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15. GOVERNMENTAL RECEIPTS

During his first two years in office, President Obama
signed several major tax bills designed to jumpstart
the economy and provide tax relief. These actions be-
gan within a month of taking office, when the President
signed the American Recovery and Reinvestment Act of
2009 (ARRA). The tax provisions of ARRA provided im-
mediate tax relief to small businesses and to 95 percent of
working American families. It is estimated that as of the
end of the third quarter of 2010, tax reductions (includ-
ing refundable tax credits) provided in ARRA total $243
billion.!

Most recently, in the final days of the 111th Congress,
the President negotiated a key compromise to prevent
tax increases on middle-income families. The Tax Relief,
Unemployment Insurance Reauthorization, and Job
Creation Act of 2010 includes a temporary extension of
the 2001 and 2003 tax cuts that would have expired at the
end of 2010, as well as relief from scheduled increases in
the Alternative Minimum Tax (AMT), an extension of key
temporary provisions of ARRA that provided tax relief to
working American families, and a temporary reduction in
payroll taxes paid by workers. In 2010, President Obama
worked with the Congress to enact additional recovery
measures that provided targeted tax relief, including the
Hiring Incentives to Restore Employment (HIRE) Act

1 As reported in The Economic Impact of the American Recovery and
Reinvestment Act of 2009, Fifth Quarterly Report, November 18, 2010,
Executive Office of the President, Council of Economic Advisers.

and the Small Business Jobs Act of 2010. In addition, the
President’s efforts to expand health care coverage and re-
duce the cost of health care culminated with enactment of
the Patient Protection and Affordable Care Act on March
23, 2010, as amended by the Health Care and Education
Reconciliation Act of 2010 one week later (collectively re-
ferred to as the Affordable Care Act). In 2010, President
Obama also signed into law the Dodd-Frank Wall Street
Reform and Consumer Protection Act, which was the most
sweeping overhaul of U.S. financial regulations since the
1930s.

The Budget proposes to restore balance to the tax code
by providing permanent tax relief to middle-income fami-
lies, and asking certain businesses and high-income fami-
lies to pay more. It does this by permanently extending
the 2001 and 2003 tax cuts for middle-income families,
permanently extending key tax relief provided to middle-
income families in ARRA, returning top ordinary income
tax rates to what they were during most of the 1990s
for families making more than $250,000, and eliminat-
ing subsidies and loopholes that benefit only narrow and
often well-funded interest groups, such as oil companies.
Further, the Budget will impose a fee on the largest finan-
cial institutions to provide a deterrent against excessive
leverage. The Budget will also reform the international
tax laws by reducing incentives for U.S.-based multina-
tional corporations to invest abroad rather than in the
United States.

Table 15-1. RECEIPTS BY SOURCE—SUMMARY
(In billions of dollars)
Estimate
2010
Actual 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Individual income taxes ..........cccoveevvreneirrerreenens 898.5 956.0) 1,140.5| 1,344.1| 1,508.4| 1,648.0/ 1,786.0 1,922.6| 2,055.6| 2,187.2| 23145 24395
Corporation inCOME taxes ........covuueeeeeerneennen: 191.4 198.4 329.3 405.4 439.6 455.1 466.7 478.5 479.2 482.4 495.4 512.3
Social insurance and retirement receipts .......... 864.8 806.8 925.1] 1,016.5| 1,094.6| 1,1629| 12341 1,2922| 1,353.1| 14095 1,463.4| 1,537.2
(On-budget) ....cvvrrververerierirriins (233.1)| (247.4)| (266.4)| (286.5)] (323.1)| (348.0)] (364.2)] (377.7)| (389.6)| (395.6)| (407.7)| (428.6)
(Off-budget) .... (631.7)] (559.4)| (658.7)] (730.0)] (771.5)| (814.9)| (869.9)| (914.5)| (963.5)| (1,013.9)| (1,055.7)| (1,108.6)
Excise taxes ........... 66.9 741 103.1 121.5 137.9 145.1 148.7 155.2 163.7 175.9 181.8 189.4
Estate and gift taxes . 18.9 12.2 13.6 14.6 25.0 27.6 30.0 324 34.9 374 40.1 431
Customs duties ............. 25.3 277 29.8 33.0 35.7 37.8 39.4 414 44.0 46.5 49.1 51.6
Miscellaneous reCeipts ..........vevererererireernees 96.8 98.4 86.1 68.2 91.4 106.6 114.2 119.8 126.6 134.0 1421 149.7
Total, receipts 2,162.7| 2,173.7| 2,627.4| 3,003.3| 3,332.6) 3,583.0( 3,819.1| 4,042.2| 4,257.0| 4,473.0 4,686.5 4,922.8
On-budget ....c.oveeereeerineieireis 1,531.0 1,614.3| 1,968.7| 2,273.3| 2561.1] 2,768.1| 2949.2| 3,127.6| 32935 3,459.1| 3,630.7| 3,814.1
Off-budget ....ccovvereerererireierircis 631.7 559.4 658.7 730.0 7715 814.9 869.9 9145 963.5| 1,0139| 1,055.7| 1,108.6
Total receipts as a percentage of GDP ... 14.9 14.4 16.6 17.9 18.7 19.1 19.3 19.5 19.6 19.8 19.9 20.0
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ESTIMATES OF GOVERNMENTAL RECEIPTS

Governmental receipts (on-budget and off-budget) are
taxes and other collections from the public that result from
the exercise of the Federal Government’s sovereign or gov-
ernmental powers. The difference between governmental re-
ceipts and outlays is the surplus or deficit.

The Federal Government also collects income from the
public from market-oriented activities. Collections from these
activities, which are subtracted from gross outlays, rather
than added to taxes and other governmental receipts, are dis-
cussed in the next Chapter.

Total governmental receipts (hereafter referred to as “re-
ceipts”) are estimated to be $2,173.7 billion in 2011, an in-
crease of only $11.0 billion or 0.5 percent from 2010. This
small increase is in large part attributable to the more than
$400 billion in estimated tax reductions for 2011 provided in
the Tax Relief, Unemployment Insurance Reauthorization,
and Job Creation Act of 2010. Receipts in 2011 are estimated
to be 14.4 percent of Gross Domestic Product (GDP), the low-
est share since 1950, when receipts also were 14.4 percent of
GDP.

Receipts are estimated to rise to $2,627.4 billion in 2012,

an increase of $453.7 billion or 20.9 percent relative to 2011.
This estimated increase is not due to government expansion,
but is instead attributable in large part to the growth in per-
sonal income and corporate profits as the economy continues
to recover from the recession. These sources of income affect
payroll taxes and individual and corporation income taxes,
the three largest sources of receipts. Receipts are projected to
grow at an average annual rate of 9.8 percent between 2012
and 2016, rising to $3,819.1 billion. Receipts are projected to
rise to $4,922.8 billion in 2021, growing at an average annual
rate of 5.2 percent between 2016 and 2021. This growth is
largely due to assumed increases in incomes resulting from
both real economic growth and inflation. The Administration’s
proposals to restore balance to the tax code, to close loopholes,
and to eliminate subsides to special interests also contribute
to the growth in receipts between 2012 and 2021.

As a share of GDP, receipts are projected to increase from
14.4 percent in 2011 to 16.6 percent in 2012, and to rise annu-
ally thereafter to 20.0 percent in 2021. However, as a share of
GDP, receipts would still be lower than in 2000, when receipts
reached 20.6 percent of GDP.

LEGISLATION ENACTED IN 2010 THAT AFFECTS GOVERNMENTAL RECEIPTS

With the 2010 enactment of the Affordable Care Act,
Congress and the Administration expanded health insurance
to millions of uninsured individuals and cut long-term health
care costs for individuals and the Federal Government. In
2010 President Obama also signed into law the Dodd-Frank
Wall Street Reform and Consumer Protection Act, which
was the most sweeping overhaul of U.S. financial regula-
tions since the 1930s. He also signed into law the Tax Relief,
Unemployment Insurance Reauthorization, and Job Creation
Act of 2010, which temporarily extended the 2001 and 2003
tax cuts, key tax reductions provided to the middle class in
ARRA, and other temporary tax provisions that had expired
or were scheduled to expire under prior law, as well as tem-
porarily reducing payroll taxes on working people. Other
legislation enacted in 2010 included provisions that provided
tax relief to small businesses, provided pension funding re-
lief to employers, extended the authority to collect taxes that
fund the Airport and Airway Trust Fund, extended the ban on
imports from Burma, and modernized the tax rules for regu-
lated investment companies.

The major provisions of legislation enacted in 2010 that
affect receipts are described below. 2

TO ACCELERATE THE INCOME TAX BENEFITS
FOR CHARITABLE CASH CONTRIBUTIONS FOR
THE RELIEF OF VICTIMS OF THE EARTHQUAKE
IN HAITI
(Public Law 111-126)

Under this Act, which was signed into law by President
Obama on January 22, 2010, taxpayers who made certain
charitable contributions in 2010 that would otherwise be
deductible from their 2010 taxable income were provided

2 In the discussions of enacted legislation, years referred to are
calendar years, unless otherwise noted.

the option to deduct those contributions from their 2009
taxable income. To qualify for this deduction, contribu-
tions otherwise eligible for deductibility had to be made in
cash after January 11, 2010, and before March 1, 2010, to
aid victims of the January 12, 2010, earthquake in Haiti.
Individuals who opted to accelerate such deductions can-
not deduct those same contributions from their 2010 tax-
able income.

