benefits ..... ...c.cccee oevrriese viirciiiee covierinee et 3.4 3.6 3.7 3.9 4.0 18.6
Net exclusion of pension contributions and
earnings:
Employer plans .......cc.cccevenne eerieriesresesnereeees  seressesess arsueseestes sesressesees sesseseriess sereessesens 104.1 1102 1152 120.8 126.7 577.1
Individual retirement plans 11.2 14.0 15.5 16.9 18.4 76.0
Plans covering partners and sole propnetors
(sometimes referred to as “Keogh plans”) .. ..o corvevince vievivinis cvreenes e 9.4 10.3 10.8 11.3 11.6 53.4
Tax credit for certain individuals for elective
deferrals and TRA contributions .......c.cceecer wvvviiinies evviiinin ceereeeriees severeiees seaieeneae 0.9 0.6 [ RO 1.5
Tax credit for new retirement plan expenses of
small buSinesses .......cc.ocoveecincercennninecreeninins O] O] ) ® ) Q) M Q) ™ ™ 0.1
Exclusion of other employee benefits:
Premiums on group term life insurance ........ ..o i i i s 2.5 2.6 2.6 2.7 2.7 13.1
Premiums on accident and disability insur-
ATICE oviiiierrerrteisrtiie e eessbesssstre e e satessstessieanass sainessires seesssanesss eesssiiessis sevesesssres srssivessees 2.6 2.8 2.9 3.0 3.1 14.4
Additional standard deduction for the blind
And the elderly ... e e eeeereenes stasesrerens besesseenens 1.6 1.6 1.7 1.7 1.8 84
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Tax credit for the elderly and disabled ............. .ccccciiier criiiciiies e veeeeees veereanas ) Q) m @) ) 0.1

Deduction for casualty and theft losses .. 0.7 0.8 0.3 0.3 0.3 2.4
Earned income credit (BIC) .......ovveveociiiiiiiiiiiiies reeeeeeeree teveeeereeee aeeveesissee eveesesassne  sesssreensen 42.1 42.8 43.5 445 45.4 218.3
Exclusion of cancellation of indebtedness in-
come of Hurricane Katrina VICHIMS ....ccccceveis evieveriiee vevierieine cevveveenens aevveseenres soesveranns 0.2 0.1 it e e 0.3
Social Security and Railroad Retirement
Exclusion of untaxed social security and rail-
road retirement BEnefits .........cocccivcceiieeciiiiins coveriiccet crsrirines eerertrniee aesrerenis sevesienanns 23.1 24.1 24.8 25.9 27.2 125.1
Veterans’ Benefits and Services
Exclusion of veterans’ disability compensation  .....c.c... covveciies coceveernne cerverereses cseesenrenes 3.6 38 3.9 4.0 4.0 19.2
Exclusion of veterans’ pensions ...........ccccceeeiinecs e 0.1 0.1 0.1 0.1 0.1 0.6
Exclusion of veterans’ readjustment benefits ... 0.2 0.3 0.3 0.3 0.3 1.3

Exclusion of interest on State and local govern-

ment qualified private activity bonds for vet-

erans’ housing ..........ccccevveieiiiiiennnnienieneeen. (1) (1) (1) 1) 1) 1) 1) 1) (O] (1) 0.3

General Purpose Fiscal Assistance

Exclusion of interest on public purpose State

and local government bonds ..........c.cccoennenene. 7.3 7.8 8.2 8.6 9.0 187 201 211 221 231 146.0
Deduction of nonbusiness State and local gov-

ernment income, sales, and personal prop-

€LY tAXES (10) .ottt e e eees cenvesuaenes reeseessas  sbesseesesee sesvnvessees eeseeesesens 36.8 27.3 27.3 28.1 28.9 148.5
Tax credit for Puerto Rico and possession in-
come, and Puerto Rico economic activity ....... 0 e i i e certeiaee cereeteens aeesneeene tessveserne seeessessees 0.3
Interest
Deferral of interest on 8avings bonds ........ccceec. ovvvieers cevviieiees s e evenaenes 1.1 1.1 1.2 1.2 1.2 5.8

1 Positive tax expenditure of less than $50 million.

21In addition, the credit from excise tax for alcohol fuels results in a reduction in excise tax receipts, net of income tax effect, of $11.1 billion
over the fiscal years 2006 through 2010.

