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CALCULATING RETIREMENT TAX EXPENDITURES:  2010  

The Department of the Treasury’s Office of Management of the Budget (OMB) and the 
Joint Committee on Taxation for the House Committee on Ways and Means and the Senate 
Committees on the Budget (JCT) calculate federal tax expenditures differently. 

Research institutes and policy think-tanks use data from both agencies to make 
projections and policy prescriptions. Knowing the size of tax expenditures gives us a clearer 
understanding of the size of the government and sharpens our questions about the reasons for 
the $121 billion tax break for pensions.  The methodological differences must be understood.  

What is the Difference? 

Table 1 is a first glance at the inflation adjusted calculations for the tax expenditures 
published by the OMB and the Joint Committee on Taxation.   

Table 1: List of Tax Expenditures Reported by the U.S. Department of the Treasury and 
the Joint Committee on Taxation for Fiscal Year 2010 
Dollars in millions 
Budget 
Function 

Tax expenditure name 
Treasury 
Estimates 

JCT 
Estimates 

  Individual Individual 

Income 
Security 

Net exclusion of pension contributions 
and earnings: employer plans 

41,360 37,500 

 Net exclusion of pension contributions 
and earnings: 401(k) plans 

53,549 29,600 

 Net exclusion of pension contributions 
and earnings: IRA plans 

12,780  

 Net exclusion of pension contributions 
and earnings: Traditional IRAs 

 21,500 

 Net exclusion of pension contributions 
and earnings: Keogh plans 

13,890 12,900 

Sources: Office of Management and Budget, Analytical Perspectives, Budget of the United States Government, 
Fiscal Year 2011, (Washington, D.C.: 2011); Joint Committee on Taxation, Estimates of Federal Tax Expenditures for 
Fiscal Years 2009-2013, JSC-1-10 (Washington, D.C.: January 11, 2010) 
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The Differences Explained: 

Tax expenditures are defined in The Congressional Budget Act of 1974 as “revenue 
losses attributable to provisions of the federal tax laws which allow a special exclusion, 
exemption, or deduction from gross income or which provide a special credit, a preferential rate 
of tax, or a deferral of liability” (GAO p. 92). Both the JCT and the Treasury follow this definition 
and construct a list of tax expenditures, each using a different conceptual approach aiming to 
identify the provisions of the tax code labeled as a tax expenditure.  Thus, even though the tax 
expenditures lists are similar in both reports, the number of items differ somewhat, which in turn 
cause the estimates of revenue losses to differ also.   

There are several methodological differences between both branches, from different 
periods covered to different tax baselines and macroeconomic assumptions. For example, 
although both the JCT and the Treasury use a baseline patterned on a comprehensive-based 
income tax, defined as the normal baseline, each normal baseline differs to some extent. The 
Treasury’s normal baseline excludes several tax expenditures that are included in the normal 
baseline used by the JCT. In addition, the Treasury also uses a reference baseline patterned on 
a comprehensive-based income tax, but it is closer to existing law and is limited to special 
exemptions from a generally provided tax rule that serve programmatic functions in a way that is 
analogous to spending programs (p. 208). 

Another difference is that the Treasury not only estimates tax expenditures in terms of 
revenue loss, but also measures tax expenditures in terms of their outlay-equivalent revenue1, 
allowing for direct comparisons between the cost of a tax expenditure and a direct federal 
outlays.  

The JCT and Treasury estimates of revenue loss also differ somewhat due to different 
macroeconomic assumptions.  JCT uses the Congressional Budget Office assumptions, which 
constructs its baseline budget projections using methods specified in the Balanced Budget and 
Emergency Deficit Control Act of 1985. In contrast, the Treasury uses assumptions based on 
consultations with OMB, and the Council of Economic Advisers.  

The tax expenditure lists are different for JCT and the Treasury because they each use a 
different definition of de minimis amount, which is the minimum amount of revenue loss 
threshold for Treasury and JCT to report a tax expenditure.  JCT excludes provisions that are 
estimated to result in revenue losses if they are less than $50 million. The treasury rounds all 
yearly estimates to the nearest $10 million and excludes the provisions that round to zero in 
each year.  