TEMPORARY EXTENSION ACT OF 2010
(Public Law 111-144)

Under this Act, which was signed into law by President
Obama on March 2, 2010, the initial eligibility period for
emergency unemployment compensation and several oth-
er unemployment programs was extended from February
28,2010, through April 5, 2010. This Act also extended el-
igibility for COBRA health insurance premium assistance
to qualified individuals involuntarily terminated after
February 28, 2010, and before April 1, 2010, and expand-
ed eligibility to include certain employees who lost group
health coverage due to a reduction in hours of employ-
ment and were subsequently involuntarily terminated.

HIRING INCENTIVES TO RESTORE
EMPLOYMENT (HIRE) ACT
(Public Law 111-147)

This Act, which was signed into law by President
Obama on March 18, 2010, provided tax incentives for
businesses hiring new workers, and extended higher ex-
pensing limits for small businesses making capital in-
vestments. This Act also expanded certain qualified tax
credit bond programs for school and energy purposes to
give State and local governmental issuers an option to
receive Federal direct payments instead of investor tax
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credits for borrowing cost subsidies similar to the Build
America bond program. The cost of these incentives was
offset with provisions requiring additional withholding
and information reporting. The major provisions affect-
ing receipts are described below.

Incentives for Hiring and Retaining
Unemployed Workers

Provide payroll tax forgiveness to employers for
hiring certain unemployed workers.—This Act pro-
vided qualified employers an exemption from the employ-
er-share of Social Security payroll taxes (6.2 percent of
the first $106,800 of taxable wages in 2010) levied on the
taxable wages of qualified employees hired after February
3, 2010, and before January 1, 2011, who had been unem-
ployed for at least 60 days. The payroll tax exemption
only applies to wages paid to these employees after March
18, 2010, and before January 1, 2011. A qualified em-
ployer is any employer other than the United States, any
State, any local government, or any instrumentality of
such governments (excluding public institutions of higher
education). A qualified employee is any individual who:
(1) began work with a qualified employer after February
3, 2010, and before January 1, 2011; (2) certified that they
were employed for a total of 40 hours or less during the
60-day period ending on the date such employment began;
(3) was not employed to replace another employee of the
employer unless such employee separated from employ-
ment voluntarily or for cause; and (4) was not a related
party of the employer. The Social Security Trust Fund
is held harmless and receives transfers from the General
Fund of the Treasury equal to any reduction in payroll
taxes attributable to the payroll tax forgiveness provided
under this provision.

Provide business credit for retention of certain
newly hired workers.—A credit equal to the lesser of
$1,000 or 6.2 percent of wages paid was provided to quali-
fied employers for each qualified individual eligible for
the payroll tax forgiveness provision who was employed
for a period of at least 52 consecutive weeks and received
wages for such employment during the last 26 weeks of
that period equal to at least 80 percent of wages received
for the first 26 weeks of that period. To the extent the
credit exceeds the employer’s tax liability for the taxable
year, the credit may be carried back one year (provided
that this year did not begin prior to March 18, 2010) and
carried forward 20 years.

Expensing for Small Businesses

Extend temporary increase in expensing for small
businesses.—Under a temporary provision of prior
law, business taxpayers were allowed to expense up to
$250,000 in annual investment expenditures for qualify-
ing property (including off-the-shelf computer software)
placed in service in taxable years beginning in 2008 and
2009. The maximum amount that could be expensed was
reduced by the amount by which the taxpayer’s cost of

qualifying property exceeded $800,000. This Act extend-
ed the $250,000 expensing and $800,000 annual invest-
ment limits for one year, through taxable years beginning
in 2010.

Qualified Tax Credit Bonds

Provide payments in lieu of tax credits for certain
qualified tax credit bonds.—Prior to this Act, exist-
ing law authorized State and local governments to issue
various types of qualified tax credit bonds for school and
energy purposes, which provided deep Federal subsidies
for borrowing costs through tax credits to holders of the
bonds in lieu of all or a major portion of the interest pay-
ments on the bonds. Types of qualified tax credit bonds
included qualified school construction bonds, qualified
zone academy bonds, qualified energy conservation bonds,
and new clean renewable energy bonds. The Federal bor-
rowing subsidy levels are estimated to cover 100 percent
of the interest on the school bonds and 70 percent of the
interest on the energy bonds. This Act expanded these
qualified tax credit bonds programs to give State and local
government issuers the option to elect to receive Federal
direct payments for these borrowing subsidies in lieu of
tax credits to investors. The Federal direct payments are
based on the lower of actual interest rates or tax credit
rates set by the Department of the Treasury. This direct
payment option is effective for qualified tax credit bonds
issued after March 18, 2010.

Offsets

Combat underreporting of income through the use
of accounts and entities in offshore jurisdictions.—
To reduce the ability of some Americans to evade their
taxpaying responsibilities by hiding unreported income
in a foreign financial account, trust, or corporation, this
Act included a series of measures to strengthen the infor-
mation reporting and withholding systems that support
U.S. taxation of income earned or held through offshore
accounts or entities. This Act also included a provision to
prevent those who receive the benefit of U.S.-source divi-
dend payments from avoiding U.S. withholding taxes.

Delay implementation of the world-wide interest
allocation rules.—Subject to various limitations, U.S.
taxpayers may credit foreign income taxes paid or accrued
against U.S. tax on foreign-source income. The American
Jobs Creation Act of 2004 made several changes to the
foreign tax credit rules, including a modification to the in-
terest expense allocation rules. One provision of that Act
permitted taxpayers a one-time election to use an alter-
native method for allocating interest expenses of the do-
mestic members of a worldwide affiliated group between
U.S.-source and foreign-source income on a worldwide
group basis (“worldwide affiliated group election”), effec-
tive for taxable years beginning after December 31, 2008.
The Housing and Economic Recovery Act of 2008 delayed
the effective date of the election for two years, so that it
would apply to taxable years beginning after December
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31, 2010, and provided a special phase-in rule for the first
year the election is in effect. The Worker, Homeownership
and Business Assistance Act of 2009 delayed the effective
date of the election for an additional seven years, so that
it would apply to taxable years beginning after December
31, 2017, and repealed the special phase-in rule for the
first year the election is in effect. This Act delayed the ef-
fective date for an additional three years, so that it would
apply to taxable years beginning after December 31, 2020.

Modify the timing of estimated tax payments by
corporations.—Corporations generally are required
to pay their income tax liability in quarterly estimated
payments. For corporations that keep their accounts on
a calendar year basis, these payments are due on or be-
fore April 15, June 15, September 15 and December 15.
If these dates fall on a holiday or weekend, payment is
due on the next business day. This Act increased the
estimated tax payments otherwise due in July through
September by corporations with assets of at least $1 bil-
lion to 157.75 percent in 2014, 121.5 percent in 2015, and
106.5 percent in 2019. For corporations affected by this
provision, the next required estimated tax payment is re-
duced accordingly.

PATIENT PROTECTION AND AFFORDABLE
CARE ACT AS AMENDED BY THE HEALTH
CARE AND EDUCATION RECONCILIATION
ACT OF 2010
(Public Laws 111-148 and 111-152)

The Administration’s effort to find a way to expand
health insurance to millions of uninsured individuals, to
improve health care for millions more, and to cut long-
term health care costs for individuals and the Federal
government culminated with enactment of the Patient
Protection and Affordable Care Act on March 23, 2010, as
amended by the Health Care and Education Affordability
Reconciliation Act of 2010 on March 30, 2010, and collec-
tively referred to as the Affordable Care Act. The major
provisions of these Acts that affect receipts are described
below.

Health Insurance Reform

Provide a refundable tax credit for health insur-
ance purchased through an exchange.—This Act pro-
vided a “premium assistance tax credit” to certain indi-
viduals who purchase health insurance through a Health
Insurance Exchange, which is created to provide individu-
als private health insurance choices. The credit is refund-
able and payable in advance to the insurer. Eligibility for
the advanced credit is based initially on the individual’s
household income and family size for the most recent tax-
able year; however, eligibility may be updated to reflect
changes in circumstances, including changes in income,
in marital or other household circumstances, and in em-
ployment status. The credit is available to individuals
(single or joint filers) with household income between 100

and 400 percent of the Federal poverty level (FPL) for the
relevant family size who are not eligible for certain other
health care programs (e.g., Medicare, Medicaid, CHIP, or
TRICARE) or health insurance through their employer or
their spouse’s employer (unless the cost to the taxpayer
of such employer-provided health insurance coverage ex-
ceeds 9.5 percent of household income or the employer-
provided coverage fails to meet a minimum value stan-
dard). Household income is the sum of the taxpayer’s
modified adjusted gross income (AGI) and the aggregate
modified AGIs of all other individuals taken into account
in determining the taxpayer’s family size, but only if such
individuals are required to file a tax return for the tax-
able year. Modified AGI is AGI increased by the amount
of the exclusion from gross income (if any) for citizens or
residents living abroad and any tax-exempt interest re-
ceived or accrued during the tax year. To be eligible for
the credit, taxpayers who are married must file a joint
return; individuals who qualify as dependents are ineli-
gible for the premium assistance credit. The amount of
the credit equals the lesser of: (1) the actual premiums
for the qualified health insurance purchased through a
Health Insurance Exchange, or (2) the excess of the cost
of a statutorily-identified benchmark plan (“second low-
est-cost silver plan”) over a required payment by the tax-
payer that rises from two percent of income for those at
100 percent of FPL (for the relevant family size) to 9.5
percent of income for those at 400 percent of FPL (for the
relevant family size). The applicable benchmark premi-
um used to determine the credit with respect to a tax-
payer is the second lowest-cost silver plan offered through
an exchange in the rating area where the individual re-
sides, that provides self-only coverage in the case of an
individual who is covered by self-only coverage, or family
coverage in the case of any other individual. If the plan
in which the individual enrolls offers benefits in addition
to essential health benefits, the premium that is allocable
to those additional benefits is disregarded in determining
the premium assistance credit amount, even if the State
in which the individual resides requires such additional
benefits (the State is required to defray the cost of any
additional benefits it requires). Premium assistance cred-
its may be used for any plan (bronze, silver, gold, plati-
num, or catastrophic) purchased through an exchange.
Beginning in 2015, the specified percentages of income of
the required payment by the taxpayer are indexed to the
excess of premium growth over income growth for the pre-
ceding calendar year. Beginning in 2019, if the aggregate
amount of premium assistance credits and cost-sharing
reductions® exceeds 0.504 percent of GDP for that year,
the percentage of income is also adjusted to reflect the ex-
cess (if any) of premium growth over the rate of growth in
the consumer price index (CPI) for the preceding calendar
year. If the premium assistance received through an ad-
vance payment exceeds the amount of the credit to which
the taxpayer is entitled, the excess advance payment is
treated as an increase in tax (which is limited for certain

3 This legislation also provided a subsidy to individuals and
households between 100 and 400 percent of FPL (for the relevant family
size) that reduces annual out-of-pocket cost-sharing expenses. These
subsidies affect outlays; they do not affect receipts.
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taxpayers?). The credit is effective for taxable years end-
ing after December 31, 2013.