3In addition, the credit from excise tax for biodiesel results in a reduction in excise tax receipts, net of income tax effect, of less than $50 mil-
lion in each of the fiscal years 2006 through 2010.

4 Negative tax expenditure of less than $50 million.

5Estimate includes amounts of employer-provided health insurance purchased through cafeteria plans and employer-provided child care
purchased through dependent care flexible spending accounts. These amounts are also included in other line items in this table.

6 Tax expenditure estimate does not include offsetting denial of corporate deduction for qualified stock option compensation.
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7Tax expenditure estimate includes refundable amounts, amounts used to offset income taxes, and amounts used to offset other taxes. The
amount of refundable child tax credit and earned income tax credit used to offset taxes other than income tax or paid out as refunds is: $50.1
billion in 2006, $51.5 billion in 2007, $51.4 billion in 2008, $52.2 billion in 2009, and $53.2 in 2010.

8 Estimate includes employer-provided child care purchased through dependent care flexible spending accounts.

9 Estimate includes employer-provided health insurance purchased through cafeteria plans.

10 Deduction for state and local sales taxes expires after December 31, 2005.

Note.—Details may not add to totals due to rounding.

Source: Joint Committee on Taxation.
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Table 2.—Distribution by Income Class of All Returns, Taxable Returns, Itemized Returns,
and Tax Liability at 2005 Rates and 2005 Law and 2005 Income Levels?!

[Money amounts in millions of dollars, returns in thousands]

Taxable

Itemized

Income Class? All returns? returns returns Tax liability

Below $10,000 ......cooeoveviveieeereeeeeeeree e 21,665 409 558 —$6,385
$10,000 to $20,000 ........cccevvererreerrerrereraane 20,100 5,912 1,254 —14,505
$20,000 to $30,000 ........c.cceveeericrereieieienen, 17,742 7,961 2,297 —5,406
$30,000 to $40,000 ........cccoeeeerrieiricenrenecenenn, 15,541 9,195 3,369 8,330
$40,000 to $50,000 ......cccoerirrieiiieeeeereereennns 13,129 9,750 4,312 22,253
$50,000 to $75,000 ........ccoevreerrineeceeceenreinnene 22,469 19,550 10,244 78,638
$75,000 to $100,000 .......cccoeerverirrireeienrrereenns 13,690 13,362 8,691 87,524
$100,000 to $200,000 .......cccocvvrvevreereerereenenn, 16,322 16,241 13,446 231,480
$200,000 and over ..........ccccoeeeiereeeecierinrennns 4,227 4,219 3,906 458,779

Total .......ccecvvvmvvvirieiiecrceee e, 144,885 86,599 48,077 $860,708

1Tax law as in effect on December 31, 2005, is applied to the 2005 level and sources of income and their distribution among taxpayers.

2The income concept used to place tax returns into classes is adjusted gross income (AGI) plus: (a) tax-exempt interest, (b) employer
contributions for health plans and life insurance, (c) employer share of FICA tax, (d) workers’ compensation, (e¢) nontaxable Social Security
benefits, (f) insurance value of Medicare benefits, (g) alternative minimum tax preference items, and (h) excluded income of U.S. citizens

living abroad.

3Includes filing and nonfiling units. Filing units include all taxable and nontaxable returns. Nonfiling units include individuals with
income that is exempt from Federal income taxation (e.g., transfer payments, interest from tax-exempt bonds, etc.). Excludes individuals

who are dependents of other taxpayers and taxpayers witl
Note.—Details may not add to totals due to rounding.

Source: Joint Committee on Taxation.

negative income.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items,
at 2005 Rates and 2005 Income Levels!?

