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very year or so, Congress reauthorizes a
package of expiring tax provisions com-
monly known as tax extenders. While
not the case every year, every expiring
extender in this year’s package grants an
economic privilege tailored to some particular group
or business interest.! Therefore, Congress should
not renew any of these extenders and should instead
allow them all to expire.

The recurring, temporary policy of tax extenders
imposes unnecessarily high costs that are easily avoid-
able. Forty-seven distinct tax provisions expire in
December 2016, 43 of which are positive tax expen-
ditures, costing taxpayers $19 billion over 10 years.?
Additionally, the yearly indecision around the extend-
ers contributes to economic uncertainty, which dis-
torts long-term financial planning and slows economic
growth.? Temporary tax extenders also induce econom-
ically unproductive lobbying driven by special interests.

Last year, Congress chose to extend some expenditures
indefinitely while extending others temporarily (each
extender expires unless Congress chooses to renew it).*
While not all tax extenders are created equal—some are
corporate favoritism, pure and simple, whereas others
have the potential to alleviate economic distortions
in the income tax—the convention of temporary tax
extenders should be ended. Meanwhile, all of the provi-
sions in this year’s package should be allowed to expire.’

TYPES AND EXAMPLES OF THE 2016 EXPIRING
TAX EXTENDERS

This year there are 43 positive expiring tax expenditures
in our analysis. About half of this year’s extenders are
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privileges in the form of tax credits. A tax credit allows
an amount to be deducted directly from income taxes
owed.® As a policy tool, tax credits are poorly designed
incentives; they introduce unnecessary complexity and
ambiguity to the tax code and most often poorly target
the desired activity. An analysis by Mercatus economist
Matthew D. Mitchell has shown that while tax credits
can help the individual recipients, they usually have no
impact on economic growth.”

Set to expire this year, the “second generation biofuel
producer credit” provides a tax credit of just over a dol-
lar per gallon for certain biofuel producers.® This credit
demonstrates an archetypal problem of using tax credits
as a privilege. The credit’s benefits are highly concen-
trated, available to only a few producers. The benefit
is so enticing and the credit’s design is so complicated
that three government agencies—the Environmental
Protection Agency, the Internal Revenue Service, and
the Department of Justice—have been unable to prop-
erly enforce the provision, as evidenced by several
multi-million-dollar fraud cases involving this credit.’
Even if policymakers decide that certain biofuels need
asubsidy, it should be provided through the more trans-
parent appropriations process rather than obscured and
complicated in the tax code.

After tax credits, the most commonly used tax privi-
leges are various forms of accelerated depreciation and
related expensing. The tax code requires businesses to
deduct the cost of new equipment and other capital pur-
chases over a set number of years, a process known as
tax depreciation. Depreciation is a feature of the income
tax system that unnecessarily distorts tax rates and cre-
ates economic inefficiencies."

Politicians are able to increase the after-tax profitability
of an asset by shortening depreciation timelines and thus
shifting tax payments into the future. Any deviation from
the standard depreciation schedule is a relative tax sub-
sidy for a specific industry or production method.

Specially tailored depreciation timelines or partial
expensing for a privileged industry should be avoided.
Congress should instead transition to a system of “full
expensing”—allowing business to write off all expen-
ditures in the year they are purchased. It would sim-
plify the tax code, increase investment, and reduce the
ability of politically favored industries to gain targeted
tax benefits, while removing economic distortions and
increasing economic growth."
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Included in this year’s list of extenders is a 7-year
recovery period for motorsports entertainment com-
plexes, which allows recovery of motorsports race-
track construction and renovation costs to be realized
over 7 years instead of the typical 15.1 It is possible that
NASCAR racetracks wear out in less than 15 years and
that this special provision corrects their misclassifica-
tion.” However, it is equally likely that NASCAR owners
are the recipients of a tax privilege that is not available
to other similarly situated businesses.

Inaddition to the NASCAR extender, this year’s extenders
include accelerated depreciation provisions for mining,
green energy, racehorses, and film and TV production.
A 2012 report by the Joint Committee on Taxation lists
55 similar statutory changes to depreciation periods.*
Those provisions that use some form of partial or full
expensing should be available to all businesses; if depre-
ciation schedules are to be used, they need to be uniform
and simple without special privileges.

EXTENDERS BY THE NUMBERS

It is important to distinguish between pure tax privi-
leges, such as the biofuel producer credit, and extenders
that, while still privileges, may be economically bene-
ficial if expanded to all taxpayers, such as accelerated
depreciation and expensing. A majority of tax extend-
ers proposed for this year are unambiguously pure tax
privileges. A smaller number of this year’s extenders
should be more carefully examined because they offer
an opportunity to better understand some of the prob-
lems in our income tax system and the misleading way
tax expenditures are measured.”®

Figure 1 shows the number of tax extenders expiring
this year, organized by the type of tax provision used
to grant the privilege. By our count, the current list of
extenders includes 29 pure tax privileges in the form
of credits, deductions, and income deferrals.! Figure
2 shows that this first group’s 10-year budget cost is
$12.5 billion. The remaining 14 extenders in figure 1 are
also tailored privileges that under their current design
should be allowed to expire; these include narrowly tai-
lored depreciation, expensing, tax exclusions, and pref-
erential rates.” The estimated cost of these provisions
is about $6.6 billion (figure 2). If applied to all taxpay-
ers, this second group would correctly be thought of as
patches to our income tax system and should thus not
be counted as tax expenditures at all.!® Even so, periodic
temporary extensions are a poor way to craft tax policy.




FIGURE 1. 2016 TAX EXTENDERS BY COUNT AND TYPE

pure tax privileges

deduction - 4
deferral l 1

other tax privileges

depreciation 7
expensing 3
exclusion 3
preferential rate 1

Source: Joint Committee on Taxation, List of Expiring Federal Tax Provisions 2016-2025, January 8, 2016.

FIGURE 2. 2016 TAX EXTENDERS BY DOLLAR AMOUNT AND CATEGORY

$6.6

2016-2025 cost (billions)

pure tax privileges other tax privileges

Notes: Cost estimates are for the 10-year budget window. Costs represent provisions that were generally in force from
January 1, 2015, through December 31, 2016. Not all extenders have an estimated cost.

Sources: Joint Committee on Taxation, List of Expiring Federal Tax Provisions 2016-2025; Joint Committee on Taxation,
Estimated Budget Effects of Division Q of Amendment #2 to the Senate Amendment to H.R. 2029 (Rules Committee Print 114-
40), the "Protecting Americans from Tax Hikes Act of 2015": Fiscal Years 2016-2025, December 16, 2015.
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They impose high costs on congressional time at the end
of asession and create economic uncertainty, which dis-
torts long-term financial business planning and slows
economic growth.

CONCLUSION

Every year the message becomes clearer: Tax extenders
should either all be made permanent or all be allowed
to expire. This year, the choice is made simple by the
extenders’ blatant display of government privilege to
special interests. Congress should not renew any of this
year’s extenders and instead should focus on more sus-
tainable tax policy reforms:

e The savings from eliminating these privileges in
the tax code should be used to lower top marginal
rates across the board, which has been shown to
facilitate growth.”

e Congress should institute more transparent account-
ing methods for tax expenditures by instructing
the Joint Committee on Taxation and the Office of
Management and Budget to use a more consistent
consumption baseline.?
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