Provide tax credit to qualified small business em-
ployers for non-elective contributions to employee
health insurance.—This Act provided a tax credit to
qualified small business employers who make non-elec-
tive contributions on behalf of each employee enrolled in
a qualifying employer-provided health insurance plan.
The credit is a general business credit that may be car-
ried back for one year and carried forward for 20 years.
For taxable years beginning in 2010 through 2013, the
credit is available for health insurance coverage pur-
chased from an insurance company licensed under State
law. For taxable years beginning after 2013, the credit is
only available for health insurance purchased through a
Health Insurance Exchange and only for a maximum cov-
erage period of two consecutive taxable years beginning
with the first year in which the employer or any prede-
cessor first offers one or more qualified plans to its em-
ployees through an exchange. A qualified small business
employer for purposes of the credit generally has fewer
than 25 full-time equivalent employees (FTEs) during the
taxable year with annual full-time equivalent wages that
average less than $50,000. However, the full amount of
the credit is available only to employers with 10 or few-
er FTEs during the taxable year with annual full-time
equivalent wages that average $25,000 or less; the credit
is reduced for all other qualified small business employ-
ers with fewer than 25 employees and annual full-time
equivalent wages that average less than $50,000. These
wage limits are indexed to the Consumer Price Index for
Urban Consumers (CPI-U) for taxable years beginning
in 2014. For taxable employers, the credit is equal to the
applicable tax credit percentage (35 percent for taxable
years beginning in 2010 through 2013 and 50 percent
for taxable years beginning after 2013) multiplied by the
lesser of the following two amounts: the amount of con-
tributions the employer made on behalf of the employees
during the taxable year for the qualifying health coverage
and the amount of contributions that the employer would
have made during the taxable year if each employee had
enrolled in coverage with a small business benchmark
premium. The benchmark premium is the average total
premium cost in the small group market for employer-
sponsored coverage in the rating area in which the em-
ployee enrolls for coverage (for tax years 2010 through
2013, the benchmark premium is equal to the average
premium in the small group market in the State and var-
ies based on the type of coverage being provided - single
or family). Tax-exempt organizations (section 501(c) orga-
nizations) that would otherwise qualify for the credit are
eligible to receive the credit; however, for such organiza-
tions the applicable tax credit percentage is 25 percent for
taxable years beginning in 2010 through 2013 and 35 per-
cent for taxable years beginning after 2013. The credit for
tax-exempt employers for any taxable year cannot exceed

4The Medicare and Medicaid Extenders Act of 2010 (Public Law 111-
309) altered the limitation on the amount that must be repaid by certain
taxpayers.

the organization’s liability as an employer for Medicare
payroll taxes and the amount of income and Medicare
payroll taxes withheld from its employees.

Require Americans to maintain minimum essen-
tial health coverage.—This Act imposed a penalty, be-
ginning in 2014, on non-exempt U.S. citizens and legal
residents who do not maintain minimum essential health
insurance coverage for themselves, their spouse (if mar-
ried filing jointly), and their dependents. Minimum essen-
tial coverage includes coverage under government spon-
sored programs, eligible employer-sponsored plans, plans
in the individual market, grandfathered health plans and
other coverage recognized by the Secretary of Health and
Human Services in coordination with the Secretary of the
Treasury. Individuals are exempt from the requirement
if they are incarcerated, not legally present in the United
States, or acquire a religious conscience exemption or
hardship exemption. All members of Indian tribes and
individuals with household income below their tax filing
threshold are also exempt from the penalty. Individuals
for whom the required contribution for employer-spon-
sored coverage or the lowest cost bronze plan in the lo-
cal exchange (less the amount of the premium assistance
tax credit allowable to the individual) exceeds eight per-
cent (increased by the amount by which premium growth
exceeds income growth beginning in 2015) of household
income for the year are exempt from the penalty. No pen-
alty is imposed on individuals who do not maintain health
insurance for continuous periods of three months or less.

The penalty applies to each month beginning after
2013 that an individual fails to maintain minimum essen-
tial coverage (for the individual, the individual’s spouse,
and any dependent for whom the individual is liable).
The total annual penalty is the lesser of: (1) the sum of
the monthly penalty amounts, or (2) the national aver-
age bronze plan premium for the individual’s family size.
The monthly penalty amount is equal to one-twelfth of
the greater of: (1) a specified percentage (1.0 percent in
2014, 2.0 percent in 2015, and 2.5 percent in each sub-
sequent year) of the taxpayer’s household income for the
year in excess of the individual income tax filing thresh-
old for that taxpayer ($9,500 for single taxpayers or mar-
ried taxpayers filing separately and $19,000 for married
taxpayers filing jointly in 2011), or (2) a specified amount
per uninsured adult for whom the individual is liable ($95
in 2014, $325 in 2015, $695 in 2016, and indexed annu-
ally thereafter in accordance with the CPI-U, rounded to
the next lowest $50). The specified amount for uninsured
individuals under age 18 is one half of the adult amount
and the specified amount for a household may not exceed
300 percent of the per-adult penalty.

Require certain employers to provide affordable
health insurance coverage for employees.—Under
this Act, beginning in 2014, an applicable large employer
that does not offer coverage for its full-time employees
(and their dependents) is required to pay a penalty if at
least one full-time employee is certified as having enrolled
in health insurance coverage purchased through a Health
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Insurance Exchange with respect to which a premium
tax credit or cost-sharing reduction was allowed or paid.
In addition, an applicable large employer that does offer
coverage for its full-time employees is required to pay a
penalty for each full-time employee who is certified as
having enrolled in health insurance coverage purchased
through a Health Insurance Exchange with respect to
which a premium tax credit or cost-sharing reduction was
allowed or paid. Employees who are offered minimum es-
sential coverage by their employers are generally eligible
for premium tax credits and cost-sharing reductions only
if: (1) the minimum essential coverage is unaffordable,
or (2) the minimum essential coverage consists of a plan
under which the plan’s share of the total allowed cost of
benefits is less than 60 percent. The employer-sponsored
minimum essential coverage is considered unaffordable if
the employee’s required contribution with respect to the
plan exceeds 9.5 percent of the employee’s household in-
come. An employer generally is an applicable large em-
ployer during a taxable year if it employed an average
of at least 50 full-time employees during the preceding
calendar year. In determining whether an employer is an
applicable large employer, a full-time employee is counted
as one employee and all other employees are counted on
a pro-rated basis. The monthly penalty for an applicable
large employer that fails to offer its full-time employees
and their dependents the opportunity to enroll in mini-
mum essential coverage is equal to the number of full-
time employees over a 30-employee threshold multiplied
by one twelfth of $2,000. After 2014, this $2,000 amount
is increased by the percentage, if any, by which the aver-
age per capita premium for health insurance coverage in
the United States for the preceding calendar year exceeds
the average per capita premium for 2013 rounded down
to the nearest $10. The monthly penalty for an applicable
large employer that offers minimum essential coverage
that is unaffordable or consists of a plan under which the
plan’s share of the total allowed cost of benefits is less than
60 percent is equal to the number of full-time employees
receiving a premium tax credit or cost-sharing subsidy
through a Health Insurance Exchange times one-twelfth
of $3,000. The monthly penalty for each offering employ-
er is capped at an amount equal to the number of full-
time employees in excess of 30, multiplied by one-twelfth
of $2,000. After 2014, the $3,000 and $2,000 amounts are
increased by the percentage, if any, by which the average
per capita premium for health insurance coverage in the
United States for the preceding calendar year exceeds the
average per capita premium for 2013 rounded down to the
nearest $10.

Establish a reinsurance and risk adjustment pro-
gram in each State.—This Act required health insur-
ance issuers and third party administrators on behalf
of group plans to make payments to an applicable rein-
surance entity during the three-year period beginning
January 1, 2014. For any plan year, the amount contrib-
uted by each issuer is based on that issuer’s relative mar-
ket share and a specified aggregate contribution amount
for all States equal to $12 billion for plan years beginning

in 2014, $8 billion for plan years beginning in 2015, and
$5 billion for plan years beginning in 2016. The contribu-
tion by each issuer can be increased to include an amount
to fund the administrative expenses of the applicable re-
insurance entity and any additional amounts that a State
may choose to collect. Amounts collected are distributed
to health insurance issuers that provide coverage to high-
risk individuals in the individual market.

In addition, each State is required to assess a charge
on health plans and health insurance issuers that provide
coverage in the individual or small group market within
the State if the actuarial risk of the enrollees of such plans
or coverage for a year is less than the average actuarial
risk of all enrollees in all plans or coverage in such State
for such year that are not self-insured group health plans.
Each State shall provide a payment to health plans and
health insurance issuers if the actuarial risk of the enroll-
ees of such plans or coverage for a year is greater than the
average actuarial risk of all enrollees in all plans and cov-
erage in such State for such year that are not self-insured
group health plans.