[Money amounts in millions of dollars, returns in thousands}

Medical deduction Real estate tax deduction
Income Class2
Returns Amount Returns Amount
Below $10,000 .......oooovvevvieeinreenieeireeeeeeeeneens 5 3) 372 (&)
$10,000 £o $20,000 ......oooevvveereeeeeeeeeeeeeeane 180 $35 864 $30
$20,000 £0 $30,000 ....ccevveereeerieeeeeerrenee s , 526 174 1,618 162
$30,000 to $40,000 .....ccoeovvveieriieeeeieeeeeiens 880 320 2,414 350
$40,000 £o $50,000 ......c.ooevveeererrierieeerieereenne 1,161 552 3,340 732
$50,000 t0 $75,000 ........ocuveneeiirnriiirererienins 2,490 1,716 8,534 2,929
$75,000 to $100,000 ......cocvvvmivrrecriiereeereaens 1,647 1,488 7,689 3,478
$100,000 to $200,000 ........ccovremeeeniierreeeerenns 1,290 2,395 12,356 9,646
$200,000 and OVer .....cccoevereeiveerieinereecneeeas 90 617 3,679 4,630
Total ......coooveeeiiiiieiieeeeeeeieeeeeee e 8,269 $7,297 40,866 $21,957

Footnotes appear at the end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items,
at 2005 Rates and 2005 Income Levels i—Continued

[Money amounts in millions of dollars, returns in thousands]

State and local income, sales, and Charitable contribution
Income Class 2 personal property tax deduction deduction
Returns Amount Returns Amount
Below $10,000 ........ooovveeeveeiieeieeeee e 20 $1 1 3)
$10,000 t0 $20,000 ......cooeeeviereieeeeerieee e 447 25 289 $29
$20,000 t0 $30,000 .....oooevvveeeeirieiieeereeenaee 1,479 141 1,114 165
$30,000 t0 $40,000 .....ooovvvveeeiicreeieeeeeeeeee 2,696 378 2,098 410
$40,000 to $50,000 ......ccceereerreiriieeeeeeeeneeen 3,885 7717 3,115 711
$50,000 t0 $75,000 ...oeoocuvvieeiiiriieiieeeee e 10,113 3,300 8,440 3,000
$75,000 to $100,000 .....cceeevuvevererecrreenreeeeenen 8,946 4,081 7,801 3,462
$100,000 to $200,000 ......c.coovveereeceieeieeeeneenes 13,401 13,387 12,598 10,301
$200,000 and OVer ......ccccoceeveireeeireeieereeanens 3,192 17,881 3,747 17,851
Total .....ccovveiriiieeeeeeeeeeeeeeeeeeee 44,178 $39,969 39,209 $35,930

Footnotes appear at the end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items,

at 2005 Rates and 2005 Income Levels 1—Continued

[Money amounts in millions of dollars, returns in thousands]

Child care credit

Earned income credit4

Income Class2

Returns Amount Returns Amount

Below $10,000 .....oovvvveieeeeieieeeeeeeeeeeeeseeean 1 3 5,410 $6,161
$10,000 t0 $20,000 ....oceveieniiiriereeeeere e 60 $18 6,302 15,659
$20,000 to $30,000 .......................................... 331 160 5,011 11,496
$30,000 to $40,000 .......................................... 624 362 3,833 5,493
$40,000 to $50,000 .......................................... 586 347 1,547 1,293
$50,000 to $75,000 .......................................... 1,270 649 181 202
$75,000 to $100,000 .......cceorveeemiecrierieeeeeneenns 1,076 552 9 9
$100,000 to $200,000 .......coreerverevveereererrierennes 1,627 841 3 2
$200,000 and OVer .........cocoevviveierreereieniieenns 313 161 et e

Total .......ccevvveerrveeeeeeereeeee s 5,888 $3,090 $40,315

Footnotes appear at the end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items,
at 2005 Rates and 2005 Income Levels l—Continued

[Money amounts in millions of dollars, returns in thousands)

Untaxed Social Security and Child Tax
Income Class 2 Railroad Retirement benefits Credit+
Returns Amount Returns Amount
Below $10,000 ......ccccoveveveieiiriicreenecieneeienaes 14 $2 188 $211
$10,000 to $20,000 4,396 1,875 3,252 1,846
$20,000 to $30,000 3,469 2,389 4,509 5,300
$30,000 to $40,000 3,334 3,652 4,248 6,433
$40,000 to $50,000 2,809 3,572 3,506 5,821
$50,000 to $75,000 5,482 7,201 6,363 10,938
$75,000 t0 $100,000 ......oovvvvviriireieeenecrienrenaees 2,918 2,095 4,554 7,912
$100,000 to $200,000 .......ccoovcvevvverrereerrereinnes 2,744 764 5,001 7,619
$200,000 and OVer ......ccoceevieveiereerrineivenreinnens 679 263 10 8
Total .....ooovveeiecceeeecce e 25,845 $21,813 31,631 $46,088