Table 2 below provides a summary of the differences in tax expenditure estimation 
between the two branches. 

                                                            
1 An outlay equivalent is the dollar size of a direct spending program that would provide taxpayers with net benefits 

that would equal what they now receive from a tax expenditure. 
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Table 2: Comparison of Tax Expenditure Reporting by JCT and Treasury2 

Elements on Report Joint Committee on 
Taxation (JCT) 

U.S. Department of Treasury

Period Covered Current fiscal year and 4 
future fiscal years 

Last fiscal year, current fiscal 
year, and 5 future fiscal years 

Baseline used Normal Reference (since 1983), 
normal 

Measurement estimates 
produced 

Revenue loss Revenue loss, outlay-
equivalent 

Macroeconomic 
assumptions 

Congressional Budget Office 
(CBO) (mid-year update); 
statistics from the Internal 
Revenue System (IRS) from 
recent tax returns 

OMB, Treasury, and Council 
of Economic Advisers 

De minimis rule Excludes provisions with 
estimates of less than $50 
million over the 5-year period 

Rounds all yearly estimates to 
nearest $10 million and 
excludes provisions with 
estimates that round to zero in 
each of the 7 years 

Categorized by Budget function, taxpayer 
group (i.e., individual or 
corporate); net exclusion of 
pension contributions broken 
up by DBs and DCs 

Budget function, taxpayer 
group (i.e., individual or 
corporate); net exclusion of 
pension contributions broken 
up by DBs and 401(k)s 

Supplemental information Distributional estimates by 
income class (for 9 
expenditures); summary of 
recent legislation regarding 
tax expenditures; list of 
expiring tax expenditure 
provisions; and summary of 
differences between Treasury 
and JCT lists of tax 
expenditures 

Present value estimates (for 
deferral expenditures); 
comprehensive and 
consumption baselines used 
(for select expenditures) 

Sources: Office of Management and Budget, Analytical Perspectives, Budget of the United States Government, 
Fiscal Year 2011, (Washington, D.C.: 2011); Joint Committee on Taxation, Estimates of Federal Tax Expenditures for 
Fiscal Years 2009-2013, JSC-1-10 (Washington, D.C.: January 11, 2010); Government Accountability Office: Tax 
Expenditures Represent a Substantial Federal Commitment and Need to be Reexamined (Washington, D.C.: 2005) 

Why We Choose the Treasury Estimates? 
 
 After careful consideration of both measures and weighing the shortcomings of both 
methodologies, the Treasury estimates of tax expenditures are our measure of choice for the 
following reasons: 

                                                            
2  Based on the GAO report on tax expenditures, http://www.gao.gov/new.items/d05690.pdf 
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 OMB estimates are used and accepted widely by research institutes and think-tanks for 
policy proposal purposes 

 OMB’s elements of net exclusions for pensions are broken down between 401(k)s and 
Defined benefit plans, instead of defined contribution and defined benefit plans 

 Revenue loss estimates, which are cash balanced, can overstate the real effect on receipts 
to the government for tax deferrals because deferred taxes will ultimately be paid. The 
Treasury estimates also provide a present value estimation of tax deferrals. 

 The time horizon for predictions is longer (7 yrs vs. 5 yrs in the JCT report)  
 The de minimis rule includes provisions that report revenue losses that JCT does not report 

(exclude) 
 The baseline used by the Treasury is closer to current law and estimates reflect changes in 

these tax laws 

Limitations: 

 Behavioral effects are not reflected in the estimates 
 Tax expenditures are interdependent even without incentive effects  

o Example:  repeal of an itemized deduction could increase revenue costs from other 
deductions because the taxpayer might be moved to a different (higher) tax bracket 

o The estimates reported in table 16-1 are the totals of individual and corporate income 
tax revenue effects reported in table 16-2 and do not reflect possible interactions 
between individual and corporate tax receipts => estimates should be regarded as 
approximations.  

 The OMB baseline assumes that most of the provisions enacted in the Economic Growth 
and Tax Relief Reconciliation Act of 2001 and the Jobs and Growth Tax Relief 
Reconciliation Act of 2003, programmed to expire in December, 2010 will be extended 
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