Tax high-cost employer-sponsored health insur-
ance coverage.—This Act imposed an excise tax on
health insurance providers if the value of employer-spon-
sored health insurance coverage for an employee - includ-
ing a former employee, a surviving spouse and any other
primary insured individual - exceeds a specified threshold.
The tax, which is effective for taxable years beginning af-
ter December 31, 2017, is equal to 40 percent of the aggre-
gate value of coverage in excess of the threshold amount.
For 2018, the threshold is $10,200 for self-only coverage
and $27,500 for family coverage, subject to an adjustment
if actual growth of health care costs between 2010 and
2018 exceeds projected growth in costs. The thresholds
are indexed at CPI-U plus one percentage point for 2019
and by CPI-U for each succeeding year. The threshold
amounts are increased for retired individuals age 55 and
older and for employees engaged in specified high-risk
professions. Employers with age and gender demograph-
ics that result in higher premiums are allowed an addi-
tional adjustment. Certain employer-sponsored coverage
that is not subject to the portability, access and renewabil-
ity requirements of the Health Insurance Portability and
Accountability Act is excluded from the tax as are sepa-
rate plans that provide benefits substantially all of which
are for treatment of the mouth or eye..

Tax branded prescription pharmaceutical manu-
facturers and importers.—Effective for calendar years
beginning after 2010, this Act imposed an excise tax on
each covered manufacturer or importer of branded pre-
scription drugs for sale to any specified government pro-
gram or pursuant to coverage under any such program.
The tax imposed on each covered manufacturer or im-
porter during a calendar year is based on its relative mar-
ket share of such branded prescription drug sales during
the preceding calendar year and the following amounts,
which are the aggregate annual excise taxes levied on all
covered entities: $2.5 billion for calendar year 2011, $2.8
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billion for calendar years 2012 and 2013, $3.0 billion for
calendar years 2014 through 2016, $4.0 billion for calen-
dar year 2017, $4.1 billion for calendar year 2018, and $2.8
billion for calendar year 2019 and each subsequent year.

Amounts collected are deposited in the Supplementary
Medical Insurance (SMI) Trust Fund.

Tax indoor tanning services.—This Act imposed an
excise tax, equal to 10 percent of the amount paid, on in-
door tanning services performed after June 30, 2010.

Tax manufacturers of medical devices.—This Act
imposed an excise tax, equal to 2.3 percent of the sales
price, on the sale of any taxable medical device by the
manufacturer, producer, or importer of the device after
December 31, 2012. A taxable medical device is any de-
vice defined in section 201(h) of the Federal Food, Drug,
and Cosmetic Act, intended for humans. The tax does not
apply to eyeglasses, contact lenses, hearing aids, and any
other medical devices determined to be of a type that is
generally purchased by the general public at retail for in-
dividual use.

Tax health insurance providers.—This Act imposed
an excise tax on each covered entity engaged in the busi-
ness of providing health insurance with respect to U.S.
health risks, for each calendar year beginning after 2013.
The aggregate amount of the tax on all covered entities
is the following: $8.0 billion for calendar year 2014, $11.3
billion for calendar years 2015 and 2016, $13.9 billion for
calendar year 2017, and $14.3 billion for calendar year
2018, indexed to the rate of premium growth for each sub-
sequent year. The tax for each calendar year is allocated
among the covered entities based on their relative market
share of U.S. health insurance business during the pre-
ceding calendar year.

Tax insured and self-insured health plans to fi-
nance the Patient-Centered Outcomes Research
Trust Fund.—This Act imposed an excise tax on each
health insurance policy issued by an applicable insured or
self-insured health plan. The tax is equal to one dollar for
policy years ending during fiscal year 2013 and two dol-
lars for policy years ending during fiscal year 2014, mul-
tiplied by the average number of lives covered under the
plan. For policy years ending during fiscal year 2015 and
later fiscal years, the tax is equal to the sum of: the dollar
amount of the tax for policy years ending in the preceding
fiscal year, plus the product of the dollar amount of the
tax for policy years ending in the preceding fiscal year
and the percentage increase in the projected per capital
amount of National Health Expenditures, as most recent-
ly published before the beginning of the fiscal year. In the
case of insured plans, the issuer of the policy is liable for
payment of the tax; in the case of self-insured plans, the
sponsor is liable for payment of the tax.

Increase the penalty on nonqualified distri-
butions from health savings accounts (HSAs).—
Individuals with a high deductible health plan may es-

tablish and make tax-deductible contributions to an HSA.
Distributions that are used for qualified medical expenses
or are made after the death, disability, or attainment of
the age of Medicare eligibility are excluded from gross in-
come for tax purposes. All other distributions are includ-
ed in gross income and subject to an additional tax, which
was ten percent of the disbursed amount under prior law.
Effective for such distributions made in taxable years be-
ginning after December 31, 2010, this Act increased the
additional tax to 20 percent of the disbursed amount.

Limit qualified benefits under health flexible
spending arrangements (health FSAs) under caf-
eteria plans.—In general, both the value of employer-
provided health coverage and any reimbursements for
medical care expenses provided under an accident or
health plan are excluded from the gross income of the
employee for income and payroll tax purposes. Health
coverage may also be provided by an employer through
health FSAs, which allow reimbursement for medical care
expenses not reimbursed by a health insurance plan, up
to a specified dollar amount. Health coverage provided in
the form of one of these flexible spending arrangements
is also excluded from gross income for income and pay-
roll tax purposes. Under this Act, in order for the health
coverage provided by a health FSA to be excluded from
gross income for income and payroll tax purposes, the
maximum amount of salary reduction by each employee
in taxable year 2013 may not exceed $2,500. For taxable
years beginning after December 31, 2013, this amount is
indexed annually to the CPI-U, with any increase that is
noté a multiple of $50 rounded down to the next multiple
of $50.

Eliminate deduction for prescription drug plan
costs allocable to excludable subsidy payments.—
Sponsors of qualified retiree prescription drug plans are
eligible for subsidy payments with respect to a portion of
each qualified covered retiree’s gross covered prescription
drug costs. Under current law, these prescription drug
costs are deductible, even though the subsidy payments
allocable to a portion of these expenses were excluded
from the plan sponsor’s gross income for purposes of the
regular income tax and the AMT. Under this Act, effec-
tive for taxable years beginning after December 31, 2012,
the amount otherwise allowable as a deduction for pre-
scription drug expenses is reduced by the amount of the
excludable subsidy payments received.

Modify the itemized deduction for medical ex-
penses.—For purposes of the regular individual income
tax, taxpayers are allowed an itemized deduction for un-
reimbursed medical expenses to the extent that such ex-
penses exceed 7.5 percent of AGI. For purposes of the
AMT, medical expenses are deductible only to the extent
that they exceed 10 percent of AGI. Effective for tax-
able years beginning after December 31, 2012, this Act
increased the threshold for the itemized deduction to 10
percent of AGI for regular income tax purposes. However,
for taxable years 2013 through 2016, the threshold re-



178

ANALYTICAL PERSPECTIVES

mains at 7.5 percent of AGI if either the taxpayer or the
taxpayer’s spouse turns 65 before the end of the taxable
year. For purposes of the AMT, the 10-percent threshold
of current law is unchanged.

Conform the definition of medical expenses to the
definition used for the medical expense itemized
deduction.—Employees generally are not taxed on the
value of employer-provided health coverage under an ac-
cident or health plan, or on any reimbursements for medi-
cal care expenses provided under an accident or health
plan, a health FSA, a health reimbursement arrange-
ment, a health savings account, or an Archer medical sav-
ings account. Prior to this Act, the definition of medical
care for purposes of the exclusion from income for such
employer-provided health coverage and reimbursements
included expenses for medicine available without a pre-
scription (over-the-counter medicines). In contrast, any
amount paid for medicine or drugs that is not reimbursed
by insurance or otherwise is deductible as a medical ex-
pense only if the medicine or drug is a prescribed drug or
insulin. Any uncompensated amount paid for over-the-
counter medicine is not deductible. Under this Act, effec-
tive for expenses incurred after December 31, 2010, the
cost of over-the-counter medicines reimbursed through
a health FSA, a health reimbursement arrangement,
a health savings account, or an Archer medical savings
account is no longer excluded from taxable income. The
provision does not apply to reimbursements for over-the-
counter medicines prescribed by a physician.

Limit the deduction for compensation paid to cer-
tain employees by a covered health insurance pro-
vider.—An employer generally may deduct reasonable
compensation for personal services as an ordinary and
necessary business expense. However, the otherwise al-
lowable deduction for compensation paid or accrued with
respect to a covered employee of a publicly held corpora-
tion is limited to no more than $1 million per year. Under
this Act, the deduction limit is reduced to $500,000 with
respect to compensation for services performed for a “cov-
ered health insurance provider” by any officer, employee,
director or other worker or service provider. In general,
a health insurance provider is a covered health insurance
provider if at least 25 percent of its gross premiums from
health insurance is from minimum essential coverage.
Simply maintaining a self-insured plan does not cause an
employer to become a covered health insurance provider.
The limitation is effective for compensation paid in tax-
able years beginning after December 31, 2012, with re-
spect to services performed after December 31, 2009.