Footnotes appear at the end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items,
at 2005 Rates and 2005 Income Levels '—Continued

[Money amounts in millions of dollars, returns in thousands]

Income Class?2

Education credits

Student loan interest deduction

Returns Amount Returns Amount

Below $10,000 .......ccccoooeeveeeiiveeeeeeee e 6 3) 33 $2
$10,000 to $20,000 ....eoovevereeriiriceerree e 754 $165 316 17
$20,000 £0 $30,000 .....covevriviiveiiiirecreer e 994 438 526 41
$30,000 to $40,000 ....ooovvirriieieeeeeeeeeeaeeane 1,069 529 749 71
$40,000 to $50,000 .....ceeoveerieriiieeeereeieeerienns 1,013 538 823 108
$50,000 t0 $75,000 ...ooevviervriirieiieecreerr i 1,517 878 1,590 188
$75,000 to $100,000 ......cooovveirieieiereeeeae 1,466 969 1,054 129
$100,000 to $200,000 ...................................... 635 357 1,241 210
$200,000 and OVer ......coocvevveeiverureririeeeeeeneens 3) (B) oot eeecereeis vrereeeetesseneeranantes

Total ......cooevereieieiiiieeieneeeereeeee 7,453 $3,875 6,332 $766

Footnotes appear at the end of table.
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Table 3.—Distribution by Income Class of Selected Individual Tax Expenditure Items,

at 2005 Rates and 2005 Income Levels 1—Continued

[Money amounts in millions of dollars, returns in thousands]

Mortgage interest deduction

Income Class?

Returns Amount

BeloW $10,000 .....cooooreiiieiiiieitiieeeeeereteeesestteeeesssetesesissteesssssssosessaasessssssreessssseesssssases 342 $4
$10,000 £0 $20,000 ....eooeiieeieeeeteeeeeee ettt et et e et e e e e s sas e st b et e s reetssrbeeareeans 754 83
$20,000 £0 $30,000 .....eoieeeieeeeeeeeeee et s et e et st e sensesae s aeenresentenns 1,459 426
830,000 10 $A0,000 ..oneiieeeeeeieecee et e et e st e s s b e etesaseneennenns 2,262 982
$40,000 £0 $50,000 ....nooniieeeeieeeeeee ettt e et st e e s e e et et s ae s nesasseae 3,112 1,914
850,000 £0 $75,000 ..ooneireeeieieeee ettt e et e e et e et e s et e s bt e stseesteeaneeeneesaresnreenann 8,073 7,545
875,000 £0 $100,000 .....oeoimiiineeeeeeeeete et ete ettt e s eae s te et e bt et eeentesse e srenrseeneenns 7,326 8,587
$100,000 t0 $200,000 ......oooiiiriiiieeeeeeee et an el erreeeeesteseesirassennas 11,656 25,081
$200,000 ANIA OVET .eenneieeeeieeeeeereeeeeeeteee e e s eeesteesteestessevssstssmeaeneessts e sssessasnesnnsonsnanns 3,188 17,475

TOLAL ..ottt e e e e e teeseseaneassesabesssssanesesasabtaessenmaesssssannsssenasaeesbaaas 38,171 $62,097

Footnotes for Table 3:
1Excludes individuals who are dependents of other taxpayers and taxpayers with negatlve income.

2The income concept used to é)lace tax returns into classes is adjusted gross income (AGI) plus: (a) tax-exempt 1nterest (b) employer

contributions for health plans an

life insurance, (c) employer share of FICA tax, (d) workers’ compensation, (e) nontaxable Social Security

benefits, (f) insurance value of Medicare benefits, (g) alternative minimum tax preference items, and (h) excluded income of U.S. citizens

living abroad.
3Less than $500,000.
4Includes the refundable portion.
5Less than 500 returns. :
Note.—Details may not add to totals due to rounding.

Source: Joint Committee on Taxation.
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