Non-Health-Related Offsets

Levy an additional payroll tax on the wages
of high-income employees.—The Federal Insurance
Contributions Act (FICA) and the Self-Employment
Contributions Act (SECA) impose Medicare (HI) payroll
taxes on the covered wages of employees and covered

net earnings of self-employed individuals, respectively.
Currently, the employee’s share of HI payroll taxes is
equal to 1.45 percent of covered wages and the HI pay-
roll tax paid by self-employed individuals is equal to 2.9
percent of covered net earnings from self-employment.
Effective for covered wages paid and covered net earnings
from self-employment received in taxable years beginning
after December 31, 2012, this Act levied an additional HI
payroll tax of 0.9 percent on covered wages and covered
net self-employment earnings in excess of the following
threshold amounts: $250,000 for married taxpayers filing
a joint return or a surviving spouse, $125,000 for married
taxpayers filing a separate return, and $200,000 for all
other returns. For married taxpayers filing a joint return
the additional tax is on the combined wages of the em-
ployee and the employee’s spouse. This Act did not index
the income thresholds for inflation.

Levy an additional tax on the net investment in-
come of certain individuals, estates and trusts.—
Effective for taxable years beginning after December 31,
2012, this Act levied an additional tax on the net invest-
ment income of an individual, an estate, or a trust. In the
case of an individual, the tax is 3.8 percent of the lesser of
net investment income or the excess of modified AGI (AGI
increased by the amount excluded from income as foreign
earned income) over the following threshold amounts:
$250,000 for married taxpayers filing a joint return or a
surviving spouse, $125,000 for married taxpayers filing
a separate return, and $200,000 for all other returns. In
the case of estates and trusts, the tax is 3.8 percent of
the lesser of undistributed net investment income or the
excess of AGI (as defined in section 67(e) of the Internal
Revenue Code) over the dollar amount at which the high-
est income tax bracket applicable to an estate or trust be-
gins. Investment income is the sum of: (1) gross income
from interest, dividends, annuities, royalties, and rents
(other than those derived from any trade or business to
which the tax does not apply); (2) other gross income de-
rived from any business to which the tax applies; and (3)
net gain (to the extent taken into account in computing
taxable income) attributable to the disposition of property
other than property held in a trade or business to which
the tax does not apply. Net investment income is invest-
ment income reduced by the deductions properly allocable
to such income. This Act did not index the income thresh-
olds for inflation.

Modify cellulosic biofuel producer credit.—An in-
come tax credit is provided for cellulosic biofuel produced
by the taxpayer. Under prior law, the credit was available
(with certain exceptions for nonbusiness use) for all cellu-
losic biofuel sold or used by the producer. Cellulosic biofu-
el was defined as any liquid fuel that: (1) is produced from
any lignocellulosic or hemicellulosic matter that is avail-
able on a renewable or recurring basis, and (2) meets the
registration requirements for fuels and fuel additives es-
tablished by the Environmental Protection Agency (EPA)
under section 211 of the Clean Air Act (EPA registration
requirements). Liquid byproducts derived from the kraft
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process for making paper or pulp (known as black liquor)
are produced from lignocellulosic or hemicellulosic mat-
ter available on a renewable or recurring basis. Any such
liquid byproducts that meet the EPA registration require-
ments would qualify as cellulosic biofuel under prior law
and, to the extent so qualifying, result in substantial rev-
enue losses and a windfall to the paper industry. This Act
modified the cellulosic biofuel producer credit to exclude
fuels with significant water, sediment, or ash content such
as black liquor. Credits ceased to be available effective for
such fuels sold or used on or after January 1, 2010.

Codify “economic substance” doctrine.—The eco-
nomic substance doctrine is a judicial rather than stat-
utory tax doctrine that has been used by the Internal
Revenue Service (IRS) and applied by the courts for many
years to disallow tax benefits from transactions that do
not meaningfully change a taxpayer’s economic posi-
tion, even if the transactions technically comply with the
Internal Revenue Code. This Act added a new provision
to the Internal Revenue Code clarifying that a transac-
tion must have both objective economic substance and a
substantial nontax business purpose to satisfy the judi-
cial economic substance doctrine. The new provision ad-
dresses what constitutes objective economic substance
and a substantial nontax business purpose. This Act also
imposed a 20-percent penalty on any understatement of
tax resulting from a transaction lacking economic sub-
stance, even when the taxpayer has reasonable cause for
the understatement. The penalty is increased to 40 per-
cent if the taxpayer does not adequately disclose the rel-
evant facts affecting the tax treatment in the return or in
a statement attached to the return. These changes apply
to transactions entered into after March 30, 2010.

Require information reporting on payments to
corporations and payments for property.—Generally,
under prior law, a taxpayer making payments to a recipi-
ent aggregating to $600 or more for services or determin-
able gains in the course of a trade or business in a cal-
endar year was required to send an information return
to the IRS setting forth the amount, as well as the name
and address of the recipient of the payment (generally on
Form 1099). This information reporting requirement did
not apply to payments to corporations or payments for
property. Effective for payments made after December
31, 2011, this Act expanded the information reporting re-
quirement to include payments to a corporation (except a
tax-exempt corporation) and payments for property.

Modify the timing of estimated tax payments by
corporations.—Corporations generally are required
to pay their income tax liability in quarterly estimated
payments. For corporations that keep their accounts on
a calendar year basis, these payments are due on or be-
fore April 15, June 15, September 15 and December 15.
If these dates fall on a holiday or weekend, payment is
due on the next business day. This Act increased the es-
timated tax payments due in July through September of

2014 by corporations with assets of at least $1 billion by
15.75 percentage points to 173.5 percent of the amount
otherwise due. For corporations affected by this provi-
sion, the next required estimated tax payment is reduced
accordingly.

Adoption Assistance

Extend and modify the adoption tax credit.—
Under prior law, a nonrefundable tax credit was provided
for the first $10,000 of qualified expenses paid or incurred
in the adoption of a child before January 1, 2011. The
$10,000 amount was indexed annually for inflation, ef-
fective for taxable years beginning after December 31,
2002. For a child with special needs, the maximum credit
was provided regardless of whether qualified adoption
expenses were incurred. The credit phased out ratably
for taxpayers with modified AGI between $150,000 and
$190,000. The start of the phase-out range was indexed
annually for inflation effective for taxable years begin-
ning after December 31, 2002, but the width of the phase-
out range remained at $40,000. The adoption tax credit
was allowed against the AMT. This Act increased the
maximum credit, which was $12,170 per eligible child in
2010 under prior law, to $13,170 per eligible child in 2010,
made the credit refundable, and extended the increased
credit (adjusted for inflation) through December 31, 2011.

Extend and modify the exclusion for employer-
provided adoption assistance.—Under prior law, up to
$10,000 per child in qualified adoption expenses paid or
reimbursed by an employer under an adoption assistance
program was excluded from the gross income of an em-
ployee, effective for expenses incurred before January 1,
2011. The $10,000 amount was indexed annually for infla-
tion, effective for taxable years beginning after December
31, 2002. For the adoption of a child with special needs,
the exclusion was provided regardless of whether quali-
fied adoption expenses were incurred. The exclusion
phased out ratably for taxpayers with modified AGI be-
tween $150,000 and $190,000. The start of the phase-
out range was indexed annually for inflation, effective for
taxable years beginning after December 31, 2002, but the
width of the phase-out range remained at $40,000. This
Act increased the maximum exclusion amount, which
was $12,170 per eligible child in 2010 under prior law, to
$13,170 per eligible child in 2010, and extended the in-
creased exclusion amount (adjusted for inflation) through
December 31, 2011.

FEDERAL AVIATION ADMINISTRATION
EXTENSION ACT OF 2010
(Public Law 111-153)

This Act, which was signed into law by President
Obama on March 31, 2010, extended the authority to col-
lect taxes that fund the Airport and Airway Trust Fund
through April 30, 2010. These taxes had been scheduled
to expire after March 31, 2010, under prior law.
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CONTINUING EXTENSION ACT OF 2010
(Public Law 111-157)

Under this Act, which was signed into law by President
Obama on April 15, 2010, the initial eligibility period for
emergency unemployment compensation and several oth-
er unemployment programs was extended from April 5,
2010, through June 2, 2010. This Act also extended eli-
gibility for COBRA health insurance premium assistance
to qualified individuals involuntarily terminated after
March 31, 2010, and before June 1, 2010. Retroactive eli-
gibility was provided for individuals who became eligible
for COBRA assistance between April 1, 2010, and April
15, 2010.

ATRPORT AND AIRWAY EXTENSION ACT OF 2010
(Public Law 111-161)

This Act, which was signed into law by President
Obama on April 30, 2010, extended the authority to col-
lect taxes that fund the Airport and Airway Trust Fund
through July 3, 2010. These taxes had been scheduled to
expire after April 30, 2010, under prior law.

HAITI ECONOMIC LIFT PROGRAM (HELP) ACT
OF 2010
(Public Law 111-171)

This Act, which was signed into law by President Obama
on May 24, 2010, extended both the Haitian Opportunity
through Partnership Encouragement (HOPE) program
and the Caribbean Basin Trade Partnership Act, under
which Haiti receives unilateral preferences, through
September 30, 2020. This Act also expanded duty-free
access to the U.S. market for additional Haitian textile
and apparel exports by increasing tariff preference levels
for certain knit and woven apparel products. In addition,
estimated tax payments due in July through September
by corporations with assets of at least $1 billion were in-
creased to 174.25 percent of the amount otherwise due in
2014 and to 122.25 percent of the amount otherwise due
in 2015. For corporations affected by this provision, the
next required estimated tax payment is reduced accord-

ingly.

PRESERVATION OF ACCESS TO CARE FOR
MEDICARE BENEFICIARIES AND PENSION
RELIEF ACT OF 2010
(Public Law 111-192)

This Act, which was signed into law by President
Obama on June 25, 2010, reversed a 21.3 percent cut in
Medicare physician reimbursements that took effect on
June 1, 2010, provided a 2.2 percent update to physician
payment rates through November 30, 2010, and provided
pension funding relief to single-employer and multiem-
ployer defined benefit pension plans. The pension funding
relief measures, which affect governmental receipts, were
intended to give plan sponsors additional time to amor-
tize pension funding shortfalls. Under this Act, sponsors

of single-employer plans were allowed to elect a “2 plus 7”
payment schedule under which they make interest-only
payments for two years and amortize the balance of any
shortfall over the next seven years, or a 15-year amortiza-
tion schedule. Employers that accept the funding relief
provided in this Act are required to reduce that relief by
amounts spent on excessive compensation and certain
large dividends and stock repurchases. Multiemployer
plans were allowed to elect an extended (up to 30-year)
amortization period for certain losses incurred during the
first two plan years ending after August 31, 2008, and the
maximum smoothing period for determining plan asset
values was extended from five years to ten years for the
first two plan years ending after August 31, 2008.

ATIRPORT AND AIRWAY EXTENSION ACT OF
2010, PART 11
(Public Law 111-197)

This Act, which was signed into law by President
Obama on July 2, 2010, extended the authority to col-
lect taxes that fund the Airport and Airway Trust Fund
through August 1, 2010. These taxes had been scheduled
to expire after July 3, 2010, under prior law.

HOMEBUYER ASSISTANCE AND IMPROVEMENT
ACT OF 2010
(Public Law 111-198)

This Act, which was signed into law by President
Obama on July 2, 2010, extended the closing deadline for
qualifying home purchases to be eligible for the home-
buyer tax credit through September 30, 2010. Under
prior law, to be eligible for the credit, homeowners were
required to close on the purchase of qualifying property
before July 1, 2010. This Act also expanded the prior law
penalty for a bad check or money order in payment to the
IRS to apply to electronic payments.

DODD-FRANK WALL STREET REFORM AND
CONSUMER PROTECTION ACT
(Public Law 111-203)

This Act, the most sweeping overhaul of U.S. finan-
cial regulations since the 1930s, was signed into law by
President Obama on July 21, 2010. In addition to pro-
moting the financial stability of the United States by im-
proving accountability and transparency in the financial
sector and securities market, this Act established a new
consumer protection bureau and increased oversight of
derivatives markets. The major provisions of this Act
that affect receipts are described below.

Establish and fund an Office of Financial
Research.—This Act created a Financial Stability
Oversight Council (FSOC), supported by an Office of
Financial Research (OFR). The purpose of the FSOC is
to identify risks to the financial stability of the United
States, promote market discipline by eliminating ex-
pectations that the Government will shield compa-
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nies from losses in the event of failure, and respond to
emerging threats to the stability of the United States
financial system. The purpose of the OFR is to support
the FSOC in fulfilling its purposes and duties by col-
lecting data, performing research, and developing tools
for risk measurement and monitoring. Any expenses of
the FSOC are treated as expenses of, and paid by, the
OFR from amounts deposited in the Financial Research
Fund. During the two-year period beginning July 22,
2010, the Federal Reserve System will provide funds
sufficient to cover the expenses of the OFR. These de-
posits are recorded as governmental receipts trans-
ferred from the Federal Reserve, consistent with the
existing treatment of deposits of excess earnings of the
Federal Reserve System. At the end of that two-year
period, the OFR will be funded by an assessment on
bank holding companies with total consolidated assets
of $50 billion or more and nonbank financial companies
supervised by the Federal Reserve.

Establish and fund an orderly liquidation au-
thority.—This Act established an orderly liquidation
authority to mitigate serious adverse effects on finan-
cial stability in the United States. All costs associated
with this authority, including those associated with
the orderly liquidation of covered financial companies
and the payment of administrative expenses, are borne
first by shareholders and unsecured creditors, and
then, if necessary, by risk-based assessments on bank
holding companies with total consolidated assets of
$50 billion or more and nonbank financial companies
supervised by the Federal Reserve. The assessments,
which are deposited in the Orderly Liquidation Fund,
are imposed on a graduated basis, with financial com-
panies having greater assets and risk being assessed
at a higher rate.

Authorize the Federal Reserve to levy assess-
ments on regulated entities to cover the costs of ex-
aminations.—This Act authorized the Federal Reserve
to levy assessments on bank holding companies with
total consolidated assets of $50 billion or more, savings
and loan holding companies with total consolidated as-
sets of $50,000 or more, and nonbank financial compa-
nies supervised by the Federal Reserve. The amount
collected will equal the total amount estimated by the
Federal Reserve to be necessary or appropriate to carry
out its supervisory and regulatory responsibilities with
respect to such companies.

Authorize the Securities and Exchange Commission
(SEC) to levy fees on security sales sufficient to cover
all costs.—This Act authorized the SEC to collect transac-
tion fees on the dollar amount of security sales sufficient to
recover the costs to the Federal Government of the annual
appropriation to the SEC by Congress. These fees generally
would be effective October 1, 2011.

Establish and fund the Bureau of Consumer
Financial Protection.—This Act established the Bureau

of Consumer Financial Protection in the Federal Reserve
to regulate the offering and provision of consumer finan-
cial products or services under the Federal consumer
financial laws. Each fiscal year the Federal Reserve is
required to deposit in the Bureau of Consumer Financial
Protection Fund an amount less than or equal to a speci-
fied fixed percentage of total operating expenses of the
Federal Reserve, as reported in its 2009 annual report.
Amounts transferred may not exceed the following per-
centages of total operating expenses: 10 percent in 2011,
11 percent in 2012, and 12 percent in 2013, indexed annu-
ally for inflation in each subsequent year. These amounts
are recorded as governmental receipts transferred from
the Federal Reserve, consistent with the existing treat-
ment of deposits of excess earnings of the Federal Reserve
System.

Establish and fund a Consumer Financial Civil
Penalty Fund.—This Act established the Consumer
Financial Civil Penalty Fund in the Federal Reserve to
compensate victims of activities for which civil penalties
have been imposed under the Federal consumer finan-
cial laws. Any civil penalty obtained by the Bureau of
Consumer Financial Protection against any person in any
judicial or administrative action under Federal consumer
financial laws is deposited in the Fund.

Establish and fund a Securities and Exchange
Commission Investor Protection Fund.—This Act en-
hanced whistleblower protections for securities and cre-
ated the Securities and Exchange Commission Investor
Protection Fund to provide financial awards to whistle-
blowers and to fund the activities of the Inspector General
of the Commission. Any monetary sanctions collected by
the Commission in any judicial or administrative action
under the securities laws that is not added to a disgorge-
ment or other fund or otherwise distributed to victims of
a violation of the securities laws is deposited in the Fund,
provided the balance of the Fund at the time the mon-
etary judgment is collected does not exceed $300 million.

Exempt swaps and certain other derivative con-
tracts from section 1256 of the Internal Revenue
Code.—Under current law, taxpayers are generally re-
quired to mark their section 1256 contracts to market
on the last day of their taxable year and to treat income
and loss from such contracts as 60 percent long-term and
40 percent short-term, assuming that the contracts are
capital assets. Over-the-counter derivatives, on the other
hand, have not been governed by section 1256. Under this
Act, many over-the-counter swap contracts are required
to be cleared and settled on regulated clearinghouses
and exchanges, creating uncertainty about whether these
swap contracts become section 1256 contracts. Therefore,
this Act exempted income on any interest rate swap, cur-
rency swap, basis swap, interest rate cap, interest rate
floor, commodity swap, equity swap, equity index swap,
credit default swap, or similar agreement from section
1256, thereby allowing non-section 1256 character and
timing rules to apply.
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RENEWAL OF IMPORT RESTRICTIONS UNDER
BURMESE FREEDOM AND DEMOCRACY ACT OF
2003
(Public Law 111-210)

This Act, which was signed into law by President Obama
on July 27, 2010, extended for one year, through July 28,
2011, the ban on all imports from Burma, including a ban
on imports of certain gemstones originating from Burma
and on jewelry containing such gemstones. In addition,
estimated tax payments due in July through September
by corporations with assets of at least $1 billion were in-
creased to 122.5 percent of the amount otherwise due in
2015. For corporations affected by this provision, the next
required estimated tax payment is reduced accordingly.

AIRLINE SAFETY AND FEDERAL AVIATION
ADMINISTRATION EXTENSION ACT OF 2010
(Public Law 111-216)

This Act, which was signed into law by President
Obama on August 1, 2010, extended the authority to col-
lect taxes that fund the Airport and Airway Trust Fund
through September 30, 2010. These taxes had been
scheduled to expire after August 1, 2010, under prior law.

EDUCATION JOBS AND MEDICAID ASSISTANCE
ACT
(Public Law 111-226)

This Act, which was signed into law by President
Obama on August 10, 2010, provided temporary increased
funding to States for Medicaid and education programs.
The cost of the increased funding was paid for by reduc-
tions in spending for other Federal programs, limitations
on the use of foreign tax credits, and elimination of the
advanced refundability of the earned income tax credit.
The major provisions of the Act that affect receipts are
described below.

Limit the Use of Foreign Tax Credits

Under current law, subject to certain limitations, a tax-
payer may choose to claim a credit against its U.S. income
tax liability for income, war profits, and excess profits tax-
es paid or accrued during the taxable year to any foreign
country or any possession of the United States. The per-
son considered to have paid the foreign taxes is the person
on whom foreign law imposes legal liability for such taxes.
The foreign tax credit generally is limited to a taxpayer’s
U.S. tax liability on foreign-source taxable income. If the
total amount of foreign income taxes paid for the year ex-
ceeds the taxpayer’s foreign tax credit limitation for the
year, the excess foreign taxes may be carried back to the
previous taxable year or carried forward ten years. The
foreign tax credit limitation generally is applied separate-
ly for income in two different “baskets” (passive basket

income and general basket income). Passive basket in-
come generally includes investment income; general bas-
ket income is all income that is not in the passive basket.
Credits for foreign taxes imposed on income in one basket
cannot be used to offset U.S. taxes on income in the other
basket. This Act included several provisions that limited
the use of foreign tax credits, which include the following:
Provide rules to prevent splitting foreign tax
credits from the income to which they relate.—
Under this Act, foreign income taxes paid or accrued
by a U.S. taxpayer will not be taken into account for
Federal tax purposes before the taxable year in which
the related income is taken into account by the taxpay-
er. The provision generally is effective with respect to
foreign income taxes paid or accrued by U.S. taxpayers
in taxable years beginning after December 31, 2010.
Deny foreign tax credit with respect to foreign
income that is not subject to U.S. taxation by rea-
son of covered asset acquisitions.—Under this Act,
a foreign tax credit is denied for the portion of any for-
eign income tax paid or accrued on income that is not
subject to U.S taxation by reason of a “covered asset
acquisition.” The provision generally is effective for
covered asset acquisitions after December 31, 2010.
Provide other limitations on the use of foreign
tax credits and address loopholes in certain in-
ternational tax provisions.—Effective for taxable
years beginning after December 31, 2010, this Act ter-
minated the special rules for interest and dividends
received from persons meeting the 80-percent foreign
business requirements. In addition, this Act: (1) modi-
fied the affiliation rules for purposes of allocating the
interest expense of an affiliated group of corporations
(effective for taxable years beginning after August 10,
2010); (2) applied a separate foreign tax credit limita-
tion for each item of income that is resourced under a
U.S. income tax treaty (effective for taxable years be-
ginning after August 10, 2010); (3) limited the amount
of foreign taxes deemed paid with respect to any sec-
tion 956 inclusion (effective for acquisitions of U.S.
property after December 31, 2010); and (4) modified
the special rule with respect to certain redemptions
by foreign corporations (effective for acquisitions after
August 10, 2010).

Earned Income Tax Credit (EITC)

Eliminate advanced EITC.—Under prior law, tax-
payers eligible for the refundable EITC who had one or
more qualifying children were allowed to elect to receive
advanced payment of a portion of the credit through
their employer. This Act repealed the advanced refund-
ability option, effective for taxable years beginning after
December 31, 2010. Taxpayers with positive tax liability
can, however, continue to receive all or part of the non-
refundable portion of the EITC during the year by adjust-
ing their withholding.
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UNITED STATES MANUFACTURING
ENHANCEMENT ACT OF 2010
(Public Law 111-227)

This Act, which was signed into law by President
Obama on August 11, 2010, suspended tariffs on more
than 600 items imported into the United States through
December 31, 2012. These suspensions, many of which
were retroactive to December 31, 2009, applied to vari-
ous chemicals, textiles and consumer goods that are not
produced in the United States and needed as inputs in
the production process by U.S. manufacturers. This Act
also increased the estimated tax payments due in July
through September of 2015 by corporations with assets
of at least $1 billion to 123.25 percent of the amount oth-
erwise due. For corporations affected by this provision,
the next required estimated tax payment is reduced ac-
cordingly.

FIREARMS EXCISE TAX IMPROVEMENT ACT OF
2010
(Public Law 111-237)

This Act, which was signed into law by President Obama
on August 16, 2010, modified the timing of the payment of
Federal excise taxes imposed on firearms, shells, and car-
tridges and required that orders of restitution for victims
of crime be assessed and collected in the same manner as
delinquent taxes. This Act also increased the estimated
tax payments due in July through September of 2015 by
corporations with assets of at least $1 billion to 122.75
percent of the amount otherwise due. For corporations
affected by this provision, the next required estimated tax
payment is reduced accordingly.

SMALL BUSINESS JOBS ACT OF 2010
(Public Law 111-240)

This Act, which was signed into law by President
Obama on September 27, 2010, included a number of
provisions that provide tax relief to small businesses and
included revenue-raising provisions that reduce the tax
gap, promote retirement preparation, and close unintend-
ed loopholes in the U.S. tax system. The major provisions
of the Act that affect receipts are described below.

Provide Tax Relief to Small Businesses

Provide temporary increase in exclusion from
tax for capital gains realizations on certain small
business stock.—Current law provides a 50-percent ex-
clusion from tax for capital gains realized on the sale of
certain small business stock held for more than five years.
The amount of gain eligible for the exclusion is limited
to the greater of $10 million or ten times the taxpayer’s
basis in the stock. The exclusion is limited to individual
investments and not the investments of a corporation.
Effective for stock issued after February 17, 2009, and be-
fore January 1, 2011, ARRA increased the exclusion to 75
percent. This Act increased the exclusion to 100 percent,

effective for qualified small business stock issued after
September 27, 2010 and before January 1, 2011, and held
for more than five years.

Allow five-year carryback of the general business
credit for eligible small businesses.—Under current
law, the general business credit may be carried back one
year and carried forward up to 20 years. This Act pro-
vided eligible small businesses the election to increase
the carryback period for the general business credit to
five years, effective for tax credits applicable to the first
taxable year of the taxpayer beginning in 2010. This Act
also allowed eligible small businesses to use the general
business credit against AMT liability. Eligible small busi-
nesses include sole proprietorships, partnerships, and
non-publicly traded corporations with $50 million or less
in average annual gross receipts for the prior three years.

Provide a temporary reduction in the recogni-
tion period for the taxation of S corporation built-in
gains.—Unlike C corporations, S corporations generally
pay no corporation income tax. Instead, each sharehold-
er takes into account their share of the income or loss of
the S corporation on their individual income tax return.
However, if a C corporation converts to an S corporation,
corporation income taxes are levied on the gains that
arose prior to the conversion to an S corporation if such
gains are recognized during the 10-year recognition pe-
riod, which begins the first day of the first taxable year for
which the S corporation election is in effect. The recogni-
tion period is reduced to seven years if the seventh tax-
able year in the recognition period precedes taxable years
2009 or 2010. This Act temporarily reduced the recogni-
tion period to five years if the fifth year in the recognition
period precedes taxable year 2011.

Expand and temporarily increase expensing for
small business.—Under a temporary provision of prior
law, business taxpayers were allowed to expense up to
$250,000 in annual investment expenditures for qualify-
ing property (including off-the-shelf computer software)
placed in service in taxable years beginning in 2008 and
2009. The maximum amount that could be expensed was
reduced by the amount by which the taxpayer’s cost of
qualifying property exceeded $800,000. Earlier in 2010,
the HIRE Act extended the $250,000 annual expens-
ing and $800,000 annual investment limits for one year,
through taxable years beginning in 2010. In 2011, the
annual expensing and investment limits were scheduled
to decline to $25,000 and $200,000, respectively. This Act
increased the annual expensing and investment limits to
$500,000 and $2,000,000, respectively, effective for tax-
able years beginning in 2010 and 2011. In addition, this
Act expanded the definition of qualifying property to in-
clude certain real property, such as qualified leasehold
improvement property, qualified restaurant property and
qualified retail improvement property for taxable years
beginning in 2010 and 2011. However, the maximum
amount of such real property that may be expensed is
$250,000.
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Extend temporary bonus depreciation for certain
property.—Under temporary provisions of prior laws, an
additional first-year depreciation deduction equal to 50
percent of the adjusted basis of the property was provid-
ed for qualifying property acquired and placed in service
in calendar years 2008 and 2009. The placed-in-service
deadline was extended through 2010 for certain longer-
lived and transportation property, but only basis attrib-
utable to manufacture, construction, or production before
January 1, 2010 qualified for the additional allowance.
Corporations otherwise eligible for additional first-year
depreciation were allowed to elect to claim additional re-
search or AMT tax credits in lieu of the additional first-
year depreciation deduction for qualified property. This
Act extended the bonus depreciation provision for one
year, but did not extend the election to claim additional
research or AMT tax credits in lieu of the additional first-
year depreciation. The provision applies to qualifying
property acquired and placed in service in calendar year
2010 (with an extension of the placed-in-service deadline
through 2011 for certain longer-lived and transportation
property).

Disregard bonus depreciation for the purpose of
computing percentage completion.—In general, the
taxable income from a long-term contract is determined
each year by recognizing the portion of contract revenue
that corresponds with the percentage of a contract that
has been completed under the percentage-of-completion
method. Under such method, the percentage of comple-
tion is determined by comparing costs (including depre-
ciation) allocated to the contract and incurred before the
end of the taxable year, with the estimated total cost of
the contract. Under this Act, solely for purposes of deter-
mining the percentage of completion, the cost of qualified
property is taken into account as if bonus depreciation
had not been enacted. Qualified property is property oth-
erwise eligible for bonus depreciation that has a Modified
Accelerated Cost Recovery System (MACRS) recovery pe-
riod of 7 years or less and that is placed in service after
December 31, 2009, and before January 1, 2011 (before
January 1, 2012, in the case of certain long-lived and
transportation property).

Provide temporary increase in the deduction for
start-up expenditures.—A taxpayer generally is al-
lowed to elect to deduct up to $5,000 of start-up expendi-
tures (amounts otherwise deductible as an expense had
they not been paid or incurred before business begins) in
the taxable year in which the active trade or business be-
gins. The $5,000 amount is reduced (but not below zero),
by the amount by which the cumulative cost of start-
up expenditures exceeds $50,000. Effective for taxable
years beginning in 2010, this Act increased the amount
of start-up expenditures a taxpayer may elect to deduct
to $10,000; that amount is reduced (but not below zero)
by the amount by which the cumulative cost of start-up
expenditures exceeds $60,000.

Modify the penalty for failure to disclose certain
information with regard to “reportable transac-
tions.”—Taxpayers are required to disclose on their tax
return certain information with respect to each reportable
transaction (a transaction identified by the IRS as having
the potential for tax avoidance or evasion) in which they
participate. There are five categories of reportable transac-
tions: listed transactions, confidential transactions, trans-
actions with contractual protection, certain loss transac-
tions, and transactions of interest. Under prior law, the
maximum penalty for failure to comply with the report-
ing requirements for listed transactions was $100,000 for
natural persons and $200,000 for all other taxpayers. For
all other reportable transactions, the maximum penalty
was $10,000 for natural persons and $50,000 for all other
taxpayers. Effective for all such penalties assessed after
December 31, 2006, this Act changed the penalty to equal
75 percent of the reduction in tax reported as a result of
participation in the transaction, or that would result if
the transaction were respected for Federal tax purposes,
subject to the prior law maximum penalty amounts and
the following minimum penalty amounts: $5,000 for natu-
ral persons and $10,000 for all other taxpayers.

Allow self-employed taxpayers to temporarily de-
duct the cost of health insurance for purposes of
calculating net self-employment income subject to
Social Security and Medicare payroll taxes.—Self-
employed taxpayers are not allowed to deduct the cost of
health insurance for themselves and their family for pur-
poses of determining net self-employment income subject
to Social Security and Medicare payroll taxes. This Act
allowed self-employed taxpayers to deduct these costs for
purposes of calculating net self-employment income sub-
ject to such taxes, effective for taxable year 2010.

Remove cell phones and similar telecommunica-
tions equipment from the definition of listed prop-
erty.—Taxpayers generally are allowed a deduction for
ordinary and necessary expenses paid or incurred in car-
rying on a trade or business. However, with respect to
“listed property,” the deduction may be limited or disal-
lowed. Prior to passage of this Act, cellular telephones and
similar telecommunications equipment were included in
listed property. Deductions are disallowed for listed prop-
erty unless the taxpayer substantiates: (1) the amount
of such expense or other item; (2) the use of the listed
property; (3) the business purpose of the expense or other
item; and (4) the business relationship to the taxpayer of
persons using the listed property. If the listed property is
not used predominantly for business purposes (or if not
properly substantiated), annual depreciation deductions
(and any small business expensing deduction) are limited.
Under this Act, cell phones and similar telecommunica-
tions equipment are no longer defined as listed proper-
ty, effective for taxable years ending after December 31,
2009, and the strict substantiation of use and limitation
on depreciation deductions applicable to listed property
no longer apply to such equipment.



15. GOVERNMENTAL RECEIPTS

185

Reduce the Tax Gap

Require information reporting for rental prop-
erty expense payments.—Under this Act, recipients of
rental income making payments of $600 or more to a ser-
vice provider, such as a plumber, painter or accountant
in the course of earning rental income, are required to
send an information return to the IRS and to the service
provider, effective for payments made after December 31,
2010. Exceptions to the reporting requirement are made
for taxpayers (including members of the military or em-
ployees of the intelligence community) who rent their
principal residence on a temporary basis, for those who
receive only small amounts of rental income per year, or
for those for whom the requirements would cause hard-
ship, as determined by the Secretary of the Treasury in
accordance with regulations.

Increase information return penalties.—Present
law imposes information reporting requirements on par-
ticipants in certain transactions. Any person who is re-
quired to file a correct information return but fails to do
so on or before the prescribed filing date is subject to a
penalty that varies based on when, if at all, the correct
information return is filed. Penalties are also imposed on
taxpayers for failure to furnish a correct statement to a
payee. This Act increased the penalties for failure to file
an information return and for failure to provide a correct
statement to a payee, effective for such statements re-
quired to be filed after December 31, 2010. The increased
penalty amounts are adjusted to account for inflation ev-
ery five years.

Levy payments to Federal contractors with de-
linquent tax debt.—Under the Federal Payment Levy
Program, the IRS is allowed to continuously levy up to 15
percent of government payments to Federal contractors
who are delinquent on their Federal tax obligations. The
IRS is required to provide the delinquent taxpayer with
a notice of intention to levy and a notice of the right to an
administrative hearing (referred to as a collections due
process notice, or CDP notice), 30 days before the levy is
scheduled to begin. Under prior law, if the taxpayer did
not respond within 30 days, the IRS could begin the levy
process. However, if the taxpayer requested a CDP, the
IRS could not proceed with the levy until the CDP hear-
ing and any subsequent judicial review were completed.
Under this Act, the IRS is allowed to levy payments to
Federal contractors identified under the Federal Payment
Levy Program prior to the CDP hearing, effective for lev-
ies issued after September 27, 2010.

Promote Retirement Preparation

Allow participants in certain governmental re-
tirement plans to treat elective deferrals as Roth
contributions.—A qualified Roth contribution program
is a program under which a participant may elect to make
designated Roth contributions in lieu of all or a portion

of the elective deferrals that the participant otherwise
would be eligible to make under the applicable retirement
plan. To qualify as a qualified Roth contribution program
a plan must: (1) establish a separate designated Roth ac-
count for the designated Roth contributions of each par-
ticipant; (2) maintain separate records for each account;
and (3) refrain from allocating to the designated Roth
account amounts from non-designated Roth accounts. If
an “applicable retirement plan” includes a qualified Roth
contribution program, any contribution that a participant
makes under the program is treated as an “elective defer-
ral,” but is not excludable from gross income. This Act
expanded the definition of “applicable retirement plan” to
include eligible deferred compensation plans as defined
under section 457(b) of the Internal Revenue Code main-
tained by a State, a political subdivision of a State, an
agency or instrumentality of a State, or an agency or in-
strumentality of a political subdivision of a State. The
provision is effective for taxable years beginning after
December 31, 2010.

Allow rollovers from elective deferral plans to
Roth designated accounts.—Distributions from a des-
ignated Roth contribution program (except for qualified
distributions) are included in the recipient’s gross income
to the extent allocable to income; qualified distributions
are tax free. Rollover distributions from a designated
Roth contribution program to another designated Roth
contribution program or to a Roth IRA are also tax free.
Rollover distributions from a non-designated Roth ac-
count to another non-designated Roth account are tax
free. Rollover distributions from a non-designated Roth
account to a Roth IRA generally are included in the gross
income of the recipient in the taxable year in which the
distribution occurs, except to the extent the distribution
represents previously taxed contributions. However, for
such distributions made in taxable year 2010, the distri-
bution may be included in gross income in equal amounts
in taxable year 2011 and 2012. Under prior law, distribu-
tions from a non-designated Roth account to a designated
Roth account were not allowed. Under this Act, distribu-
tions from a non-designated Roth account to a designated
Roth account are permitted, effective for distributions
made after September 27, 2010, and such distributions
are included in the gross income of the recipient in the
same manner as if the distribution were rolled over into a
Roth TRA. However, a plan that does not otherwise have
a designated Roth program is not permitted to establish a
designated Roth account solely to accept the rollover con-
tribution.

Permit partial annuitization of a nonqualified
annuity contract.—In general, the earnings and gains
on a deferred annuity contract are not subject to tax dur-
ing the deferral period. When payout commences, the tax
treatment of amounts distributed depends on whether
the amount is received as an annuity (a periodic payment
under specified contract terms) or not as an annuity. For
amounts received as an annuity, an exclusion ratio (the
ratio of the taxpayer’s investment in the contract to the
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total payments expected to be received under the con-
tract) is provided for determining the taxable portion of
each payment. The portion of each payment that is at-
tributable to recovery of the taxpayer’s investment in the
contract is not taxed; the taxable portion of each payment
is taxed as ordinary income. Once the taxpayer has recov-
ered his or her investment in the contract, all further pay-
ments are taxed as ordinary income. If the taxpayer dies
before the full investment in the contract is recovered, a
deduction is allowed on the final return for the remaining
investment in the contract. Amounts not received as an
annuity generally are included in ordinary income to the
extent they exceed the investment in the contract. This
Act modified the taxation of payouts from certain annu-
ity, endowment, or life insurance contracts effective for
payouts made in taxable years beginning after December
31, 2010. Holders apply an exclusion ratio to amounts
received as an annuity under a portion of such a contract
for a period of 10 years or more, or during one or more
lives. The investment in the contract is allocated on a
pro rata basis between each portion of the contract from
which amounts are received (the portion of the contract
received as an annuity and the portion of the contract not
received as an annuity).

Close Unintended Loopholes

Modify cellulosic biofuel producer credit.—An in-
come tax credit is provided for cellulosic biofuel produced
by the taxpayer. Under prior law the credit was avail-
able (with certain exceptions for nonbusiness use) for all
cellulosic biofuel sold or used by the producer. Cellulosic
biofuel was defined as any liquid fuel that: (1) is produced
from any lignocellulosic or hemicellulosic matter (except
for fuels with significant water, sediment, or ash content
such as black liquor) that is available on a renewable or
recurring basis, and (2) meets the registration require-
ments for fuels and fuel additives established by the EPA
under section 211 of the Clean Air Act (EPA registration
requirements). This Act modified the cellulosic biofuel
producer credit to exclude fuels with an acid number
greater than 25, effective for such fuels sold or used on
or after January 1, 2010. As a result, crude tall oil, which
is generated by reacting acid with black liquor soap and
has a normal acid number of between 100 and 175, is no
longer eligible for the credit.

Amend the source rules for income on guaran-
tees.—In a recent court case the U.S. Tax Court held that
the source of guarantee fees should be determined by ref-
erence to the residence of the foreign parent-guarantor.
As a result, the payments were treated as foreign source
income. Under this Act, amounts received, either directly
or indirectly, from a non-corporate resident of the U.S. or
a domestic corporation for the provision of a guarantee
of indebtedness of such resident or corporation is income
from s